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Glossary  

‘AAJ’: Airports Authority of Jamaica 

‘ACE’: Additional capital expenditure 

‘ACF’: Additional concession fee 

‘AIF’: Airport improvement fee 

‘ATM’: Air traffic movement 

‘CAGR’: Compound annual growth rate 

‘CAPEX’: Capital expenditure 

‘CPI’: Consumer price index, a measure of general price inflation 

‘CWIP’: Capital work in progress 

‘IATA’: International Air Transport Association 

‘JCAA’: Jamaica Civil Aviation Authority 

‘MBJ’: MBJ Airports Limited (the operator of SIA) 

‘NMIA’: Norman Manley International Airport 

‘OPEX’: Operating expenditure 

‘QQ1’: Quinquennium 1, the current rate review period at Norman Manley 
International Airport and Sangster International Airport which lasts until 
December 2019 

‘QQ2’: Quinquennium 2, the next five-year review of airport charges at Norman 
Manley International Airport and Sangster International Airport (2020–24) 

‘RAB’: Regulated asset base 

‘SIA’: Sangster International Airport 

‘VFR’: Visiting friends and relatives, a customer segment within the air 
passenger market 

‘WACC’: Weighted average cost of capital 
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Executive summary 

Airports play a vital role in Jamaica. The country is an island and the tourism 
industry is one of its main economic activities. Airport charges are part of the 
airline and passenger costs, and any increase could have a negative impact on 
demand. Providing the airports with the necessary resources to keep them 
safe, economically viable and providing adequate facilities should be 
compatible with reasonable airport charges.  

In 2015, the outcome of the first rate review was that airport charges at 
Sangster International Airport (SIA) were increased by 70%, with the entire 
increase on the passenger service charge. Charges were then set to evolve at 
CPI - 0% for the next five-year period. We noted that SIA had been 
consistently profitable during the 11 years since privatization, even given 
stagnant demand and low airport charges, due to strong non-aeronautical 
activity.1  

Overall MBJ Airports Limited (MBJ) has performed well over QQ1 (2015–19), 
with substantial growth in traffic and revenue (driven largely by commercial 
revenue), both of which were greater than forecast, and an increase in service 
quality performance. MBJ has also achieved lower operating costs than 
forecast, while exceeding its capital expenditure forecasts. It is now important 
to ensure that passengers see the benefits of this.  

MBJ put forward a business plan for QQ2 based on consultation with 
stakeholders. There were a number of areas in which we considered that 
MBJ’s proposals were appropriate, and we retained these as part of our draft 
determination. However, there were some areas in which we considered that 
the robustness of the forecasts could be improved, and as such we put forward 
alternative forecasts. We subsequently met with MBJ and other stakeholders to 
discuss our draft determination. We also received written submissions and 
additional supporting evidence from the airport and the International Air 
Transport Association (IATA). In some areas the airport has amended its 
position between the draft and final determinations. The Jamaica Civil Aviation 
Authority (JCAA) has taken all of this additional information into account, and 
our final determination for QQ2 is set out in this document. 

The key areas where we have made changes relative to the draft 
determination are as follows. 

• We have revised the traffic and operating cost forecasts to take account of 
additional evidence provided by MBJ. 

• We have allowed capital expenditure into the RAB as it is incurred (i.e. we 
have allowed capital work in progress into the RAB). 

• We use a historical cost RAB and a nominal cost of capital. 

• We have applied the till sharing rate to common use terminal equipment 
(CUTE). 

• We have altered the depreciation profile so that it is consistent with the life 
of the concession period, in line with instructions from the government. 

                                                
1 JCAA (2014), ‘The Sangster International Airport Economic Review Report’, 18 November. 
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• We have retained the same weighted average cost of capital (WACC), but 
the government has come to a different view on the WACC for the next 
period. 

The final determination on charges is therefore that they will start at $15.71 in 
2020 and will then increase by 1% in each year (i.e. CPI-1%, assuming 
inflation of approximately 2%). The final charges are set out in the table below 
and can be considered relative to the 2019 yield of $13.56 per passenger. 

Final determination for charges at SIA 

 2020 2021 2022 2023 2024 

Revenue yield per 
passenger (US$) 

15.71 15.89 16.09 16.28 16.47 

We consider that the final determination for QQ2 will ensure that SIA’s charges 
remain competitive with those of comparator airports. However, we note that 
there are certain elements that are not within our control. For example, one 
significant aspect of MBJ’s cost base is the concession fee that it pays to the 
Airports Authority of Jamaica. Indeed, the concession fee will account for over 
 of the airport’s costs over the QQ2 period. These costs will ultimately be 
passed through to passengers in the form of higher charges. In addition, 
charges are only one component of the airfare to passengers. As such, it is 
important to also consider other elements, such as government taxes, to 
ensure that these do not affect the ability of SIA to retain and grow traffic. 

In setting the rates for QQ2, it is important that we have regard to this context 
as well as the commercial characteristics of the airport. Overall, we consider 
that the JCAA’s final determination constitutes a challenging but fair cap on 
SIA’s ability to increase its charges over the next five years. 
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1 Introduction  

This document sets out the JCAA’s final determination on the airport charges 
that will apply at Sangster International Airport (SIA) for the next rate review 
period (QQ2).  

The current rates in place at SIA are due to expire on 31 December 2019. As 
such, the JCAA has conducted a review, as required by the Airports (Economic 
Regulation) Act 2002, to determine the appropriate charges that should be put 
in place for the next rate review period (QQ2), which is due to commence on 
1 January 2020.  

This document incorporates views from interested parties. The decisions made 
on the appropriate charges at SIA will have significant implications for SIA, 
airlines, cargo shippers, passengers and other stakeholders in Jamaica. The 
JCAA would like to thank the airport, airlines and other stakeholders for their 
positive contributions to the JCAA’s review.  

We note that figures quoted in this document are in US dollars and real 2019 
prices, unless stated otherwise.  

Some commercially sensitive data has been redacted on request from the 
airport. 
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2 Context for the JCAA’s draft determination 

This section sets out the process that has shaped our determination, our 
relevant duties under the Act, the importance of stakeholder engagement, and 
the most appropriate form of regulation at SIA. It also considers the concession 
fees paid by SIA to the government and the taxes imposed on airfares by the 
government. While the concession fee and taxes are outside of our control, 
they provide important context for the review. 

2.1 Statutory context for the review 

The Airports (Economic Regulation) Act 2002 provides the statutory context for 
the review. The Act mandates that the Authority must, at the end of each 
succeeding period of five years, make such modifications in the conditions to 
airport charges imposed as it considers appropriate for regulating the 
maximum amounts that may be levied by an approved airport operator.2 The 
Act also states that we must conduct a comprehensive review of the airport 
operators and the environment in which they function.  

The rate review process is a major program of work and it is important that our 
decisions are well supported and subject to appropriate consultation. Our final 
determination is therefore based on a process that commenced in 2018, for 
which the key milestones are outlined below. 

• Publication of the JCAA’s consultation document, outlining the timetable, 
consultation process, framework for the review, and our initial views on the 
key issues. 

• Publication of our business plan guidance outlining the information that we 
require from airports and users, and to help airports (and other 
stakeholders) in putting together their forecasts, business plans and 
charges proposals for the QQ2 period. 

• Consultation between the JCAA and stakeholders, and the airports and 
stakeholders. Further information on stakeholder engagement is included in 
section 2.2 below. 

• Submission of airports’ business plans, charges proposals and supporting 
documents. 

• Publication of the JCAA’s draft determination. 

• Consultation between the JCAA, airports and stakeholders, and 
consideration of additional evidence submitted by the airports and 
stakeholders. 

Upon conclusion of the review, pursuant to Section 12 of the Act, we are 
required to submit a report to the Minister of Transport and Mining. This report 
must detail the investigation and consultations undertaken. We are also 
required to submit a copy of the review to the airport operator. 

Our duties, which are included in the Act, are central in deciding on the rates 
for the next review, particularly given that the framework being developed is 
likely to be in place for future reviews. In this respect, our duties are: 

                                                
2 See Subsection 10 (5)(b) (Mandatory conditions for scheduled airports). 
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• to further the reasonable interests of users of airports within Jamaica, and 
provide economical and reliable services to those users by establishing a 
system for regulation of the airports that takes account of those interests; 

• to promote the efficient, economic and profitable operation of airports; 

• to ensure compliance with Jamaica’s international obligations, as notified by 
the Minister; 

• to create an enabling environment for potential investors in airports; 

• to encourage investment in new facilities at airports in time to satisfy 
demands by users of the airports; 

• to impose restrictions on the operator as consistent with the performance by 
the Authority of its functions; 

• to further vital public interests as notified to the Authority by the Minister; 

• to ensure the airport is operated in accordance with performance standards 
and service levels that are consistent with best industry practice. 

Given that we have a number of duties that are given equal weight, in making 
decisions we may need to prioritize some duties over others. In this document 
we clearly set out the trade-offs that we are making when taking decisions on 
specific factors. 

In addition, in making decisions in the exercise of our functions under this Act, 
we must observe reasonable standards of procedural fairness, act in a timely 
fashion, observe the rules of natural justice, and also: 

• consult with persons who are likely to be affected by a decision; 

• give to such persons an opportunity to make submissions and to be heard 
by the Authority; 

• have regard to the evidence adduced at any such hearing and to the 
matters contained in any such submissions; 

• give reasons in writing for each decision. 

The Act also says that, in determining whether to approve airport charges, the 
Authority shall take account of: 

• its objectives (listed above); 

• the efficiency of the operations; 

• compliance with quality and performance standards; 

• performance by the operator in terms of commitments undertaken under the 
conditions by which they were approved as an airport operator; 

• whether the proposed charges are reasonable in light of the services 
provided; 

• whether the proposed charges can be justified, taking into account revenue 
from the operations of the airport from all sources, including aeronautical 
and as much of the non-aeronautical revenues as the Authority deems 
appropriate. 
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2.2 Stakeholder engagement 

Stakeholder engagement is a key feature of the regulatory framework that we 
have set up for NMIA and SIA. At the time of the 2015 review, we noted that: 

A long-term objective of the consultation process was the requirement for a 
more proactive relationship between the airlines and the airport operators. The 
lack of communication between both parties has been identified as a main 
source of concern.3 

While there was some stakeholder involvement over the course of the last 
regulatory review, stakeholders noted that they expected to be more involved 
going forward.4 We therefore reinforced the importance of stakeholder 
engagement as part of QQ2, in particular in the preparation of airports’ 
business plans. 

We welcome the engagement that has occurred over the course of this review 
between the airports, airlines and other stakeholders. MBJ (the operator of 
SIA) consulted with airlines on the key issues for the regulatory review—for 
example, the proposed capital program. Indeed, IATA noted that important 
progress had been achieved in 2019 as several meetings had been held with 
the airport.5 MBJ also consulted with other airport stakeholders, including taxi, 
rental car and hotel operators.  

We note that, overall, stakeholders seemed satisfied with the consultations 
held by MBJ. However, there were some comments regarding the importance 
of ensuring that invitations and information are provided well in advance of 
stakeholder meetings. There were also concerns about the degree of 
transparency of information provided. For example, IATA noted that the airlines 
are not privy to detailed information on the costs or building blocks used to 
arrive at the proposed revenue cap. As such, IATA requested that the airport, 
as well as the government and the regulator, provide transparent information to 
improve the quality of the contribution offered by the airlines.6 

We also consider that the stakeholder engagement could have been 
conducted earlier, rather than when the airport’s business plans were 
complete. We would expect MBJ to consider improvements it could make to 
stakeholder consultation going forward to ensure that these issues are taken 
into account. We would also expect stakeholder engagement to continue 
throughout the course of QQ2. 

The stakeholder engagement in this process has been an important input into 
our determination for SIA. Where there is evidence of good customer 
engagement, and in areas where there is broad agreement between the airport 
and stakeholders, we apply less regulatory scrutiny. However, there are some 
areas in which stakeholders are less able to engage due to the technical 
nature of the subject matter (e.g. the WACC). There are also cases where 
there are different views between stakeholders and it is important that the 
JCAA takes an overall view. For example, we need to ensure that the interests 
of both current and future customers (i.e. passengers) are taken into account. 
In the relevant sections of this document, we note how stakeholder 
engagement has guided our final determination. 

                                                
3 JCAA (2014), ‘The 2014 Sangster International Airport Economic Review Report’, 18 November, p. 34. 
4 See Oxera (2017), ‘Key issues for the 2020 rate review’. 
5 IATA (2019), ‘Letter to Mr. Nari Williams-Singh’, 8 May. 
6 Ibid.  
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2.3 Form of regulation 

Our calculation of the maximum cap for QQ2 is derived on the basis of a 
Regulated Asset Base (RAB) model. We have previously noted that we 
consider that this form of regulation is appropriate, and airports and 
stakeholders have agreed. This is also a well-known model across regulated 
sectors, including in the aviation sector. The regulatory model was set as a 
price cap at the last review, but it was not based on a strict building blocks 
model; rather, the JCAA approved a specific set of charges. 

