Agenda Item 9

DEVELOPING AND PRESERVING REGIONAL AIR SERVICES

Background

1. This paper aims to update members on the progress made in relation to those parts of the Government’s White Paper The Future of Air Transport dealing with regional air services.  It also covers the recent EU Guidelines on the financing of airports and start-up aid to airlines departing from regional airports.

The White Paper

2. In summary, the Government said in the White Paper :

· it recognised that for  many areas of the UK air services to London are crucial to their economic prosperity. Working within EU legislation, the Government would if necessary intervene to protect slots at the London airports through Public Service Obligations, subject to certain criteria being met. The Government would also aim to ensure that any amendments to the regulations recognised the importance of regional access to London airports. 

· it considered that the establishment of Route Development Funds (RDFs) in Wales and some English regions – along the lines of those already operating in Scotland and Northern Ireland – could help to establish valuable new services 

Public Service Obligations
3. In relation to PSOs the Government proposed clarification of the circumstances in which the Government is prepared to intervene in order to guarantee a minimum level of scheduled air services on these routes. Specifically it proposed:

· The introduction of a voluntary early warning system whereby airlines would agree to give notice of their intention to withdraw services from a route. This would give regional bodies and the Government time to consider whether and how the route concerned could be protected.

· The clarification of criteria, which are set out, but not defined in European Regulations governing mechanisms to protect regional air services. This will allow airlines, regional bodies and the Government to make better-informed decisions when considering their policy towards air services from regional airports to London. 

4. In connection with the clarification of the European criteria the Government on 7th July 2004 issued a consultation paper seeking views on the interpretation of EU Regulation 2408/92 which deals with the imposition of Public Service Obligations for the protection of such services
. Additionally views were invited on how the case for the economic necessity of imposing a PSO should be judged.  
5. The consultation closed on 7th October 2004 and on 10th February 2005 the Department published a report on the responses to the consultation paper
.

6. The Government's formal Guidance on these matters was issued on 15th December 2005 – there is a copy at Annex A. 
7. Sadly, as noted in the paper considered by members last year at Liverpool, the constraints of the PSO arrangements meant that it was not possible to address some of the key concerns which emerged from the consultation - for example:

· The regions are concerned not just with air services to London generally but, more specifically, on services to Heathrow (and to a lesser extent Gatwick) as a major international hub - this is a particularly sore point for those regional airports which have lost their connections to Heathrow where the number of domestic destinations over the last decade has declined from 11 to 8. The Guidance does not fully address these concerns. As the consultation paper made clear, according to European case law, if a region has services to any one of Heathrow, Gatwick, Stansted, London City or Luton airports, it will be considered as having a service to London. The withdrawal or reduction of a service to Heathrow would not be enough to trigger the consideration of a PSO if together the services to other London airports were considered to be adequate. Nor would questions of interconnectivity or the final destination of passengers be part of the consideration of what is deemed an 'adequate' service. 

· For very similar reasons there is regret in the regions that the Guidance deals only with the protection of existing services and do not include the creation of new London services, particularly to and from Heathrow. 
· At the other end of the spectrum there is a feeling, typified by the consultation response submitted by the BAA, that the imposition of PSOs might “lead to the benefits to the particular region being significantly lower than the losses to the South-East region and to the UK as a whole. The understandable desire for air access to the UK regions had to be balanced by the desire to maintain and strengthen access from the UK as a whole to the rest of the world.” The submission concluded“…a better solution would be to focus on providing sufficient capacity so that the choice between domestic and international services does not have to be made. Where such a choice does have to be made, then it would be better to consider transparent financial support for those air services which are needed and for which a clear case can be made.” 

8. Meanwhile, it should be noted that at European level: 
· the Government has supported a suggestion of the European Commission to allow regional bodies to participate in slot trading at airports. The Government believes that if this is agreed it might be an alternative mechanism for protecting a regional air service. 

· we understand that the European Commission are aiming to issue a proposal for a revision of the third package (which includes the PSO legislation) before the summer.  The amendments are not expected to bring about significant changes to PSOs, but would instead be directed at simplification and reducing administrative burdens.