In this model, the total revenue requirement is calculated as the sum of 
depreciation, the efficient level of OPEX and a target return on assets, as set 
out in Figure 2.1. In the case of NMIA and SIA, a concession fee is also 
included before determining the total revenue requirement. 

Figure 2.1 Building blocks approach to setting required revenues  

 

Source: Oxera. 

We have previously noted that we consider a hybrid-till approach to be the 
most appropriate regime for the next review. As such, a portion of commercial 
revenue is deducted from the overall revenue requirement. This is then divided 
by the number of passengers to determine a revenue per passenger, or a 
revenue yield cap. 

This regime places the risk of actual passenger volumes deviating from 
forecasts on the airport. The airport stands to gain if passenger numbers are 
greater than those forecast, but it might not be able to earn its target rate of 
return if passenger numbers are lower than forecast. The airport therefore has 
an incentive to meet, and exceed, passenger forecasts. 

Within the overall cap, we consider that airports should be provided with 
flexibility to set the structure of charges and undertake periodic or annual 
rebalancing of airport charges within overall guidance from the JCAA. 
However, it will be important to ensure that the airports consult with users on 
any changes in the structure of charges.  

In its business plan, MBJ suggests that, given that there are 14 years 
remaining on its concession, the regulatory model should be set for the 
remainder of the contract. It also states:7  

‘’ 

                                                
7 MBJ Airports Limited (2019), ‘2nd Quinquennial Airport Charges Review’, Submission to JCAA, 8 February, 
p. 14. 
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We agree with MBJ regarding the importance of regulatory stability. We have 
therefore set out that this model of regulation (i.e. a revenue yield cap based 
on a RAB-WACC approach) will remain in place in subsequent reviews, 
although the balance could shift from the JCAA deciding on particular 
parameters to negotiations between airlines and airports. While the overall 
regulatory regime will remain in place, the forecasts for the parameters of the 
rate review (e.g. costs, WACC) will be re-set at the end of this rate review 
ahead of the next period (QQ3). 

2.4 Concession fee  

A Concession Agreement was signed between the Airports Authority of 
Jamaica (AAJ) and MBJ Airports Limited (MBJ) in 2003. The concession 
contract, which lasts until 2033, outlines the fees to be paid by MBJ for the 
right to operate the airport. The concession fee consists of two components: 

• the fixed concession fee (FCF): a fixed fee8 per work load unit; 

• the additional concession fee (ACF):  of the difference between a base 
revenue benchmark (determined by the AAJ) and total revenue collected by 
the airport. We note that total revenue includes both the FCF and the ACF. 

The concession fee, which is paid annually, is a significant sum of money. The 
concession fee is taken into account much like OPEX is in the building block 
model (see Figure 2.1 above), and therefore ultimately increases the charges 
paid by passengers.  

In MBJ’s business plan, it forecast that the concession fee collected by the 
government would increase from $51.8m over QQ1 (2015–19) to $168.9m 
over the course of QQ2 (2020–24). MBJ also forecast that 61% of its total 
OPEX over QQ2 would be made up of the concession fee. The next largest 
category of OPEX is staff costs, at 10% of total OPEX. The concession fee 
therefore significantly adds to the airport’s costs that are ultimately paid for by 
passengers. This could in turn have a dampening effect on traffic and traffic 
growth at the airport. In IATA’s response to the draft determination, it noted this 
potential negative impact on traffic, and therefore suggested that the 
government should re-invest these funds in the industry. 

We have taken account of the concession fee arrangements between the AAJ 
and MBJ in forming our determination, and calculated the concession fee in 
line with the approach set out by MBJ in its business plan submission. 
However, given that the concession fee is a function of total revenue, if we 
come to a different view from MBJ on the amount of allowed revenue required 
over the course of QQ2, the concession payments will also change. The 
impact of our final determination on the concession fee is set out in section 10.9  

We also note that if SIA outperforms the QQ2 determination (e.g. if traffic is 
higher than forecast), this will lead to an increase in the concession fee paid to 
AAJ. This would need to be recovered from the outperformance (e.g. the 
additional revenue earned on passengers above the forecast) and cannot be 
recovered from customers by increasing charges. 

                                                
8 $2.91 per work load unit (2019 price base).  
9 Following responses from MBJ, our concession fee calculation has been amended, in particular to include 
common use terminal systems (CUTE) revenue as per the concession agreement. 
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2.5 Taxes 

This determination sets the maximum charges that SIA is permitted to charge 
airlines, and consequently passengers at the airport. However, we are 
conscious that airport charges are only one component of the ultimate airfare 
paid by passengers. 

A significant component of the airfare comes from government taxes and 
charges. MBJ has estimated that the various Jamaican government fees and 
taxes (including the travel tax, tourism enhancement fee, and airline passenger 
levy) accounted for over 12% of the cost of a round-trip ticket from New York to 
Montego Bay for travel in February 2019.10 

Much like the concession fee, taxes increase the cost for passengers to use 
the Jamaican airports. As such, traffic or traffic growth may be lower than it 
would be in the absence of the taxes. 

                                                
10 MBJ Airports Limited (2019), ‘2nd Quinquennial Airport Charges Review’, Submission to JCAA, 8 February, 
p. 55. 
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3 Traffic forecasts  

This section sets out the JCAA’s traffic forecasts for SIA for QQ2. It provides 
the background to the forecasts and an evaluation of SIA’s forecasts, and 
concludes with the JCAA’s final determination for the traffic forecast that will 
contribute to the calculation of the revenue yield cap for QQ2. 

3.1 Background 

Robust traffic forecasts are important for several reasons: 

• they ultimately determine the charge per passenger, as the total allowed 
revenue is divided by the forecast number of passengers; 

• they influence other elements of the price control, such as OPEX, CAPEX 
and commercial revenue; 

• the extent to which certain factors, such as demand shocks, are taken into 
account in the traffic forecasts may affect the appropriate cost of capital (as 
the WACC should take account of the risk faced by the airport).  

Passenger numbers at SIA increased at an average rate of 1.4% per annum 
between 2004 and 2015. However, passenger numbers were significantly 
below the forecast set at the time of privatization, by an average of 30%. As 
discussed during the 2015 rate review,11 this may have been the result of a 
combination of factors, including poor macroeconomic performance in Jamaica 
and the global economic downturn affecting Jamaica’s main origin markets 
(e.g. the US and the UK). As a result, there was a substantial downward 
revision of traffic forecasts at the 2015 rate review (QQ1). 

Figure 3.1 below compares forecast and actual passenger traffic at SIA 
between 2004 and 2018. While outturn traffic is significantly below the forecast 
set at privatization, it has exceeded the forecasts that were re-set at the time of 
the QQ1 review. When considering the QQ1 period so far (2015–18), 
passenger numbers have increased at an average rate of 6.1% per annum. 
Nearly 4.6m passengers travelled through SIA in 2018, the highest level ever 
at the airport. 

                                                
11 For example, see Jamaica Civil Aviation Authority (2014), ‘The 2014 Sangster International Airport 
Economic Review report’, 18 November pp. 8–24; or MBJ Airports Limited (2014), ‘MBJ Airports Limited’s 
Airport Charges Proposal’, 1 May, section 1.2. 
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Figure 3.1 Total passengers: outturn vs forecast (m) 

  

Note: Outturn data was provided by MBJ in its business plan submission in calendar years. 
Forecast numbers from the regulatory accounts are converted from financial to calendar years to 
match outturns. 

Source: JCAA. 

As can be seen in Figure 3.2 below, the profile of traffic at SIA currently 
comprises almost entirely international passengers, as the domestic market 
has been shrinking over the last 15 years. This is due to Air Jamaica’s financial 
difficulties and the strong growth in international traffic following the global 
economic downturn. According to MBJ, this growth in international passenger 
numbers has been driven primarily by foreign carriers growing seat capacity at 
the airport, as well as growth in the tourism and hospitality industries in 
Jamaica. The number of transfer/transit passengers at the airport remains low, 
as SIA is primarily an origin/destination airport.  

Figure 3.2 Profile of passenger traffic at SIA (m) 

 

Note: GA International represents general aviation. 

Source: JCAA. 
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The number of airlines operating at SIA reduced from 63 in 2004 to 31 in 
2017/18. At the same time, the number of destinations offered increased, with 
61 destinations being offered from the airport as of 2017/18.12 The US remains 
the largest market at SIA, with Canada, the UK and Germany making up an 
increasing proportion.13 SIA’s reliance on the US and Canadian markets 
means it is vulnerable to changes in the economic situation in both countries. 

3.2 MBJ’s traffic forecasts 

MBJ commissioned InterVISTAS to develop the traffic forecasts for SIA for 
QQ2. InterVISTAS used two methodologies to forecast traffic:  

• econometric modelling based on analysis of historical determinants of air 
travel; 

• risk-based forecasting using Monte Carlo simulation to recognize and 
quantify the inherent uncertainty in developing forecasts.  

InterVISTAS considered that the risk-based approach was superior to 
traditional forecasting methods, as the forecast is presented as a series of 
percentile ranges, with the 50th percentile ‘Most Likely’ forecast as the central 
case. 

InterVISTAS developed separate econometric models for international, 
domestic, and general aviation passengers, and aircraft movements. Its model 
specification for international passengers identified GDP for the US, Canada 
and the UK, as well as hotel room capacity within the airport’s catchment area, 
as the key drivers of international passenger numbers. InterVISTAS 
considered that domestic passenger numbers were influenced entirely by 
available capacity and services, as opposed to macroeconomic drivers. MBJ 
stated that domestic passenger numbers are not forecast to change from their 
current levels. (However, MBJ’s QQ2 forecast for domestic passengers 
showed an increase in domestic passengers between 2019 and 2023, after 
which they are stable.) General Aviation (GA) forecasts are based on foreign 
country GDP as well as an analysis of historical trends in GA at the airport. 

Combining these different types of traffic led to a forecast of 2.6% compound 
annual growth rate (CAGR) for total airport passengers over the period 2020–
24. This means that passenger numbers are projected to increase from 4.5m in 
2018 to 5.5m in 2025. InterVISTAS’ sensitivity analysis indicated that the 
probability of traffic in 2024 being less than in 2017 is below 5%, and that this 
would probably be due to either external shocks (such as a major natural 
disaster) or industry risks (such as hotel capacity growth being substantially 
lower than expected). 

Figure 3.3 depicts MBJ’s forecasts for QQ2 in the context of historical trends 
since 2004. It can be seen that, while domestic and transit passenger numbers 
at the airport have significantly decreased, international passengers are driving 
growth at the airport. However, the InterVISTAS forecast predicts international 
passenger numbers growing at a slower rate in QQ2 than they did in QQ1. 

                                                
12 Sangster International Airport (2018), ‘15 Years of growth and nation building’, 
http://online.fliphtml5.com/cgwnq/oqze/#p=96  
13 MBJ Airports Limited (2019), ‘2nd Quinquennial Airport Charges Review’, Submission to JCAA, 9 February. 

http://online.fliphtml5.com/cgwnq/oqze/#p=96
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Figure 3.3 MBJ historical and forecast passenger numbers (m) 

  

Source: JCAA based on MBJ’s business plan. 

Aircraft movements were forecast using average aircraft size and load factors, 
based on analysis of the historical fleet mix at SIA and the future fleet 
composition by the main carriers. InterVISTAS noted that the growth of 
international aircraft movements is less than the forecast passenger growth, 
due to predicted increases in aircraft size and load factors as carriers renew 
their fleets.  

While MBJ noted that stakeholders did not provide comments on the traffic 
forecasts or methodology, some airlines did provide data on their expected 
traffic at the airport over QQ2. 

3.3 The JCAA’s draft determination 

In the draft determination, the JCAA stated that the use of GDP as an indicator 
for forecasting traffic was an industry standard. We stated that other traffic 
drivers (such as hotel room availability) may also be relevant, depending on 
the availability of reliable forecasts for such variables.  

In the draft determination a comparison was made between the coefficient on 
the GDP variable and the elasticity of passenger numbers to GDP from the 
academic literature. However, this comparison did not consider the indirect 
effect of GDP on passengers through the hotel room variable, which MBJ 
brought to our attention. 

Using the data supplied by InterVISTAS on hotel room capacity within MBJ’s 
catchment area,14 and a weighted GDP variable to represent the GDP for the 
US, UK and Canada, we ran a model with the same explanatory variables as 
InterVISTAS’ model for international passengers.15 However, we estimated the 
elasticity of passenger growth to GDP using data from only 2004–18, as the 
earlier passenger data (from 1997–2003) had not been made available to the 
JCAA by MBJ, despite requests for it. We also stated that it was appropriate to 
exclude the earlier data given that InterVISTAS noted that the period between 

                                                
14 This data contained an error that InterVISTAS corrected at a later stage—see section 3.4. 
15 MBJ has explained that it cannot disclose the underlying econometric analysis files for its traffic forecasts, 
and has not provided the data sources for its explanatory variables. 
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1997 and 2002 relied on older international passenger data, which might imply 
a structural break in the data.16 The new concession period also started after 
this period, in 2003. 

Using data only from the 2004–18 period resulted in a higher forecast of 4.0% 
CAGR for international passengers for the period 2020–24, as set out in Figure 
3.4 below. We stated that we believed that this rate of growth was appropriate 
for an airport that had been growing its international passenger numbers at an 
average rate of 6.1% between 2015 and 2018.  

Figure 3.4 International passenger forecast: MBJ vs JCAA prediction 
(m) 

 

Note: The JCAA prediction follows the same methodology as the MBJ prediction, but using data 
from 2004 onwards.  

Source: JCAA. 

Our predicted forecast fell within the range proposed by InterVISTAS in its 
Monte Carlo simulation. The JCAA forecast predicted that passenger numbers 
would reach 5.8m by 2024, which fell between the 90th and 95th percentile. We 
note that this range is indicative only insofar as the MBJ model is accurate. We 
comment on the MBJ forecasting model in section 3.5.  

Table 3.1 compares the forecast levels and annual growth rates for 
international passengers between the JCAA and MBJ models.  

                                                
16 InterVISTAS included a dummy variable in its regression model to indicate older passenger data for 1997–
2002. The JCAA was provided with passenger data from MBJ starting only in 2004, and was therefore not 
able to replicate the MBJ model at the time of the draft determination. This is covered further in section 3.5. 
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Table 3.1 Comparison of MBJ and JCAA draft determination forecast 
international passengers 

  2020 2021 2022 2023 2024 CAGR 

MBJ forecast Levels 4.9 5.1 5.2 5.3 5.5  

 Growth  2.4% 2.7% 2.7% 2.6% 2.6% 

JCAA forecast Levels 4.9 5.1 5.3 5.5 5.8  

 Growth  3.9% 3.9% 4.0% 4.2% 4.0% 

Source: JCAA. 

As national, transit and GA passengers make up only a small proportion of 
traffic at SIA, we did not propose altering the forecasts submitted by MBJ for 
these types of traffic. The JCAA’s forecasts for total passenger numbers were 
therefore influenced only by the difference in forecasts for international 
passengers. The forecasts from the draft determination are given in Table 3.2 
below. 

Table 3.2 JCAA draft determination passenger forecast for QQ2 (m) 

 2020 2021 2022 2023 2024 

International 4.93 5.12 5.32 5.53 5.76 

National 0.02 0.02 0.02 0.02 0.02 

Transit 0.00 0.00 0.00 0.00 0.00 

GA 0.01 0.01 0.01 0.01 0.01 

Total passengers 4.95 5.15 5.35 5.56 5.79 

Growth  3.9% 3.9% 4.0% 4.1% 

Source: JCAA. 

Given the levels of CAPEX that MBJ is proposing, we did not foresee any 
issues with meeting these levels of traffic due to capacity constraints at the 
airport. 

3.4 Responses to the draft determination 

MBJ disagreed with the higher growth rate put forward by the JCAA. MBJ 
claimed that its forecast was consistent with trends in Caribbean traffic, 
although it is lower than the most recent years of growth at the airport. MBJ 
took the view that the recent high growth rate was driven by an ‘un-precedently 
long economic boom in the US and Canada and by a one-time up-gauging of 
aircraft size at MBJ’.17  

MBJ claimed that the shorter time period used by the JCAA ‘unbalanced’ the 
dataset in terms of economic recessions and booms, thus ‘biasing the dataset 
upwards’. MBJ argued that using a longer time period, from 1997 to 2017, was 
more appropriate as this covers a time period over which two business cycles 
(booms and recession) have occurred.18 MBJ therefore considered the JCAA 
forecast to be ‘unrealistic’.  

Finally, MBJ stated that, where the implied elasticity of passenger growth to 
GDP is calculated from the econometric model to validate the elasticities from 
the literature, this should reflect the correlation between the hotel rooms 
variable and the GDP variable.  

                                                
17 MBJ (2019), Response to Draft Determination at SIA, May, p. 21. 
18 MBJ (2019), Response to Draft Determination at SIA, May, p. 21. 
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MBJ made some specific claims around the process by which the JCAA 
carried out its traffic forecasts that we consider inaccurate. We highlight and 
address these here: 

JCAA used only the core model of MBJAL’s advisor, but discarded some data 
seemingly in an attempt to obtain a pre-targeted result.19 

In order to get the income elasticity it wanted, rather than let the data speak the 
Draft Determination changed the data in the model20 

At no point did the JCAA delete data in order to achieve a particular outcome. 
We considered all the data available, and requested further data from MBJ in a 
timely manner (detailed below) in order to be able to replicate and understand 
the traffic forecasts carried out by MBJ’s external consultants. We note that the 
initial difference in results was due to three factors: 

• concerns about the validity of MBJ’s approach of adding in an additional 
dataset in order to extend the period of analysis before the concession 
period began; 

• MBJ not providing analysis files or passenger data for the period 1997–2003 
until 2 May 2019 (after the draft determination); 

• MBJ supplying incorrect data on hotel rooms, which was corrected by 
InterVISTAS in a file received on 24 May 2019—ten working days before 
the deadline for submission to the Ministry for Transport and Mining. 

We address the first issue, the validity of the additional dataset that MBJ used, 
in section 3.5. 

With regard to the second issue, this is referenced by MBJ in its response to 
the draft determination: 

In oral discussions JCAA indicated that it did not have traffic data for all years, 
and thus excluded the earlier years. This is unfortunate as JCAA could have 
followed up with MBJAL to receive the data (which has now been provided to 
JCAA).21 

The JCAA made numerous representations to MBJ to obtain the data and 
analysis underlying MBJ’s traffic forecasts.22 However, MBJ did not disclose its 
analysis files, stating that ‘InterVISTAS forecasting models are proprietary and 
they do not provide the underlying econometric analysis files.’23 While we 
received some data on 5 March 2019, this did not include all of the passenger 
data. We received a full dataset, including relevant passenger data, on 2 May 
2019 after the draft determination was published. 

With regard to the third issue, the supply of incorrect data in the datasets sent 
to the JCAA on 5 March 2019 and 2 May 2019, MBJ noted that: 

While we were completing an additional review to ensure our regression 
coefficients were able to be replicated, we regretfully found that the dataset 
provided to the JCAA in April contained an error. We had received updated 
estimates of hotel capacity for two years, and while that data had been used in 

                                                
19 MBJ (2019), Response to Draft Determination at SIA, May, p. 20. 
20 MBJ (2019), Response to Draft Determination at SIA, May, p. 27. 
21 MBJ (2019), ‘Response to Draft Determination at SIA’, May, p. 27. 
22 For example, in February (more than two months before the draft determination), the JCAA sent an email 
with the question ‘Can MBJ disclose the data and econometric analysis files that were used to derive its top 
down econometric approach to forecast traffic for the 2023-2044 period?’ (JCAA (2019), ‘Initial questions for 
airports’, 18 February). 
23 MBJ (2019), ‘Response to initial questions for airports’, 28 February. 
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our analysis, unfortunately the data provided to the JCAA did not include the 
updated years of hotel capacity.24 

Therefore, we were not in a position to replicate and validate InterVISTAS’ 
analysis in our draft determination. 

3.5 The JCAA’s final determination 

The draft determination forecast was based on the period from 2004 to 2018, 
as this was the time period for which data had been made available to the 
JCAA. MBJ has now provided the passenger data series starting in 1997 and 
accurate data for hotel room capacity, as outlined in section 3.4.  

The MBJ model is fit over three variables: 

• the geometric mean of real GDP for the US, UK and Canada;  

• the hotel room capacity in MBJ’s catchment area; 

• a dummy variable, taking a value of 1 over 1997–02 and 0 over 2003–17. 

In response to the questions from the JCAA on the underlying difference in the 
data that drove the selection of the dummy variable, MBJ explains that: 

MBJ’s consultants (InterVISTAS Consulting Inc.) were provided by MBJ with 
two sets of historical passenger traffic data for the airport: one dataset covering 
the years 1985-2003, and a second dataset covering the years 2003-2017…25 

and 

…there was likely a difference in counting or collection methodology between 
the two datasets…26 

In particular, the 1985–2003 dataset reported international enplanements that 
were around 1% lower than the 2003–17 dataset for the year of overlapping 
data (2003). A plot of the data demonstrates that the two data series are very 
close in the overlapping year relative to total passenger numbers—see Figure 
3.5. 

                                                
24 MBJ (2019), Email titled ‘Additional Information’, 21:31 24 May. 
25 InterVISTAS (2019), ‘Draft Response to JCAA’s Questions of 24 May 2019’, 24 May. 
26 InterVISTAS (2019), ‘Draft Response to JCAA’s Questions of 24 May 2019’, 24 May. 
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Figure 3.5 Historical passenger numbers at MBJ 

 

Source: InterVISTAS (2019), ‘20190521_InterVISTAS - MBJ Forecast - Historical and Forecast 
Model Input....xlsx’, 27 May.  

The model fit by InterVISTAS has several notable features: 

• an implied elasticity of GDP to passenger numbers of around 1.53 once the 
correlation between GDP and hotel room capacity is taken into account; 

• an estimate that the impact of the difference in the counting or collection 
methodology was an overstatement of passenger numbers by 15%27 over 
the period 1997–2002. 

This latter finding is particularly concerning in light of InterVISTAS’ comments 
that the 1997–2003 data was lower in the one overlapping year available, and 
that: 

…No one was available from MBJ who could explain the data difference…28 

The prediction implied by the model parameters estimated by InterVISTAS is 
presented in the figure below. The kink in the prediction from 2002 to 2003 
shows the impact of the large coefficient on the dummy variable in 
InterVISTAS’ model. We note that the in-sample fit is particularly poor over the 
later periods of the additional data series. 

                                                
27 Given a coefficient on the 1997–2002 dummy variable of 0.15. 
28 InterVISTAS (2019), ‘Draft Response to JCAA’s Questions of 24 May 2019’, 27 May. 
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Figure 3.6 InterVISTAS prediction against historical data 

 

Source: InterVISTAS (2019), ‘20190521_InterVISTAS - MBJ Forecast - Historical and Forecast 
Model Inpu....xlsx’, 27 May and Oxera analysis. 

MBJ states that: 

MBJ’s consultants have no reason to believe that the long-run relationship 
between passenger traffic, incomes (as proxied by GDP) and hotel capacity 
changed because of a small but not insignificant difference in data sources in 
2003…29 

Nor do they believe that the change in the data collection process for passenger 
traffic represents a structural break in the data which would require other 
methods to control for…30 [Emphasis added] 

It is not possible to reconcile these two statements about the validity of adding 
in a period of data from an older dataset on the basis that the difference is 
small with the finding that a feature of MBJ’s forecasting model is that 
passenger numbers were 15% higher in the 1997–2002 period as a result of a 
different data collection process. 

Given the above characteristics of MBJ’s econometric model, that the 2003–18 
dataset covers the entirety of the Concession Agreement thus far, and that this 
dataset is from one internally consistent source, we consider that the traffic 
forecast should include only data based on the period from 2003 to 2018.  

While we acknowledge that it is better to include more data where possible, 
this should not be done at the expense of model quality. With regard to the 
concerns about balancing across business cycles, we have conducted a sense 
check in which we removed data from before 2007,31 so that our dataset 

                                                
29 InterVISTAS (2019), ‘Response to JCAA re Econometrics Questions of 24May2019’, 24 May. 
30 InterVISTAS (2019), ‘Response to JCAA re Econometrics Questions of 24May2019’, 24 May. 
31 This analysis is robust to changing the start date to anything in the range 2006–08. 
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contained a balanced set of economic booms and recessions (one each). We 
obtained consistent (higher) results with the 2003–18 period. 

In the draft determination, the JCAA used the period from 2004 to 2018. 
Extending this analysis to include the first year of the most recent data series, 
2003, we obtain coefficients that satisfy the following characteristics: 

• an implied elasticity of GDP to passenger numbers of around 2.04; 

• statistically significant coefficient estimates. 

Figure 3.7 below shows how the in-sample fit of the JCAA and MBJ 
regressions compare with the historical data.  

Figure 3.7 JCAA and MBJ predictions against historical data 

 

Source: Oxera analysis.  

We set out our revised forecast of international passenger numbers in 
comparison with the MBJ forecast in Table 3.3. 