EC guidelines on start-up aid to airlines departing from regional airports
9. In September 2005 the European Commission adopted new Guidelines
 which lay down the conditions under which start-up aid can be granted to airlines to operate new routes from regional airports. The Guidelines also give airports and Member States guidance on the public financing of airports – a copy of the EC Press Release about the new Guidelines is at Annex B. 
10. The new Guidelines flow from the celebrated Charleroi case in which Ryanair was granted advantages at Charleroi airport by Brussels South Charleroi Airport (BSCA), the airport's managing body, and the Walloon Region (Belgium).  In dealing with a complaint the European Commission had concluded that no private operator in the same circumstances as BSCA would have granted the same advantages and accordingly they constituted “state aid” which could distort competition in favour of Ryanair. It was recognised, however, that Guidelines were needed to assist publicly owned airports and airlines in arriving at arrangements which were legitimate. 
11. The Guidelines thus lay down the conditions under which start-up aid can be granted to airlines to operate new routes from regional airports - such services says the Commission will "encourage mobility in Europe and regional development". The Commission claims the new rules will guarantee equal treatment for public and private airports and ensure that airlines receiving aid are not unduly favoured. 

12. Not everyone was impressed by the new Guidelines.  In a press release Ryanair said “The Commission has outdone itself with these discriminatory guidelines, which will destroy the competitiveness of the many publicly owned regional and secondary airports around Europe that are currently trying to survive and grow their passenger numbers by offering lower costs and more efficient services to airlines, which are then translated into lower fares for consumers.”

Route Development Funds

13. In the UK RDFs have operated for some time in Scotland
 and Northern Ireland
. 

14. In Scotland the Route Development Fund (RDF) has £14.4 million (provided through the Scottish Budget) for the two year period 2005-06 to 2007-08  The Fund supports new air links where airlines can demonstrate the services will have a direct economic benefit to Scotland. The flights must involve regularly scheduled services and must not undermine existing flights. Since it was introduced in 2002, it is claimed the RDF has brought £87 million of economic benefit to the Scottish economy. Last year fund-supported routes carried 891,000 passengers

15. In Northern Ireland the RDF, set up in 2003, is operated by a company called Air Route Development (NI) Ltd. set up by the NI Department of Enterprise, Trade and Investment. The Fund seeks to encourage the development of new routes by providing investment support to airports. The airports offer discounts on aeronautical charges to airlines introducing new routes, and the Fund then provides match funding which allows the airports to double the amount of discount offered. The Fund will only do this if an independent economic appraisal of the route proposal shows that the amount invested will result in a net economic benefit to Northern Ireland. The Fund's investment is limited to the first three years of operation of the new routes. Beyond that period it is expected that the routes will be self-supporting. Investment, which is paid on a per-passenger basis, is also limited to load factors of up to 75%.  So far the Fund has supported new services from Belfast and Derry to New York, Paris, Rome, Berlin, Geneva, Nice, Norwich, Birmingham and Manchester
16. In the White Paper The Future of Air Transport the Government said it believed the establishment of further RDFs in Wales and in English regions (outside the South East and East of England) could play a valuable role in establishing new direct business links from both primary and secondary airports in these areas, thus stimulating inward investment and tourism. It therefore asked the Welsh Assembly Government and the relevant English Regional Development Agencies “to consider whether they would wish to set up a route development fund to encourage the establishment of new services at airports in their respective areas, and to consider what priority they would attach to such a fund.”

17. It is understood that early in 2006 the Welsh Economic Development and Transport Minister Andrew Davies launched a £4 million ($7.1 million) fund to develop new air routes to and from Wales. Details are being sought.

18. It is known that such funds are also under consideration in the north of England as part of The Northern Way initiative but it is not clear what progress has been made in finalising the arrangements for such funds. 
19. BAA Scotland, a private sector body, still operates a route development fund worth about £14m per annum
. This offers discounted airport charges and financial support for route marketing and promotional campaigns.  This is not “state aid” and the new EU guidelines do not apply to the BAA’s fund.
20. It may be that members from Airports in other English regions will be able to tell the Conference about other new RDF initiatives.
21. The EC Guidelines referred to in paras 9-12 above have an impact on the way in which Route Development Funds (RDFs) are operated at national level, in particular in relation to the size of airport eligible for start-up aid, and the restriction on ex-EU routes and carriers. The UK Government has obtained state aid approval from the Commission for the UK RDF scheme.