Table 3.3 Comparison of MBJ and JCAA final determination 
international passengers (m) 

  2020 2021 2022 2023 2024 CAGR 

MBJ forecast Levels 4.9 5.1 5.2 5.3 5.5  

 Growth  2.4% 2.7% 2.7% 2.6% 2.6% 

JCAA forecast Levels 4.8 5.0 5.2 5.4 5.6  

 Growth  3.8% 3.8% 3.9% 4.0% 3.9% 

Source: JCAA. 

The resulting forecast of total passengers, on which the revenue yield cap 
calculation is based, is set out in Table 3.4. 
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Table 3.4 JCAA final determination for passengers for QQ2 (m) 

 2020 2021 2022 2023 2024 CAGR 

International 4.83 5.01 5.21 5.41 5.63  

National 0.02 0.02 0.02 0.02 0.02  

Transit 0.00 0.00 0.00 0.00 0.00  

GA 0.01 0.01 0.01 0.01 0.01  

Total passengers 4.86 5.04 5.24 5.44 5.66  

Growth  3.8% 3.8% 3.8% 4.0% 3.9% 

Source: JCAA. 
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4 Capital expenditure 

This section considers the appropriate level of capital expenditure (CAPEX) for 
QQ2 to be taken into account in the calculation of the revenue yield cap. It first 
reviews the historical CAPEX at the airport, then sets out the airport’s 
proposals for QQ2 and the JCAA’s draft determination, and concludes with the 
JCAA’s final determination. 

It is worth noting that QQ2 CAPEX will not be fully paid for during the next five 
years. New CAPEX is added to the RAB each year and the airport earns a 
return (WACC multiplied by the RAB) and a depreciation charge. For most 
assets the depreciation profile will be more than five years, and as such the 
assets will be remunerated over a longer time period. Issues regarding the 
RAB, WACC and depreciation are considered in subsequent sections. 

4.1 Background 

MBJ’s business plan for QQ1 projected a fairly stable profile of CAPEX, at 
around $7.6m per annum. However, MBJ actually spent less than its forecast 
in the first three years of QQ1 (2015–17) and substantially more in the last two 
years of QQ1 (2018 and 2019). Figure 4.1 compares MBJ’s actual and forecast 
CAPEX, highlighting the difference between the two. Overall, the overspend on 
CAPEX across QQ1 was $35.6m (based on predicted figures for 2019). Of this 
overspend, $31.5m was approved by the JCAA in a letter dated 31 January 
2018. 

Figure 4.1 Outturn vs forecast CAPEX, $m (nominal)  

 

Note: The CAPEX program for 2019 was not completed at the time of the submission of MBJ’s 
business plan (February 2019), so this is based on forecasts. 

Source: MBJ (2019), ‘Copy of Tariff Model_modified Hybrid JCAA’, February. MBJ (2019), 
CAPEX Summary.pdf, March. 

It is not possible to reconcile the forecast CAPEX categories set out by MBJ in 
its QQ1 business plan with the actual spend recorded in its QQ2 model. It is 
therefore not possible to precisely identify the cause of the overrun.  

The key categories of CAPEX that were delivered during QQ1 are shown in 
Figure 4.2 below. However, this level of granularity is available only for 2015–
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18, with partial information available for 2019. Unallocated expenditure is set 
out in the line ‘Not yet allocated’.  

Figure 4.2 Outturn QQ1 CAPEX, $m (nominal) 

 

Source: MBJ (2019), ‘Copy of Tariff Model_modified Hybrid JCAA’, February. MBJ (2018), 
‘RAB_2020_JCAA’, December.  

4.2 MBJ’s CAPEX forecasts  

In MBJ’s business plan for QQ2, CAPEX is divided into the following 
categories. 

• Airfield: individual sub-projects planned on the airfield affecting the 
operations of commercial and private aviation. These are: replacement of 
signage and precision approach path indicator lights; infield drainage; flood 
gates drainage; and FBO apron expansion. 

• Terminal building: 30 sub-projects relating to the airport terminal building. 
MBJ highlights seven drivers for this expenditure: 

1. ageing infrastructure; 

2. expansion of capacity associated with the Airport Master Plan; 

3. revenue enhancement considerations; 

4. regulatory compliance; 

5. operational efficiency; 

6. cost reduction; 

7. safety. 

• Security: MBJ is proposing three principal items that fall within security: 
replacement of machines/detectors; an intrusion detection system; and 
replacement of the perimeter fence. 

• Landside: MBJ is proposing two projects: car park expansion and road 
redesign; and relocation of the airport maintenance building. 

• Emergency response services (ERS): MBJ is proposing several items in 
this area: new vehicles; installation of a water tank; a new fire hall entry 
gate; and an additional automatic external defibrillator (AED). 
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• Motor vehicle fleet: MBJ is proposing the purchase of new motor vehicles 
to enable operational efficiency. 

• Cargo, support facilities and other: MBJ is proposing to remodel the old 
terminal building to allow for cargo operations. 

Following an information request from the JCAA, MBJ provided the CAPEX 
breakdown across these categories for the period 2015–24. Figure 4.3 sets out 
the breakdown of this expenditure over QQ1 and QQ2 by category, with the 
size of each circle indicating the scale of the CAPEX program. It can be seen 
that there has been a significant increase in CAPEX over the later years of 
QQ1, which MBJ proposes to continue over the first four years of QQ2. 

The principal schemes are the terminal building in the first year of QQ2 and 
landside development from 2020 to 2023. Expenditure on the airfield, while 
significant over QQ1, is now being funded entirely from the Airport 
Improvement Fee (AIF). 

Figure 4.3 MBJ CAPEX program, $m (2019 prices) 

 

Source: JCAA based on MBJ (2019), ‘Copy of CAPEX Breakdown’, 12 March.  

4.3 The JCAA’s draft determination 

In our draft determination, we assessed CAPEX against two criteria: 

• the need for the proposed CAPEX schemes, with regard to the outcomes 
that they will achieve for users; 

• the efficiency of the proposed CAPEX schemes. 

With regard to the first criteria—the need for the proposed schemes—we noted 
that there was broad support from stakeholders for the CAPEX schemes 
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proposed as part of MBJ’s business plan (and summarized in Figure 4.3). In 
particular, IATA, on behalf of its member airlines, stated that ‘… airlines 
support the projects presented by MBJ.’32 Given that airlines support the 
CAPEX program, the JCAA did not consider it appropriate to challenge the 
need for the expenditure. 

Airlines have questioned the need for the runway extension funded through the 
AIF.33 However as this project has been determined as mandatory by the AAJ, 
and is being paid for through the AIF, it is not within the JCAA’s remit to 
challenge the need for this investment.  

With regard to the second criteria—efficiency of the proposed CAPEX 
schemes—following an information request from the JCAA, MBJ provided 
details on the underlying costings. These were carried out by an external 
consultant, Arup, which developed them to a concept design stage. Taking into 
account local factors, Arup provided costings for each element of the capital 
program. We did not consider that a further efficiency challenge on these 
expenditure lines was appropriate.  

While we assessed that the CAPEX schemes submitted by MBJ met these 
criteria, given the early stage and proposed scale of the capital program, we 
considered that it would be necessary to ensure that customers of the airport 
are protected from a failure to deliver. As such, we changed the profile of 
additions to the RAB such that programs enter the RAB only once the project 
has been completed.  

MBJ submitted an expenditure breakdown by project and year. We therefore 
based our assessment of when CAPEX should enter the RAB on this 
expenditure breakdown.  

Where there is only one year of expenditure incurred, we allowed the CAPEX 
to enter the RAB as proposed by MBJ. Where expenditure for a project spans 
multiple years, but the project description suggests that the project consists of 
multiple discrete projects, such as ‘Replacement and upgrade of IS Hardware 
and Licensing of Software’,34 we also allowed the CAPEX to enter the RAB as 
proposed by MBJ. Where expenditure for a project spans multiple years and 
the project description suggests that the project consists of a single project, the 
project enters the RAB in the last year in which expenditure is incurred.  

This affects the following projects. 

• Project 1.9 Building (Airport Master Plan): East Concourse Departures 
Expansion. $p.a. over 2021–23 adjusted to $in 2023. 

• Project 1.10 Building (Airport Master Plan): Departures/Check-In Plaza & 
Canopy. $p.a. over 2021–23 adjusted to $in 2023. 

• Project 1.11 Building (Airport Master Plan): Outbound Security Expansion. 
$p.a. over 2020–21 adjusted to $in 2021. 

• Project 1.12 Building (Airport Master Plan): Immigration Expansion. $p.a. 
over 2020–21 adjusted to $in 2021. 

                                                
32 SIA (2019), ‘2019 Consultation - IATA letter Jan21.pdf’. 
33 SIA (2019), ‘CONSULTATION MEETING_ARUP_ AIRLINES.pdf’. 
34 ‘This project involves the replacement and upgrade of the aging or obsolete  server equipment, IS 
hardware and software licensing for a number of systems used for MBJ’s corporate and administration 
tasks.’ 



 

 

Confidential Final determination for Sangster International Airport 
 

27 

 

• Project 1.13 Building (Airport Master Plan): Baggage Claim and Baggage 
Make-up Expansion. $p.a. over 2021–23 adjusted to $in 2023. 

• Project 1.14 Building (Airport Master Plan): Arrivals Expansion and Canopy. 
$p.a. over 2020–21 adjusted to $in 2021. 

• Project 1.15 Building (Airport Master Plan): Landside Development (Parking 
and Roads). $p.a. over 2022–23 adjusted to $in 2023. 

• Project 1.19 Building (Aging Infrastructure): Gate 1 to 7 Rehabilitation. $in 
2020 and $in 2021 adjusted to $in 2021. 

• Project 1.20 Building (Aging Infrastructure): Baggage Claim and Customs 
Rehabilitation. $in 2020 and $in 2021 adjusted to $in 2021. 

The resulting profile of additions to the RAB, compared with that proposed by 
MBJ is set out in Table 4.1. As most projects span the period 2020–21 or 
2021–23, this leads to smaller CAPEX additions in 2020 and 2022 and greater 
CAPEX additions in 2021 and 2023. The total CAPEX over QQ2 of $111.8m 
remains unchanged. 

Table 4.1 Profile of additions to the RAB, draft determination ($m, 
nominal) 

Year 2020 2021 2022 2023 2024 

Additions, MBJ 44.1 31.9 21.9 13.0 0.9 

Additions, JCAA 25.8 40.7 9.7 34.7 0.9 

Source: JCAA. 

4.4 Responses to the draft determination 

MBJ responded to the JCAA’s draft determination on capital expenditure in two 
areas: 

• allowances for construction work in progress (CWIP); 

• timing of additions to the RAB for unapproved CAPEX carried out in QQ1, 
and the cost of financing these investments over QQ1. 

We address the first issue in this section, and the second issue in section 7. 

MBJ presented the following arguments for including CWIP in the RAB as the 
cost is incurred, rather than when projects are complete: 

• including CWIP can lead to a smoothing of charges as CAPEX is added 
more gradually. The gradual rise in prices provides an appropriate price 
signal to reflect scarcity and congestion; 

• including CWIP in the RAB reduces risk for investors if the project is 
cancelled or delayed; 

• the cost to finance projects until completion was not included in the 
expenditure proposed by MBJ; 

• intergenerational transfer arguments are not relevant to airports, as many 
airport users are repeat customers. 
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4.5 The JCAA’s final determination 

MBJ suggests that allowing CAPEX into the RAB as it is incurred leads to a 
smoothing of prices. This can be true when there is a significant CAPEX 
project that spans multiple years (and in some cases, rate review periods), and 
which would lead to a significant increase in prices if the entire amount of 
CAPEX were included in the RAB in one year. However, we note that this is 
not the case with MBJ’s CAPEX program, and there are not significant price 
increases as a result of not allowing CWIP into the RAB. For example, Table 
4.1 above shows that the way in which MBJ proposes to add CAPEX to the 
RAB does not offer significant price smoothing compared with the JCAA 
proposal.  

MBJ also states that including CWIP in the RAB reduces the risk to investors. 
In the example cited by MBJ—where a project is cancelled—this would mean 
that customers would still be paying for the CAPEX. We do not consider that 
this is a reasonable justification, as customers would be paying for assets that 
do not exist. 

While MBJ cites precedent for the use of CWIP, we note that this is not 
generally used as the underlying mechanism for adding all CAPEX to the RAB. 
Some regulators do allow CWIP into the RAB for specific projects. Indeed, the 
International Civil Aviation Organisation (ICAO) guidelines note the following:35 

Pre-funding of projects through charges should not be used to fully recover 
costs in advance of commissioning of new airport or air navigation facilities or 
infrastructure but may be accepted in specific circumstances, after having 
allowed for possible contributions from non-aeronautical revenues, where this 
can assist in financing long-term, large-scale investment, provided that strict 
safeguards are in place, including the following: 

(i) effective and transparent economic oversight of charges and the related 
provision of services, including performance management; 

(ii) comprehensive and transparent accounting, with assurances that 
resulting charges are, and will remain, earmarked for civil aviation 
services or projects; 

(iii) advance, transparent and substantive consultation by providers and, to 
the greatest extent possible, agreement with users regarding significant 
projects being pre-funded; and 

(iv) application for a limited period of time with users benefitting from lower 
charges and from smoother transition in changes to charges than would 
otherwise have been the case once new facilities of infrastructure are in 
place. 