Stuart Innes

May 2006

 

Annex A 

Guidance on the protection of regional air access to

London
Introduction 
1 The UK Government's policy on protecting air services through the imposition of public service obligations (PSOs) is governed by European legislation.  This legislation broadly sets out, but does not fully define, the criteria under which Member State Governments can protect air services.   

2 The aim of this guidance is to clarify how Government will interpret these criteria when 
assessing PSO applications to protect existing regional air services to London.   

3 The guidance takes account of responses to the Government's 2004 consultation on the protection of regional air access to London
. It seeks to establish a balance between protecting regional services and limiting Government intervention in the market.  

4 A more precise definition of the European criteria will provide a firmer basis for the discussion of individual cases with both airlines and regional bodies, and ensure the continued equitable treatment of any PSO applications for access to London.  It will be the responsibility of regional bodies to make the case for a PSO against these criteria.  

5 The guidance is not definitive and each application for a PSO will continue to be assessed by the Secretary of State for Transport on a case-by-case basis. Should the existing Regulations change in the future, this guidance may need to be reviewed and amended accordingly. 

6 Terms have been defined solely in the context of Government policy on protection of air services to London and should not be taken in a wider context than this. They should not be applied for PSO applications for protecting routes elsewhere within the UK.  

7 Government considers it unlikely that PSOs would be appropriate for new routes from the regions to London, either as a means of launching a new service, or on routes which have received start-up funding but do not prove commercially viable after the initial period of funding.  Other mechanisms, such as Route Development Funds, are available for establishing new regional air services.  

8 This guidance is only applicable to regions of the UK as defined in Community Law. It therefore does not consider how to protect air access to London from other Member States or the Crown Dependencies. 

9 The Future of Air Transport White Paper
 stated that it would be the responsibility of regional bodies (such as the relevant Devolved Administration, Regional Development Agency or local authority) to reimburse the Department for Transport for any funds provided for subsidies, should these be required.   

10 The guidance starts by setting out the background to the policy.  Subsequently, it introduces aspects of the policy that are supplementary to the European legislation, such as the voluntary early warning system for airlines. The criteria themselves are defined for UK purposes under the heading "Interpretations".   

11 To accompany this document, the Government has also published guidance on the type of evidence we shall require from regional bodies when they are making the case for the economic 'necessity' of an air service as set out in Regulation 2408/92,
 and the methodology we shall use to assess it.  This guidance is attached at Annex A. 

12 A full Regulatory Impact Assessment (RIA) is attached at Annex B.  
This assesses the impact of policy options in terms of costs, benefits and risks. 

Background 
13 The context for this guidance is foreshadowed in The Future of Air Transport White Paper.  UK air travel has increased five-fold over the past thirty years and demand is projected to increase up to three times current levels by 2030. The Government supported some measures to increase airport capacity in the White Paper and to make best use of the existing capacity in the interim. 

14 The White Paper recognised the concern of regional stakeholders about the availability of landing and take-off slots at major London airports.  It noted that in deciding how to use scarce slots at congested airports airlines would not necessarily take into account the wider economic and other benefits that domestic air services to London can bring to other parts of the UK.  

15 It also stated: 

"The Government is prepared to intervene in well defined circumstances to protect slots at the London airports for such [regional] services by imposing Public Service Obligations (PSOs)" 

16 Where services already exist from UK regional airports to London (defined as City, Gatwick, Heathrow, Luton and Stansted airports), this intervention would guarantee a minimum level of scheduled air services on these routes. 

17 Under the existing EC law, in order to protect the slots currently used at the London airports for these regional air services it would be necessary to impose a Public Service Obligation (PSO) in accordance with EC Regulation 2408/92. However, this Regulation was designed to protect lifeline routes to peripheral or development regions, not commercially viable regional services into congested hubs where they compete against alternative uses of the slots. 

18 The criteria for PSO imposition are set out, but not precisely defined, in Regulation 2408/92. There are essentially three main criteria:   

a. The service must be to a "peripheral region", or a "development region", or on a "thin route to any regional airport". Only one of these three requirements must be met.  

b. The service must be "vital for the economic development of the region".  

c. The imposition of a PSO must be necessary to ensure the "adequate" provision of scheduled air services. In assessing the "adequacy of provision", the public interest, the availability of other forms of transport, airfares and conditions, and the combined effect of all carriers operating or intending to operate on the route must be taken into consideration. 

19 Under current Community law it is not possible to impose a PSO on a route between two cities or regions on which adequate services are already being operated commercially.  The White Paper proposed that, where there was an existing service, imposition of a PSO would be considered only when an airline's withdrawal or reduction of a currently operated service would reduce the provision of service below an adequate level. 

20 However, adequacy is only one of three tests which must be met in judging whether a service is a potential candidate for a PSO.  The decision to apply for the imposition of a PSO would lead to a more in-depth consideration by Government of the eligibility of the route, the economic case for its protection and what constituted an adequate service on that route.  

21 Final judgement on the eligibility of a route for PSO imposition would rest with the Secretary of State for Transport and would be based on the merits of each case set against the criteria in Regulation 2408/92.  Having notified the European Commission and air carriers operating the route, the UK Government may then impose a PSO to the extent necessary to ensure on that route the adequate provision of scheduled air services satisfying fixed standards of continuity, regularity, capacity and pricing.  PSOs will be reviewed every three years to ensure that their imposition is still appropriate and the obligations set out are being met.   

Definition of routes to London 
22 The White Paper stated that for the purposes of this policy London airports will include Heathrow, Gatwick, Stansted, London City and Luton. If a region has services to any one of these airports, it will be considered as having a service to London. This means that the withdrawal or reduction of a service to e.g. Heathrow will not be enough to trigger the consideration of a PSO as long as it is considered that there is an adequate service provided by the combined services offered to the London airport system as a whole.  

23 The Government recognises the concerns of regional stakeholders about protecting services to London's main airports.  However, in order to be consistent with the position adopted by the European Commission (Commission Decision 94/291/EC), when assessing whether a PSO can be imposed on a route it is necessary to consider the adequacy of the link provided between two cities or regions, not between a city or region and a specific airport.  On this basis, factors such as interconnectivity opportunities or the final onward destination of passengers are not relevant to the consideration of adequacy under the Regulation. 

Early warning system 
24 The Government supports a voluntary early warning system whereby airlines currently operating regional services to London airports agree to provide the Government and the relevant regional body with as much notice as possible, preferably at least four months, of their intention to withdraw from, or reduce services on regional routes.  This advanced notice then allows decisions on how best to protect a route to be made by the regional body and Government. 

25 The Government recognises that airlines operate within a constantly changing commercial environment but feel that this early warning system strikes a good balance between the need to maintain an adequate level of regional services and only intervening in the market in limited circumstances. The system offers regional partners together with Government the time and opportunity to explore all potential solutions to ensure continuity of that regional service into London. 

26 We would expect to be notified by an airline about any reduction in services, even if the 
proposed reduction in service does not merit consideration of a PSO. This allows the 
Department to record and monitor levels of services. 

27 The early warning system would supplement, but not prejudice, the Government's rights to impose PSOs under Regulation 2408/92, and if necessary to reserve slots under Regulation 95/93,
 as explained in paragraphs 28-30 below.  

Potential reservation of slots and tendering of route 
28 After a PSO has been imposed on a route, European law allows Member States to reserve slots at airports on that route so that an airline cannot use them for a service to an alternative destination. This is governed by the slot allocation Regulation 95/93, as amended by Regulation 793/2004.
The Regulation states (Article 9.1): 

"Where public service obligations have been imposed on a route in accordance with Article 4 of Regulation No. 2408/92, a Member State may reserve at a coordinated airport the slots required for the operations envisaged on that route......" 

29 Only slots at airports which have been designated "fully co-ordinated" under EC Regulation 95/93 can be reserved.
  This is because slots only exist at fully co-ordinated airports.  Fully co-ordinated airports in London are Heathrow, Gatwick and Stansted. Where there are services to more than one fully co-ordinated London airport, any of the slots at such airports being operated on that route necessary to fulfil the PSO could be reserved.  The reservation of slots is however at the discretion of the Member State. 