In a meeting with MBJ we noted these guidelines and suggested that we would 
be willing to consider allowing CWIP for particular assets if MBJ provided 
justification according to these guidelines.  

For this review, we allow CAPEX corresponding to the Airport Master Plan to 
be added to the RAB as it is incurred. However for all other CAPEX, 
expenditure enters the RAB on completion. In future determinations, we will 
continue to consider CWIP on a case-by-case basis, supported by justification 
from the airport operator and other stakeholders. 

Therefore, the profile of additions to the RAB differs from the draft 
determination as it incorporates CWIP relating to the Airport Master Plan. The 
new profile is set out below in Table 4.2.  

                                                
35 ICAO (2012), ‘ICAO’s Policies on Charges for Airports and Air Navigation Services’, Doc 9082, para. 23. 
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Table 4.2 Profile of additions to the RAB, final determination ($m, 
nominal)  

Year 2020 2021 2022 2023 2024 

CAPEX 41.9 34.0 21.9 13.0 0.9 

Source: JCAA. 

For those projects that span multiple years but are not part of the Airport 
Master Plan (projects 1.19 and 1.20 above), we allow CAPEX to enter the RAB 
on completion. However, we consider that the cost of funding for the assets 
should be included. As such, we have adjusted the revenue yield cap such 
that, when a project is complete, MBJ receives a one-off payment to recover 
the financing costs incurred during the years for which the project was CWIP. 
In addition, MBJ receives delayed financing for the additional capital 
expenditure approved during QQ1 that did not enter the RAB until QQ2. 

The additional allowance for financing costs is set out in Table 4.3. 

Table 4.3 Allowed revenue to finance CWIP ($m, nominal) 

Year 2020 2021 2022 2023 2024 

Allowed financing expenditure  4.3   0.3   -    -     -    

Source: JCAA. 

We consider that this CAPEX program is achievable in the context of the other 
elements of the review and the overall charges proposed for MBJ for QQ2. 
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5 Operating expenditure  

This section considers the appropriate level of operating expenditure (OPEX) 
for QQ2. It first reviews the historical OPEX at the airport, then sets out the 
airport’s proposals and the JCAA’s draft determination, and concludes with the 
JCAA’s final determination for QQ2. 

Unlike CAPEX, all (efficient) OPEX will be recovered from customers during 
the course of QQ2. Through the revenue yield cap, there is potential for the 
airport to outperform on the efficiency targets set by the JCAA, which will be 
taken into account when charges are set at the next review.  

5.1 Background 

The extent to which an airport’s proposed OPEX is efficient depends on a 
number of factors. An indicator that can be considered as a starting point to 
help determine efficiency is the trend in OPEX per passenger, or unit OPEX. 

Figure 5.1 shows the trend in real unit OPEX at SIA over time, comparing 
outturn and forecast performance. Between 2004 and 2015 real unit OPEX 
was above the level forecast, driven principally by increases in total OPEX 
(rather than a deviation in passenger numbers from those forecast). Since the 
change of ownership in 2015 (from Abertis to GAP), there has been a 
significant downward trend in unit OPEX. 

Figure 5.1 Real unit OPEX by year, $/passenger (real 2019) 

 

Note: QQ2 BP refers to the MBJ business plan for QQ2. 

Source: MBJ (2019), ‘Copy of Tariff Model_modified Hybrid JCAA’, February. 

To understand whether MBJ’s historical level of unit OPEX is efficient, it is 
useful to consider how it compares with that of comparator airports. MBJ 
provided data from the ACI (Airports Council International) on unit OPEX 
across a number of comparator airports in Latin America and the Caribbean for 
2016.  

Figure 5.2 shows that  . While this is useful evidence, it would be helpful to 
see the comparison over a longer time period. 
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Figure 5.2 Real unit OPEX for MBJ and comparator airports, 
$/passenger (2016) 

  

Source: MBJ (2019), ‘Copy of Operating Expense Benchmark’, March. 

5.2 MBJ’s OPEX proposals 

MBJ’s forecast increase in OPEX for QQ2 illustrated in Figure 5.1 is a marked 
deviation from the historical trend. The acceptability of this spend depends on 
the extent to which it represents a change in circumstances outside of 
management control, as opposed to inefficiency. 

Figure 5.3 below shows how unit operating expenditure is projected to change 
for each category of spend from 2019 (the last year of QQ1) to 2024 (the last 
year of QQ2). The key driver of costs for the QQ2 review is an increase in 
spend on utilities (by $0.35 per passenger) and maintenance (by $0.15 per 
passenger).  

It is interesting to note that for several categories, in particular security and 
utilities, MBJ identifies elements of CAPEX to achieve better operating 
efficiency. In response to an information request on this point, MBJ explained 
that these schemes are intended to improve the quality of service delivered, 
rather than increase cost efficiency. 

Figure 5.3 Real unit OPEX, by category, $/passenger (real 2019) 

 

Source: MBJ (2019), ‘Copy of Tariff Model_modified Hybrid JCAA’, February. 

Another key driver of charges is the concession fee. We note that, as a 
proportion of OPEX, the concession fee at SIA has increased since 2015. The 
concession fee arrangements were set out in section 2 and are outside the 
JCAA’s remit.  

5.3 The JCAA’s draft determination  

In analyzing MBJ’s OPEX proposals, we first assessed the extent to which 
MBJ’s proposals represented the full extent of potential efficiency savings. 
Next we determined which expenditure lines can be considered controllable 
(and consequently have efficiency targets attached to them). Lastly we set out 
an allowed profile of efficiency savings for SIA. Overall, we did not consider 
that MBJ had provided sufficient evidence to justify its proposed increase in 
OPEX. 

In assessing efficient OPEX for SIA’s controllable expenditure, we took as our 
starting point the average unit OPEX incurred by MBJ over the last three years 
of QQ1. We stated in our business planning guidance that: 

…we expect airports to provide strong evidence of efficient and challenging cost 
forecasts with evidence of comparative efficiency or benchmarking.36 

We did not consider there to be sufficient compelling evidence of a need to 
increase expenditure over QQ2. In its plan, MBJ stated that: 

With the planned expansion of the terminal building included in the capital 
program, the square footage of the terminal will increase, therefore the model 

                                                
36 JCAA (2018), ‘Business planning guidance for NMIA and SIA for QQ2’, 23 October, p. 11. 
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considers a step increase in certain operating expense such as, janitorial, 
security and utility costs. MBJ plans to manage the related operating costs by 
embarking on initiatives to control its consumption of utilities. To this end, MBJ 
plans to introduce solar energy in order to manage its electricity consumption. 
Additionally, a well is to be commissioned, reducing water consumption from the 
domestic supplier…37  

We considered that MBJ had presented a one-sided view of the required 
expenditure increases, with no discussion of potential mitigating factors (such 
as economies of scale). The only mitigating factor addressed in its business 
plan is investment in utilities. However, as noted above, in response to our 
information request, MBJ stated that: 

Projects identified to promote operational efficiency are primarily aimed at 
improving the airport’s operations in Terminal, Airside and Landside and the 
services provided to passengers, but do not have their main objective as 
producing operating expenditure savings.38 

We noted in our consultation document that: 

…Good evidence would include: 

• A demonstration as to why this cost is outside of management control. 

• Measures that management have taken to minimise the impact of this 
cost…39 

We considered that the information submitted by MBJ in its business plan did 
not meet these criteria. In response to the opportunity to submit further 
evidence of the efficiency of its proposed OPEX in the two information requests 
sent to MBJ, no robust evidence was submitted. MBJ stated that: 

MBJ’s approach to forecasting its operating expenditures are based on 
historical outturns adjusted for planned future operational changes.  Historically, 
our operating expenses do [not] move in line with passenger movement. For 
example, maintenance [expenditure] for 2018 was 20% over 2017 and 47% 
over 2016…40 

It is therefore unclear why a simple elasticity was used to forecast efficient 
levels of OPEX, if the operational team at MBJ had assessed that this was a 
flawed approach. A bottom-up approach to developing an efficient cost 
estimate, as presented as an option in our business planning guidance, would 
have been the more appropriate option. 

Some items—repairs and maintenance and janitorial (cleaning)—are uplifted in 
some years by a ‘one-off change’. While this is potentially related to the 
increase in terminal square footage set out in MBJ’s business plan, the 
rationale for these increases was not provided, and there was no evidence that 
these increases in expenditure are efficient. 

Based on the evidence set out above, in our draft determination we did not 
consider that MBJ had submitted sufficient evidence to justify an overall 
increase in real unit OPEX across areas of controllable expenditure. 

With regard to controllable and uncontrollable OPEX, in its plan MBJ assumed 
efficiency gains for the following expenditure lines:  

                                                
37 MBJAL (2019), ‘2nd Quinquennial Airport Charges Review’, 8 February.  
38 Information request 1. 
39 JCAA (2018), ‘Final Consultation Document: Quinquennium 2 (QQ2)’, 10 December, p. 23. 
40 Information request 1. 
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• staff and directors; 

• repairs and maintenance; 

• janitorial (cleaning); 

• utilities. 

As we indicated in our consultation document,41 these are all expenditure items 
that we would consider controllable. We took MBJ’s application of efficiency 
gains to these OPEX items as confirmation of this classification. 

In addition to these controllable items, MBJ set out an ‘other expenditure’ 
OPEX item. We assumed that this expenditure line was controllable in the 
absence of evidence to the contrary.  

Based on the efficiency assessment set out above, we took the decision to fix 
the elasticity of unit OPEX to passenger numbers to one over QQ2 for 
controllable items. We considered this to be a relatively conservative estimate 
of the efficiencies that might actually be achieved, as it allows for any 
efficiencies achieved through economies of scale to be recovered by MBJ as 
outperformance.  

We set out our draft determination on unit OPEX for controllable cost 
categories in Table 5.1, based on the average unit OPEX incurred over the 
period 2017–19. 

Table 5.1 Allowed unit OPEX targets, draft determination 
($/passenger real 2019) 

Category Real unit OPEX benchmark 

Staff and directors 1.47 

Maintenance 0.57 

Janitorial 0.16 

Utilities 1.17 

Other costs 1.11 

Source: JCAA. 

We allowed MBJ’s proposed security costs and, in line with our business 
planning guidance, continued to apply a cost pass-through for these costs.  

There were also several categories for which we did not use unit cost 
benchmarks, as follows. 

• The concession fees were calculated manually as a function of the number 
of passengers (the fixed concession fee) and gross revenue (the additional 
concession fee).  

• In its financial model, MBJ set expenditure relating to the common use 
terminal systems (CUTE) at 20% of the revenue received from the 
corresponding aeronautical revenue line—CUTE revenue. We applied the 
same methodology in setting an allowance for this expenditure line. 

The proposed total OPEX from our draft determination, excluding the 
concession fee, is set out in Table 5.2. The JCAA forecasts take account of the 

                                                
41 JCAA (2018), ‘Consultation document: Quinquennium 2 (QQ2), Sangster International Airport’, 
23 October. 
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JCAA’s traffic forecasts from the draft determination, as OPEX is calculated as 
a function of passenger numbers. 

Table 5.2 Allowed OPEX, draft determination ($m nominal) 

Year 2020 2021 2022 2023 2024 

MBJ 27.3 28.8 33.0 35.0 37.1 

JCAA 26.4 28.0 29.9 31.7 33.6 

Note: This includes security and CUTE OPEX, but not the fixed or additional concession fees. 

Source: JCAA. 

5.4 Responses to the draft determination 

In its response to the draft determination, MBJ highlighted the low level of 
OPEX per passenger relative to comparator airports in the region. MBJ also 
emphasized the role that its corporate governance has in ensuring that OPEX 
efficiencies are achieved, and presented further evidence on some (but not all) 
of the areas highlighted as requiring further evidence. 

The guidance offered by the JCAA following the draft determination was as 
follows: 

to evidence the baseline expenditure for the period, please specify the 
evidence and thinking that has gone into the estimation methodology for 
forecasting each OPEX category. For example, in its financial model, MBJ has 
used an elasticity to passenger numbers that is larger than or equal to one for 
many OPEX categories. MBJ should provide evidence to justify the choice of 
these elasticities. The evidential bar will be higher for categories with elasticities 
greater than 1. Please specify: 

1. the evidence used to estimate the elasticity  

2. any mitigating factors, outside of MBJ’s control, that explain the size of 
these elasticities. For example, for utilities expenses, MBJ could submit 
evidence on recent and forecast trends in utility prices and explain 
that these prices fall outside of management control 

to evidence a one-off increase in expenditure, please specify: 

1. what is the cause of the increase 

2. [if applicable], why this cause is outside of management control. For 
example, a recent union decision might mean that wage levels must 
rise by a certain percentage. If the cause is evidently outside of 
management control (e.g. a new legislative requirement the airport 
must meet) or part of a CAPEX project approved by stakeholders (e.g. 
expanding the terminal size), then this is not necessary. 