30 Where a decision is made to impose a PSO on a route where the destination airport in London is not fully-coordinated, it will not be possible to reserve slots for use on that route. However, this airport will still be named in the conditions of the PSO and should the designation of that airport subsequently change, the slots being used for that service could then be reserved to protect the route. 

31 If no air carrier has commenced or is about to commence scheduled air services in accordance with the PSO imposed on a route, a Member State may offer the right to operate the services by open public tender in accordance with Regulation 2408/92.  Under the Regulation, the initiation of a tender process could entail limiting access on that route to only one carrier for a period of up to three years. However, the Government recognises the undesirable effect this would have of preventing competition, to the detriment of passengers. This power would only be exercised where it is absolutely necessary to ensure the continuation of a service (i.e. where no carrier(s) had agreed to fulfil the obligations set out, and none was/were likely to be able to do so without the guarantee of a monopoly and possibly subsidy). 

Potential payment of subsidy 
32 The imposition of a PSO does not mean that an operator will automatically be entitled to receive subsidy to operate services on the route.  The Department thinks it unlikely that the imposition of a PSO on a route to London would require subsidy. All regional routes to London are currently commercially viable. 

33 However, the contract arising out of an invitation to tender may include the payment of subsidy, taking into account the costs and revenue generated by the service. As stated in the White Paper, it would be the responsibility of regional bodies (such as the relevant Devolved Administration, Regional Development Agency or local authority) to reimburse the Department for Transport for any funds provided for subsidies, should these be required.  The timetable for repayment should be agreed in advance with the Department.  

Other policy developments 
34 The rules governing the imposition of PSOs and the power to reserve slots as a consequence are set out in two different European Regulations, Regulation 95/93 (as amended by Regulation 793/2004) and Regulation 2408/92. The Commission has announced its intention to review the slot allocation Regulation 95/93 shortly and the Government will ensure that regional concerns about access to Europe's congested airports are considered in the negotiations.  As stated earlier, should the existing Regulations change in the future, this guidance may need to be reviewed and amended accordingly. 

Interpretations 
35 This guidance accordingly sets out below our interpretations of the terms listed in Regulation 2408/92.  These are: 

· "peripheral region";

· "development region";

· "thin route"; and

· "adequate provision of services"

1 (a) Peripheral region 
36 For the purposes of this policy, we have interpreted the term "peripheral" to mean not just remote or sparsely populated areas but also those that are faced with significant accessibility issues arising from their geographical peripherality or lack of adequate surface transport alternatives. 

37 As stated in the White Paper (paragraph 4.51), studies suggest that rail competes well with air on point-to-point journeys of two to three hours, but for longer journeys air travel is the mode of choice. For example, comparing business trips by rail or by air from Scotland to London and the South East, the overwhelming majority are by air. It is also worth noting that journey time may be less critical than the ability to have sufficient time to conduct business at the destination. 

38 For these reasons, the definition shall be: 

"An airport shall be considered as serving a "peripheral region" if the total journey time to London Zone One by public surface transport from the main urban centre(s) it serves is more than three hours." 

1 (b)  Development region 
39 The consultation paper proposed that the definition of a Development Region should be based on one of two options both involving European structural funds. The current set of funds will continue until the end of 2006. However, the Commission are currently reviewing the criteria which will be used to allocate funds to regions from 2007 onwards and our understanding is that the funding map will look significantly different due largely to the impacts of EU enlargement. 

40 Concurrently, the Government is working with the Commission on agreeing a basis for domestic regional aid. Domestic aid is still subject to European State Aid rules but a Member State has more flexibility in setting out the criteria that need to be met for funding. 

41 We believe therefore that after 2006, a better approach might be to base our definition of a development region on the UK regional aid funding model which is likely to be more inclusive than the EU structural funds post-2006. The areas that would receive UK regional aid still have to be decided so in the event of the eventual map being unsuitable, the Government will undertake a further consultation with regional stakeholders to develop a definition of a "development region" suitable for the purposes of this policy. 

42 We believe that this is the best solution at present as it allows for a consistent approach across Government to be adopted. 

43 Of the two options consulted on, the majority of respondents felt that option one was a better option as it recognised that rural areas can experience disadvantage and that restricting considerations to disadvantaged urban areas would unnecessarily differentiate between rural and urban.  The convergence of the rural and urban economies (see the Rural Strategy 2004)
 means that proximity to an airport would be equally important to urban and rural businesses. 

44 For the purposes of this policy, the catchment area of an airport would be calculated as the area within an average one-hour travel time radius, unless the area is one of unusually sparse population.  This would provide a means of judging which airports serve regions most in need of the economic and social benefits which an air link can potentially bring.  Examples of airport catchment areas can be found in the DfT publication RASCO 2002.
 
45 For these reasons, the definition shall be: 

"An airport shall be considered as serving a development region if its catchment area includes an area(s) in receipt of EU Objective 1 or 2 funding until the current funding expires. Beyond this, it is likely the definition will be based on those areas in receipt of UK regional aid." 

1 (c) Thin route 
46 The consultation proposed that a route would be considered a thin route if it corresponded to a 50-seater regional aircraft operating two return services a day with an average load factor of 65%. This is the equivalent to 50,000 passengers a year.  

47 The definition would therefore be: 

"A route shall be considered as a thin route if, at the time that a PSO application is received, fewer than 50,000 passengers a year use the route." 

2. Adequate provision of services 
48 As detailed in the Regulation, the adequate provision of an air service shall be assessed by the Member State, having regard to: 

· the public interest; 

· the possibility, in particular for island regions, of having recourse to other forms of transport and the ability of such forms to meet the transport needs under consideration; 

· the air fares and conditions which can be quoted to users; and 

· the combined effect of all air carriers operating or intending to operate on the route. 

49 The UK Government proposes that, based on the criteria set out above, the level of service that would qualify as "adequate" should be a minimum frequency of two daily return flights.  These should be scheduled appropriately to allow business travellers to carry out a full day's business at either end of the route. 

50 However, we accept that in reality the level of adequacy will differ from route to route, and it may therefore be necessary to consider the adequacy of service on a case-by-case basis. The early warning system should enable the Government to monitor levels of service on a route, and in dialogue with regional partners judge when it is necessary to consider ways to protect that route. 

Proving the economic case 
51 EC Regulation 2408/92 requires that the air service is considered "vital for the economic development of the region in which the airport is located". The Government considers that in order to justify intervention into the market, there should be a robust case that illustrates the benefits to the regional and national economy that would otherwise be lost if a service were withdrawn. 

52  'The Future of Air Transport' White Paper stated that it would be the responsibility of the regional bodies to make the economic case for the importance of the service to the economic development of the region (i.e. the "indirect, or wider economic benefits").  

53 The Department itself will undertake the specific cost-benefit and commercial analyses.  
This includes the value of a slot at a London airport, and the specific passenger benefits foregone by using the slots for the regional service rather than an alternative use. The assumptions and workings used by the Department will of course be fully shared with the regional body. 

54 Subsequently, the Department will take into account all this information when deciding
whether an air service is vital for the economic development of the region - one of the 
requirements of EC Regulation 2408/92. 

55 Whilst we appreciate the resource implications of carrying out a thorough economic appraisal analysis, the hidden costs of imposing a PSO and reserving slots at congested hub airports, even on unsubsidised routes, have been shown to be substantial. It is therefore necessary to provide sufficient evidence to justify intervention in the market. 

56 In order to assist regional bodies in assembling the evidence required to demonstrate the wider regional benefits, the Government has produced accompanying guidance (see Annex A). This provides a common methodology for assessing the economic net benefits of maintaining an adequate air service to London, so as to ensure transparency and comparability. It incorporates many elements of the standard DfT approach to the assessment of transport projects with a structured analysis of wider economic benefits.  

57 If the early warning system indicates a route is under threat, the regional body should contact the Department and be prepared to contribute to an analysis of the case for retaining a service. In addition to the cost-benefit analysis, a commercial viability analysis of the route would be required if a direct subsidy in support of a PSO is proposed (see also Annex B).  