3. state any steps that have been taken to mitigate the effect on 
expenditure 

4. explain clearly how the increase has been quantified, and the 
assumptions underlying this calculation - for example if MBJ was 
presenting evidence on the impact of an expansion in the size of the 
terminal building on janitorial expenditure, it might have estimated a 
rate per square metre from its operational team or based on historical 
data and applied this to the size of the expansion42 [Emphasis added] 

MBJ submitted evidence meeting some or all of the above criteria in the 
following areas: 

• additional information on the increase in size of the airport; 

                                                
42 JCAA (2019), Email to MBJ, 1 May. 
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• evidence on the appropriate baseline level for staff expenditure: $1.6 per 
passenger; 

• evidence on the drivers for a proposed 10% one-off increase in 
maintenance expenditure in 2022; 

• evidence on the drivers for a higher baseline and one-off  increase in 
janitorial expenditure in 2022; 

• evidence on the drivers for a one-off 15% increase in utilities in 2022. 

In meetings with other stakeholders, the stakeholders indicated that while 
ensuring OPEX efficiency is important, it should not come at the expense of 
service quality. IATA noted that it did not consider that MBJ had provided 
transparent information with respect to OPEX. 

5.5 The JCAA’s final determination 

In its response to the draft determination, MBJ provided the following 
information to show that staff expenditure is efficient and outside of 
management control: 

• the high percentage of unionized staff (68%); 

• historical evidence on wage negotiations; 

• (some) evidence on requirements to invest in more human capital driven by 
increases in airport size. 

On the basis of this submission we accept the proposal of $1.6043 per 
passenger for the first year of QQ1, but apply a 1% efficiency challenge per 
annum, as in the MBJ business plan, to reflect ongoing efficiencies. 

For janitorial expenditure, MBJ submitted evidence that low expenditure in this 
area over QQ1 was driven by an unrealistically low tender by a contractor that 
is not expected to continue. As such, we allow both the baseline expenditure 
and the one-off increase proposed by MBJ. 

For utilities, we allow the one-off increase of 15% in expenditure, as it is 
relatively modest in comparison with the increase in the size of the airport of 
47% (in square footage). In the absence of further evidence on baseline 
expenditure, we do not adjust this from the draft determination. 

We emphasize that the one-off increases in OPEX are a direct function of the 
increase in the terminal size, which is supported by stakeholders.  

In areas in which MBJ has not submitted further evidence, we have generally 
not revised our allowance for OPEX from the draft determination. We make an 
exception for capital maintenance expenditure based on concerns from 
stakeholders regarding whether the levels of capital maintenance were 
sufficient. We therefore allow MBJ’s proposed capital maintenance expenditure 
in full. 

An important context for the rate review, and in particular the baseline for other 
areas, is the historical level of outperformance achieved by MBJ in QQ1. MBJ 
has explained that one factor driving outperformance was lower utilities prices 

                                                
43 Real 2019. 



 

 

Confidential Final determination for Sangster International Airport 
 

36 

 

than forecast. However, the scale of outperformance—23%—remains 
substantial, as shown in Figure 5.4 below.  

Figure 5.4 Forecast and actual OPEX QQ1–QQ2 

 

Source: QQ1—MBJ (2014), ‘MBJ Airport Limited’s Airport Charges Proposal’, 1 May. QQ2—
MBJ financial model. 

Further, the elasticities used to estimate baseline expenditure have been 
increased substantially from QQ1 (see Table 5.3 below). MBJ has explained 
that many of these expenditure items do not necessarily change with 
passenger numbers, and that the increase in QQ2 is a result of the 
requirements to expand the airport.44  

Table 5.3 OPEX elasticities, QQ1 and QQ2 

Elasticities QQ1 QQ2 

Staff costs 100% 40% 

Security 105% 30% 

Repairs and maintenance 120% 30% 

Janitorial and cleaning 110% 15% 

Utilities 120% 30% 

Other 100% 25% 

Source: QQ1—MBJ (2014), ‘MBJ Airport Limited’s Airport Charges Proposal’, 1 May. QQ2—
MBJ financial model. 

We set out our proposed total OPEX, excluding the concession fee, in Table 
5.4 below. The JCAA forecasts take account of the JCAA’s final traffic 
forecasts from section 3, as OPEX is calculated as a function of passengers.  

Table 5.4 Allowed OPEX, final determination ($m nominal) 

Year 2020 2021 2022 2023 2024 

OPEX 26.6 28.1 31.4 33.1 35.0 

Note: This includes security and CUTE OPEX, but not the fixed or additional concession fees. 

Source: JCAA. 

 

                                                
44 Video-conference with MBJ on 21 May 2019. 
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6 Commercial revenue and till regime  

The extent to which commercial revenue is deducted from the overall revenue 
requirement depends on the approach to the till. In the current section this is 
considered first, followed by the determination of the appropriate commercial 
revenue forecasts for QQ2. 

6.1 Till regime 

6.1.1 Background 

Airports derive revenue from both aeronautical and non-aeronautical 
(commercial) revenues. The choice of till regime relates to whether, and the 
extent to which, non-aeronautical activities are taken into account in 
determining the charges that the airport levies on airlines and passengers. 

As set out in the 2018 consultation document,45 there are three possible till 
regimes. 

• Single till: in a single till regime, the costs and revenues of both the 
aeronautical and commercial activities of an airport are taken into account in 
determining the level of airport charges. All commercial revenues are used 
to offset the cost base and therefore the charges to airlines.  

• Dual till: in a dual till regime, only the core aeronautical activities are taken 
into account in determining the level of airport charges, with the airport 
retaining all non-aeronautical revenue. 

• Hybrid till: a hybrid till regime avoids the binary choice between a single 
and dual till, and instead considers which activities and/or revenues should 
be included in the till, and/or the extent to which commercial profits should 
be shared between the airport and users. Under a hybrid till a portion of 
commercial revenue will be deducted from forecast costs to determine the 
regulated revenue requirement. Within a hybrid till approach, there are three 
main options, as follows. 

• Activity-based hybrid till: under this approach, some aeronautical 
activities would be included in the regulated till, while some activities 
would be excluded. The split could be based on activities that are 
perceived to be more related to aeronautical activities. 

• Fixed revenue-sharing: instead of designating specific activities, a fixed 
proportion of non-aeronautical revenue would be used to reduce the 
charges. 

• Dynamic revenue-sharing: rather than deducting a fixed proportion of 
non-aeronautical revenue, a certain amount is deducted, depending on 
the performance of other aspects of the regime (for example, it could 
vary depending on the airport’s performance on traffic compared with 
forecasts). 

While there are merits of both single and dual till regimes, we consider that a 
hybrid till approach is the most appropriate for QQ2 for a number of reasons. 
First, while aeronautical and non-aeronautical services are not perfectly 
complementary, there are likely to be some demand dependencies between 
the two. A hybrid till regime may therefore be optimal in terms of economic 

                                                
45 JCAA (2018), ‘Consultation Document: Quinquennium 2 (QQ2)’, Sangster International Airport, 
23 October, section 5. 
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efficiency, as it allows an airport to use some of its profits from non-
aeronautical activities to contribute to the costs of aeronautical services without 
the complete cross-subsidy required under a single till regime, or no cross-
subsidy in a dual till regime. Within the hybrid till regime, we regard the fixed 
revenue-sharing option as the most appropriate approach, as it does not 
require separation of the asset base between the aeronautical and commercial 
tills. 

6.1.2 MBJ’s till regime proposal 

While MBJ previously expressed its preference for a dual till, in its business 
plan it accepted the hybrid till approach and proposed a sharing rate of 70%. 
This means that 70% of commercial revenue would be deducted from allowed 
revenue before setting charges, while the other 30% would not be used to 
reduce charges and would be retained by MBJ. 

6.1.3 The JCAA’s draft determination 

In our draft determination, we stated that we considered that the sharing rate 
proposed by MBJ was appropriate, and incorporated this into our proposed 
charges. 

6.1.4 Responses to the draft determination 

In MBJ’s response to the draft determination, it noted that, while it previously 
proposed a sharing rate of 70% of non-aeronautical revenue, which was 
accepted by the JCAA, this was based on its assessment of the impact of the 
sharing rate on the proposed increase in the charges. As such, in its response, 
MBJ changed its proposal and instead suggested a sharing factor that varies 
based on the extent of outperformance on traffic.46 MBJ proposed that the 
sharing ratio should be flexible and adjusted, citing maintaining the 
competitiveness of charges as a justification. MBJ noted that this is consistent 
with the till regime discussed in the context of the previous rate review (QQ1).  

In IATA’s response to the draft determination it noted that, while it ‘appreciates 
the proposed proportion of commercial revenues being utilized to offset 
aeronautical costs’, it considers that a single till mechanism is optimal.47 

6.1.5 The JCAA’s final determination 

Overall we consider that a hybrid till regime, which enables some portion of 
non-aeronautical revenue to subsidize charges, is a sensible approach. 
However, we do not consider that MBJ has put forward sufficient evidence 
regarding how the additional benefits of the dynamic revenue-sharing 
arrangement outweigh the additional complexity of such a mechanism. 
Therefore, we consider that a hybrid till based on a fixed revenue-sharing 
arrangement of 70%, as originally proposed by MBJ, is appropriate. We 
consider that this regime will ensure that charges remain competitive while 
providing the appropriate incentives for the airport.  

6.2 Commercial revenue  

6.2.1 Background 

As illustrated in Figure 6.1, non-aeronautical revenues at SIA increased at a 
significant rate between 2004 and 2014, by approximately 10.9% per annum. 

                                                
46 MBJAL (2019), ‘MBJ Airports Limited Response to Draft Determination for Sangster International Airport’, 
8 May, p. 19. 
47 IATA (2019), ‘Letter to Mr. Williams-Singh’, 8 May. 
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This exceeded forecasts by 10% on average. Indeed, in the last rate review, 
we noted that the airport’s profitability from 2004 to 2014 could be maintained 
only due to the contribution from non-aeronautical activity.48 

Figure 6.1 Non-aeronautical revenues: outturn vs forecast (US$m, 
2019 prices) 

 

Note: Outturn data was provided by MBJ in its business plan submission in calendar years. 
Forecast numbers from the regulatory accounts are therefore converted from financial years to 
calendar years to match outturns. All values are converted to 2019 US$. 

Source: JCAA. 

In QQ1 thus far (2015–18), commercial revenues have grown at an average 
rate of 6.7% per annum in real terms. The largest share of commercial 
revenues between 2015 and 2018 was composed of duty-free (36% in 2018), 
followed by other revenues (25% in 2018), as shown in Figure 6.2 below. 

Figure 6.2 Breakdown of commercial revenue, 2015–18 (US$m, 2019 
prices) 

 

Source: MBJ business plan. 

6.2.2 MBJ’s commercial revenue proposals 

In MBJ’s business plan, it noted that passenger growth is a key driver of 
commercial revenue. However, MBJ did not expect commercial revenues to 
grow directly in line with traffic. It therefore derived a forecast based on an 
elasticity of commercial revenue to passenger growth (which it refers to as a 
percentage of traffic growth). For example, MBJ expected duty-free to grow at 
50% of passenger growth, meaning that if passenger numbers grow by 2.6%, 
duty-free revenues would grow by 1.3% (or an elasticity of 0.5). 

Table 6.1 summarizes MBJ’s assumptions for each category and its forecasts 
for 2020–24. 

Table 6.1 Forecast of commercial revenue, 2020–24 (US$m, nominal) 

 Elasticities  2020 2021 2022 2023 2024 

Duty-free 50% of pax      

Specialty retail 50% of pax      

Food and beverage 50% of pax      

Space and land rents 10% of pax      

Recoveries 21.5% of Utilities      

Other revenues 50% of pax      

Total revenues       

Note: Recoveries are estimated using a fixed share of Utilities OPEX.  

Source: MBJ business plan. 

These assumptions result in overall growth in commercial revenue by an 
average of 1.6% per annum (in real terms) between 2020 and 2024. This is 

                                                
48 ‘The airport has been consistently profitable during the 11 years since its privatization. This is a 
remarkable achievement taking into account the stagnant market and the low airport charges of the airport. A 
well managed non-aeronautical activity seems to be responsible for that.’ Jamaica Civil Aviation Authority 
(2014), ‘The 2014 Sangster International Airport Economic Review Report’, 18 November, p. 18. 
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significantly below the growth of 6.7% experienced at SIA between 2015 and 
2018. This is illustrated in Figure 6.3 below. 

Figure 6.3 MBJ historical and forecast non-aeronautical revenue 
(US$m, 2019 prices) 

 

Note: Historical data is from 2004–18; forecast data is for 2019–25. 

Source: JCAA based on MBJ business plan. 

6.2.3 The JCAA’s draft determination 

In forecasting commercial revenue for QQ2, MBJ did not undertake an analysis 
of the historical relationship between commercial revenue and passenger 
numbers, or between commercial revenue and other factors such as GDP. 
MBJ also did not provide any benchmarking of commercial revenue to 
comparator airports in order to consider the potential for further growth. 

While we agree with MBJ that categories such as space and land rental have 
little correlation with passenger numbers, the elasticities used by MBJ to 
forecast the other categories of commercial revenue were too low. MBJ stated 
that, for those revenues streams that are highly correlated with passenger 
volumes, there is always ‘a lower and varied (by categories) increase in 
revenues compared to passenger growth’.49 However, the historical trends at 
MBJ demonstrate that non-aeronautical revenues have in fact outpaced the 
growth in passengers. As a result, the spend per passenger has been 
increasing at an average rate of 1.0% per annum between 2014 and 2018.  

For QQ2, MBJ forecast that spend per passenger (relying on the passenger 
numbers predicted by InterVISTAS) will decline from $6.34 in 2018 to $5.99 in 
2024. This is an average decline of 1.2% per annum between 2019 and 
2024—see Figure 6.4 below. 

Figure 6.4 Non-aeronautical revenue per passenger (US$, 2019 prices) 

 

Source: JCAA based on MBJ business plan. 

A comparison with non-aeronautical revenue at other airports for the most 
recent year for which data is available indicates that SIA’s non-aeronautical 
revenue per passenger is higher than at Bahamas, Fort Lauderdale and Puerto 
Rico airports, but lower than non-aeronautical revenue per passenger at 
Kingston, Guadeloupe and Cancun airports (see Figure 6.5). 

Figure 6.5 Non-aeronautical revenue per passenger at comparator 
airports in 2017 (US$, 2017 prices) 

 

Source: JCAA analysis based on MBJ and NMIA Business Plan submission and airports’ annual 
reports. 

To evaluate the appropriate elasticities for the different commercial revenue 
categories, we considered the historical relationship between passenger 
growth and non-aeronautical revenue. Figure 6.6 below demonstrates that 
MBJ predicted a significant decrease in the elasticity of commercial revenue to 
total passengers for QQ2 compared with QQ1. The average elasticity over the 

                                                
49 MBJ (2019), ‘Response to second round of questions to JCAA’. 
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QQ1 period thus far is 1.2. In comparison, the average elasticity for QQ2, 
based on MBJ’s forecasts, is only 0.6. 

Figure 6.6 Commercial revenue to passenger elasticity (2014–25) 

 

Note: Commercial revenues have been converted to 2019 US$. 

Source: JCAA analysis of MBJ Tariff model. 

A more detailed analysis of the elasticities for the different categories of 
commercial revenues between 2015 and 201850 is presented in Figure 6.7. We 
agree with MBJ that categories such as space and land rents as well as 
recoveries are not directly related to passengers, and we therefore do not 
include them in the figure. 

Figure 6.7 Commercial revenue to passenger elasticities for individual 
categories, 2015–18 

 

                                                
50MBJ only provided a historical breakdown of its commercial revenues for 2015-2018. As a result, we could 
not conduct an analysis over a longer historical time period. 
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Note: Commercial revenues have been converted to 2019 US$. 

Source: JCAA analysis of MBJ Tariff model. 

While the above figure looks at only three years (based on data availability), 
there are some categories, such as specialty retail, that have been quite 
volatile. We therefore did not propose altering the elasticity proposed by MBJ 
for this category. However, for duty-free and food and beverage, the elasticities 
have been more constant and we therefore considered it appropriate to use the 
average elasticity for these categories between 2015 and 2018 to better reflect 
the historical relationship between the variables. While the ‘other revenues’ 
category has also been volatile, in the last three years it has grown in line with, 
or significantly more than, passenger numbers (at an average elasticity of 
1.64). As such, we considered that an elasticity of at least 1 would be more 
appropriate. 

We therefore proposed the following elasticities and forecasts for QQ2. This 
led to a CAGR for the period 2020–24 of 3.6% in real terms, compared with 
MBJ’s forecast of 1.6% in real terms.51 This is still significantly below the 
growth experienced over the QQ1 period so far.  

Table 6.2 JCAA commercial revenue elasticities and forecast for QQ2 
(nominal, US$) 

 Elasticity 2020 2021 2022 2023 2024 

Duty-free 95% of pax      

Specialty retail 50% of pax      

Food and beverage 90% of pax      

Space and land rents 10% of pax      

Recoveries 21.5% of utilities      

Other revenues 100% of pax      

Total revenues       

Note: Recoveries have decreased in line with the new lower forecast for utilities presented in 
section 5. 

Source: JCAA analysis of MBJ Tariff model. 

We further note that MBJ proposed a sharing rate of 70% for the following 
categories of non-regulated aeronautical income: 

• refuellers; 

• CUTE; 

• other non-regulated aeronautical income. 

We considered this to be appropriate for refuellers and other income. However, 
we considered that the sharing rate for CUTE should be 100%. This is because 
CUTE is directly related to aeronautical rather than commercial services, and 
should therefore be treated in the same way as aeronautical income. 

6.2.4 Responses to the draft determination  

In its response document, MBJ stated that the JCAA forecast for commercial 
revenue over QQ2 will be difficult to achieve as it would require the airport to 
‘renegotiate locked in agreements with tenants’.52 In addition, MBJ highlighted 
a number of considerations to explain the high growth in duty-free, food and 

                                                
51 We are forecasting based on the JCAA traffic forecast for QQ2. 
52 MBJAL (2019), ‘Response to JCAA Draft Determination, May, p. 17. 
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beverage, and other revenue observed during QQ2.53 MBJ regarded these as 
one-off events that boosted revenues and suggested that, without these 
events, the elasticities for these categories would be significantly below those 
proposed by the JCAA and more in line with the 50% proposed by MBJ. 

However, in response to the JCAA’s question to the airport regarding the 
source of its 50% elasticities, MBJ noted that the elasticities were applied 
‘erroneously’ as they ‘assumed that only 50% of total [passengers] contributed 
to certain categories of commercial revenue items’. As a result, MBJ has 
adjusted its elasticities to be in line with JCAA results. However, due to 
differences in traffic forecasts, MBJ’s revised proposal for commercial revenue 
per passenger is slightly below the proposed commercial revenue in the 
JCAA’s draft determination. 

6.2.5 The JCAA’s final determination 

The JCAA forecast for commercial revenue from the draft determination 
remains unchanged for the final determination in light of the additional 
information provided by MBJ, confirming the JCAA’s choice of elasticities. The 
only difference is due to the revised JCAA passenger forecast. 

Table 6.3 JCAA commercial revenue elasticities and final forecast for 
QQ2 (nominal, US$) 

 Elasticity 2020 2021 2022 2023 2024 

Duty-free 95% of pax      

Specialty retail 50% of pax      

Food and beverage 90% of pax      

Space and land rents 10% of pax      

Recoveries 26.5% of utilities      

Other revenues 100% of pax      

Total revenues       

Note: The revised figures are based on the new lower QQ2 passenger forecast by the JCAA. 
Recoveries have now been corrected to represent 26.5% of utilities as stated in an email from 
MBJ on 31 May 2019.  

Source: JCAA analysis. 

There is no clear industry-wide definition of commercial and aeronautical 
revenue, but we consider that CUTE should be classified as ‘other revenue’ 
rather than non-aeronautical revenue.  

For this review, we consider that the same sharing rate can be applied to items 
in the ‘other revenue’ category (e.g. CUTE). However, if the sharing rate 
changes in future reviews, it may not be applied to items classified as other 
revenue. 

  

 
 
 

                                                
53 These considerations include an expansion of the duty-free area, the addition of a new food and beverage 
concessionaire, and the introduction of the VIP lounge. 



 

 

Confidential Final determination for Sangster International Airport 
 

44 

 

7 Regulated asset base  

The RAB is required in order to determine the depreciation charge and the 
WACC. This section sets out the opening RAB for SIA for QQ2. It also explains 
the approach to depreciation adopted for QQ2, as well as the additional capital 
expenditure mechanism and the AIF. 

7.1 Setting the RAB 

MBJ proposed an opening RAB for QQ2 of US$173.0m. It forecasts a closing 
RAB at the end of QQ2 of US$184.8m. 

MBJ has used a non-inflation-adjusted RAB (and a corresponding nominal 
WACC). The RAB consists of the net book value of assets, which is assets at 
cost less depreciation, plus capital investment minus depreciation for each 
year. 

We make one adjustment to MBJ’s proposed opening RAB for QQ2. As noted 
in section 4.1, only $31.5m of MBJ’s CAPEX overspend in QQ1 was allowed 
by the JCAA, leaving $4.1m in expenditure unapproved by the regulator. We 
propose allowing this expenditure to enter the RAB only in the first year of QQ2 
(i.e. 2020), rather than have it already be included in the opening RAB for 
QQ2. As such, we reduce the opening RAB by $4.1m and increase CAPEX 
additions to the RAB in 2020 by $4.1m. Our policy with respect to CAPEX 
overspend going forward is given in section 7.3 below. 

Other than this adjustment, we use MBJ’s proposed opening RAB for QQ2 in 
setting our determination.  

In our draft determination, we had proposed indexing MBJ’s RAB going 
forward such that it increases with inflation (as measured by CPI) in each year. 
As such, we set a real WACC for MBJ so that it is not compensated for inflation 
twice. We considered that this approach would provide assurance to investors 
that the value of their investment would not be eroded by unexpected asset 
obsolescence or ‘asset-stranding’. This is in line with our duty to create an 
enabling environment for potential investors in airports. The use of an index-
linked RAB that maintains the value of financial capital, combined with a real 
WACC allowance, also leads to a smoothing of prices over time. 

In its response to our draft determination, MBJ suggested that using the 
historical cost approach to value the RAB was practical and evidence-based, 
although MBJ notes that some regulators have instead adopted an approach 
that indexes the RAB to inflation.54 MBJ stated that the use of an indexed RAB 
and real cost of capital is not ideal when a significant amount of debt is used to 
finance new capital projects. It also noted that the required data is not available 
to properly implement an inflation-based RAB at SIA. No other stakeholders 
responded regarding the JCAA’s proposed approach. 

Overall, while the JCAA considers that an indexed-link RAB is a more 
appropriate approach, we appreciate that there are practical difficulties 
involved in implementing this approach at MBJ given that the RAB has 
previously been set based on historical cost with a nominal cost of capital. As 
such, for QQ2 we will use a historical cost RAB and a nominal cost of capital 
for MBJ. 

                                                
54 Indeed, this approach is used at many airports across the world of various sizes, including in New 
Zealand, Ireland, Belgium and Italy. 
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7.2 Asset lives and depreciation 

MBJ determines depreciation for its assets based on two main factors: the 
useful life of the assets (i.e. the estimated period of future economic benefits 
that the assets will generate) and the remaining years of the concession 
period. Concession assets, such as improvements to buildings, are 
depreciated over the remaining years of the Concession Agreement. 
Machinery and equipment are depreciated over the shorter of the useful life 
and the remaining years of the Concession Agreement. Depreciation is 
calculated on a straight-line basis.  

MBJ’s depreciation policies are set out in the table below. 

Table 7.1 MBJ depreciation policies 

Asset type Asset life 

Building and leasehold Remaining life of the concession 

Machinery and equipment 5–15 years 

Motor vehicles and fuel hydrants 5–20 years 

Furniture and fixtures 10 years 

Computers 4 years 

Source: MBJAL (2019), ‘2nd Quinquennial Airport Charges Review’, 8 February, p. 39, Table 8-
2.  

In MBJ’s business plan it proposed that all assets (both those in the opening 
RAB and new CAPEX) should be depreciated to the end of the concession 
period in 2033. So, for example, if CAPEX of $10m is spent on a new building 
in 2020, this CAPEX would be depreciated over the course of only 13 years (to 
2033) even though its useful economic life may be closer to 30 years.  

We adopted a different approach in our draft determination. We continued to 
depreciate the existing RAB (i.e. assets in the opening RAB in 2020) in line 
with MBJ’s past assumptions, and therefore to the end of the concession 
period. This is both because we did not have sufficient information on the 
timing of past CAPEX to alter the approach, and because we did not consider 
that it would be best regulatory practice to change the approach for CAPEX 
that had already been incurred.  

However, for new CAPEX in QQ2 (and beyond), we depreciated this in line 
with the asset’s useful economic life rather than to the end of the concession 
period. For CAPEX categories that have been recorded as having a 4-, 5-, 10- 
or 20-year life in MBJ’s model, we used these asset lives. For CAPEX 
categories that are listed as LOC (life of concession)—relating to 
improvements to the terminal building—we applied a useful economic life of 30 
years. Like MBJ, we have applied a straight-line depreciation profile for all 
assets. 