Annex B
EC Press Release on guidelines on financing of airports and start-up aid to airlines departing from regional airports 

Brussels, 6 September 2005
European Commission encourages the development of regional airports and mobility in Europe

Following a wide-ranging public consultation[, the Commission has adopted new rules which will encourage the development of regional airports. These rules lay down the conditions under which start-up aid can be granted to airlines to operate new routes from regional airports. New regional air services will encourage mobility in Europe and regional development. The clear rules adopted today guarantee equal treatment for public and private airports and ensure that airlines receiving aid are not unduly favoured. These guidelines also give airports and Member States guidance on the public financing of airports. 
Vice-President Jacques Barrot, the Transport Commissioner, said “The European Commission wishes to encourage the development of regional airports and personal mobility. These new rules give regional airports the legal certainty they need for their future development and for their relations with airlines and the authorities.”

Intense competition on the European air travel market, and in particular the emergence of low-cost airlines, has prompted many airports to provide incentives to certain airlines to start up new services. This broadens the range of options available to the travelling public and makes air travel accessible to all Europeans. It bolsters regional economic development and reduces congestion at major airports, known as “hubs”. The Commission intends to encourage this trend, while at the same time ensuring equal treatment for all airport operators and all airlines, and proper use of public money.

The new guidelines establish a firm legal framework for agreements between airports and airlines. Their adoption follows extensive consultations with, in particular, the air travel industry and the Member States. The new guidelines will increase transparency and prevent any discrimination in the agreements concluded by regional airports and airlines on start-up aid. They guarantee completely equal treatment for publicly owned and privately owned airports.

If an airport decides to grant an airline public aid which is not justified on purely commercial grounds, such aid can be accepted if it covers not more than 30-50% of the additional costs incurred in starting up the new service, including marketing costs and the costs of setting up at the regional airports concerned. The service benefiting from the aid must ultimately prove profitable; for this reason, such aid must be degressive and limited to a maximum of three years (or five years in the case of disadvantaged regions and the outermost regions of the EU). 

The airports concerned are mainly those with an annual passenger volume of less than 5 million. The Commission will apply the new guidelines from the date of their publication in the Official Journal.

The new guidelines also clarify the framework for public financing of airports, and in particular investment in airport infrastructure. The European airport sector has become increasingly competitive in recent years, which has led to a Court of Justice ruling that airports are, in principle, traders or economic operators. Airport infrastructure provides the basis for the economic activities of the airports themselves, but in some cases also helps meet regional economic development, land-use planning and accessibility objectives. The guidelines spell out how the competition rules apply to the economic activities of airports, while taking account of any general interest tasks assigned to them.
� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_control/documents/contentservertemplate/dft_index.hcst?n=10637&l=2" ��http://www.dft.gov.uk/stellent/groups/dft_control/documents/contentservertemplate/dft_index.hcst?n=10637&l=2� 


� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_035182-02.hcsp#top" ��http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_035182-02.hcsp#top� 


� � HYPERLINK "http://europa.eu.int/comm/dgs/energy_transport/state_aid/doc/2005_09_06_aviation_guidelines_en.pdf" ��http://europa.eu.int/comm/dgs/energy_transport/state_aid/doc/2005_09_06_aviation_guidelines_en.pdf� 


� See � HYPERLINK "http://www.scotland.gov.uk/Topics/Transport/19675/introduction" ��http://www.scotland.gov.uk/Topics/Transport/19675/introduction� 


� See � HYPERLINK "http://www.detini.gov.uk/cgi-bin/get_builder_page?page=875&site=14" ��Air Access pages� of the website of the Northern Ireland Department of Enterprise, Trade and Investment


�  See � HYPERLINK "http://www.baa.co.uk/portal/controller/dispatcher.jsp?CiID=2e92c3ef19a42010VgnVCM100000147e120a____&CtID=a22889d8759a0010VgnVCM200000357e120a____&Ct=B2C_CT_PRESS_RELEASE&ChPath=Corporate%5eMedia%20Centre%5eNews%20Releases%5eResults" ��March 2004 Press Release�


� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_029585.hcsp" ��http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_029585.hcsp�  


� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_031516.pdf" ��http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_031516.pdf� 


� Council Regulation (EEC) No 2408/92 of 23 July 1992 on access for Community air carriers to intra-Community air routes.  Official Journal L 240 , 24/08/1992 P. 0008 - 0014
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