As previously noted in our consultation document, we do not consider that the 
objective of aligning depreciation profiles for regulated assets with the term of 
the Concession Agreement is appropriate. Given the limited time left in the 
Concession Agreement, charges would be very high in the next few rate review 
periods if assets were depreciated only to the end of the concession contract. 
For example, if MBJ extended its runway (costing $40m) in the last price 
control, it would collect $8m in depreciation from charges every year (relative 
to $1.3m at the start of the concession). This could also lead to necessary 
CAPEX not taking place in later years, as it is too expensive for customers to 
fund. Using the asset life instead would mean the charges resulting from such 
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an investment would be invariant to the length of the concession, and would 
not create such an incentive. We therefore consider that the approach we have 
adopted is consistent with our duty ‘to further the reasonable interests of users 
of airports within Jamaica’.  

In MBJ’s response to the draft determination, it suggested that the JCAA’s 
proposed approach is not consistent with International Financial Reporting 
Standards (IFRS) or the Concession Agreement with the government. MBJ 
noted that it negotiated the Concession Agreement with the government 
through the AAJ on the understanding that all concession assets would be fully 
depreciated by the end of the contract.  

According to Section 4(4) of the Airports (Economic Regulation) Act, the JCAA 
is not bound by the terms of the concession agreement between MBJ and the 
government. In addition, it is common for airports to have two sets of accounts 
(regulatory and statutory) as the depreciation policies may differ between them. 
We are not proposing that MBJ needs to make any changes to its statutory 
accounts, but rather that regulatory depreciation will need to be calculated on a 
different basis in the regulatory accounts.  

Further, as MBJ itself notes, while some CAPEX will therefore not be 
depreciated during the course of the Concession Agreement, this could be 
solved by the government making a payout at the end of the agreement (based 
on a renegotiation). This is a common model used for Concession Agreements 
at airports around the world.55  

As such, the JCAA’s position on this matter is that all new CAPEX should be 
depreciated to its useful economic life rather than to the end of the concession 
period, and that arrangements should be made between the AAJ and MBJ to 
ensure that any undepreciated CAPEX is recouped at the end of the 
Concession Agreement. 

However, in line with instructions from the government, for the purposes of this 
review, both existing and new assets will be depreciated in line with the 
duration of the concession agreement. This has been incorporated into the 
final charges set out for SIA for QQ2. 

7.3 Additional capital expenditure mechanism 

Section 4 sets out the CAPEX forecasts for the QQ2 period. However, actual 
CAPEX may deviate from forecasts for a number of reasons. 

• Changing circumstances/user preferences have rendered a previously 
agreed capital project uneconomic, or indicate that additional investment is 
required.  

• The airport has underspent due to deferring/cancelling agreed capital 
projects, or overspent due to bringing forward projects/undertaking 
additional investment that was not agreed in advance.  

• The airport has underspent or overspent while delivering the agreed 
program as a result of external factors.  

With respect to under- or overspends due to changes in projects or spending 
less/more on agreed programs, we consider that these would be addressed at 
the end of the QQ2 period through a ‘logging-up’ or ‘logging-down’ procedure. 

                                                
55 For example, at Aeroporti di Roma. See ACI World and InterVISTAS (2018), ‘Policy Brief: Creating fertile 
grounds for private investment in airports.’ 
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For example, if an airport needs to spend more on a particular capital 
investment than initially allowed for by the regulator, and this additional 
expenditure is efficient, the regulator may allow (a portion of) this CAPEX in the 
RAB at the next rate review, by increasing the opening RAB for the following 
period. However, this would not be considered during the period, only in 
advance of setting prices for QQ3. 

It could also be the case that the airport has underspent or overspent while 
delivering the agreed program as a result of efficiencies or inefficiencies. In this 
case the company is required to bear the pain of any inefficiencies, and retains 
the additional profits from outperforming on efficiencies. As such, no 
adjustments would be made. 

MBJ notes that $31.5m of overspend on CAPEX, which occurred mainly in 
2018 and 2019, was approved by the regulator. However, while the JCAA 
allowed this amount in the opening RAB in 2020, there is no adjustment made 
to the RAB with respect to the return on investments for 2018 and 2019, 
neither was there an adjustment made for depreciation for those years. MBJ 
notes that it did not previously include these adjustments in its proposal.56 

We are including these assets in the RAB from 2020 and depreciating them 
based on their full economic lives. However, we are allowing a return on the 
expenditure incurred in 2018 and 2019. We note that a return is being allowed 
only because the spend was agreed with the JCAA in advance. Going forward, 
unless the additional spend is incurred through the additional capital 
expenditure (ACE) mechanism described below, MBJ will not be able to earn a 
return on overspend on capital expenditure. We note that this is also consistent 
with our approach to CWIP set out in section 4. 

In the last rate review, we proposed an additional CAPEX mechanism (ACE), 
although this was not implemented in practice. Under this approach, we would 
be able to approve CAPEX during the rate review subject to following a pre-
specified and published methodology. Any additional CAPEX approved by us 
would lead to an adjustment of the charges cap within period. This would apply 
only for new projects that arise over the course of the rate review period that 
would be in the interests of users, but which could not be forecast in advance 
of QQ2, or projects where the timing needs to be brought forward due to higher 
levels of demand.  

We consider that the mechanism would function as follows. 

• Under the ACE mechanism, airports would consult airlines on any proposed 
new CAPEX projects through an airport CAPEX consultative committee 
(including all airlines with more than 100,000 passengers in the preceding 
12 months).  

• The aim would be for the airport and airlines to agree on: (i) the need for the 
project; and (ii) the price adjustment required to reflect the additional 
CAPEX requirement.  

• Following consultation, the airport operator would bring forward its 
proposals and supporting evidence (including additional CAPEX and OPEX 
requirements, traffic forecasts, and information on the consultation process) 
to the JCAA.  

                                                
56 MBJAL (2019), ‘MBJ Airports Limited Response to Draft Determination for Sangster International Airport’, 
8 May, p. 6. 
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• Projects for which airlines agree on the need for the project and the 
proposed price adjustment would typically be expected to receive 
regulatory approval with minimal scrutiny.  

• Where there is agreement on the need for the project but not the price 
adjustment, the JCAA would review and decide whether to accept the 
airport operator’s proposal or modify it. If the project scope and price 
proposal are accepted, the airport would be expected to proceed on the 
proposed terms. If the regulator made significant modifications to the 
project or price adjustment, the airport could decide not to proceed (and 
there would be no change to the revenue yield cap).  

• Finally, if airlines oppose the project or no consensus is reached, but the 
airport believes that the project would be in the public interest, the JCAA 
would review whether there was sufficient justification for the investment 
and the appropriate price adjustment. As above, in the event of 
substantial modification to the airport’s initial proposal, the airport could 
decide not to proceed with the project.  

7.4 Airport improvement fee (AIF) 

The AIF is levied by the Jamaican government on international departing 
passengers. It is used to pay for assets approved by the Minister of Transport 
and Mining. The fee will remain in place at SIA until 2030. The government of 
Jamaica has full control over capital projects funded by the AIF. 

We note that the AIF at SIA is being used to fund the runway extension. The 
AIF does not enter the RAB and is not included in MBJ’s CAPEX forecasts. We 
consider that the approach that MBJ has adopted in this respect is reasonable.  
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8 Cost of capital  

8.1 Introduction 

This section sets out a summary of the discussion on the parameters of the 
Weighted Average Cost of Capital (WACC) that have been proposed in (i) 
MBJ’s business plan; (ii) the JCAA draft determination; and (iii) MBJ’s 
response to the draft determination.57 This information is summarized in Table 
8.1. We then provide our final determination on the WACC that will apply to 
MBJ during QQ2 in Table 8.2. 

Table 8.1 Summary of the proposed WACC parameters 

Parameter MBJ business 
plan submission 

JCAA draft 
determination 

MBJ’s response 
to the draft 

determination 

Gearing 40% 50% 40% 

Nominal risk-free rate 3.06% 2.69% 3.06% 

Equity risk premium 5.50% 6.00% 6.00% 

Country risk premium 5.52%* 3.33%* 3.33%* 

Asset beta 0.84** 0.67 0.67 

Debt beta 0** 0.05 0.05 

Equity beta 1.40 1.29 1.08** 

Tax rate 25% 25% 25% 

Nominal cost of equity (post-tax) 18.49% 13.76% 13.14%** 

Nominal cost of equity (pre-tax) 24.65%** 18.35% 17.52%** 

Nominal cost of debt (pre-tax) 6.75% 6.50% 6.50% 

WACC (real, vanilla) 11.79%** 8.13% 8.50%** 

WACC (real, pre-tax) 15.09%** 10.09% 10.73%** 

WACC (nominal, pre-tax) 17.49%*** 12.42% 13.13%** 

* Note: In the business plan submission, MBJ proposed to apply the CRP by multiplying it by the 
equity beta. In the draft determination, the JCAA rejected this methodology and proposed to add 
the CRP directly to the cost of equity. In the response to the draft determination, MBJ continued 
to propose to multiply the CRP by the equity beta. 
** Implied figures. 
*** In the business plan submission, MBJ stated the nominal pre-tax WACC as 17.4%. We 
attribute the difference in the estimates to rounding. 

Source: MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February; JCAA (2019), 
‘Draft Determination for SIA’, 9 April; MBJ Airports Limited (2019), ‘Response to JCAA Draft 
Determination’, 8 May. 

In the rest of this section, we discuss each parameter in more detail and 
explain the reasons behind our final determination. 

8.2 Gearing 

MBJ initially proposed a gearing level of 40% based on the assumption of debt 
necessary to finance the CAPEX program.58 

In the draft determination, we suggested a gearing level of 50%, based on the 
following four pieces of evidence.59 

                                                
57 The general formula for the calculation of the WACC is 
WACC=CoE*[Equity/(Debt+Equity)]+CoD*[Debt/(Debt+Equity)]. For a more complete description of the 
Methodology for calculating the WACC, see JCAA (2019), ‘SIA Draft Determination’, Section 8.1. There is no 
disagreement between the JCAA and MBJ on the general methodology for the calculation of the WACC. 
58 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, p. 24. 
59 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.1. 
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• The level of gearing observed at airports with credit ratings that the JCAA 
believes to be satisfactory (BBB and above). In particular, we highlighted 
that GAP (MBJ’s parent company) has a gearing rate of 48.5% and received 
a rating of A3.60  

• The average gearing level for the air transport sector in emerging markets, 
estimated at 53% by Professor Damodaran. 

• Recent Office of Utilities Regulation (OUR) determinations for utility 
companies in Jamaica, which considered notional gearing in the final 
determination. 

• MBJ’s current and projected levels of gearing from its business plan. 

MBJ responded by noting that the JCAA’s estimate is inappropriate because it 
would not be achievable by MBJ during QQ2. In response to the factors 
identified by the JCAA to justify a gearing level of 50%, MBJ made the 
following remarks.61 

• It is inappropriate to rely on the gearing level of GAP, as the risks of a 
diversified airport holding company are less than for an individual airport. An 
investor is likely to consider that buying a bond of the holding company has 
a lower risk profile than that of an individual airport. If one airport in the 
portfolio experiences difficult financial conditions, other airports in the 
portfolio may see offsetting (or less severe) financial conditions. 

• It is more than likely that the significantly lower price cap will affect the 
market’s judgement of the risk of MBJ’s financial performance. MBJ is of the 
view that it will be unable to access any new debt with the price cap of the 
draft determination.  

As such, MBJ has continued to propose a gearing level of 40%. 

We continue to consider that MBJ’s proposed gearing of 40% is too low, and 
that a gearing of 50% is more appropriate. This is for the following reasons. 

• First, from a theoretical standpoint, the gearing assumption should reflect 
the level of leverage chosen by an efficiently financed business. For 
instance, the Thessaloniki Forum of Airport Charges Regulators noted that: 

the use of the gearing of the current capital structure of the regulated company 
could be suboptimal. A notional gearing is a theoretical value, that may be set by 
the ISA [Independent Supervisory Authority], as opposed to the actual financial 
structure (gearing) of the regulated entity. A notional gearing different from the one 
used by the airport managing body can be used for analyzing its WACC estimate.62  

Similarly, the Thessaloniki Forum noted that the best practice for estimating 
a gearing level is to use ‘notional gearing to incentivize efficiency’, ‘informed 
by actual gearing and benchmarking’.63 

• Applying notional gearing is also consistent with regulatory precedent from 
the OUR for other regulated industries in Jamaica. For instance, in 

                                                
60 The rating decision considered a gradual increase in GAP’s gearing. 
61 MBJ Airports Limited (2019), ‘Response to JCAA Draft Determination’, 8 May, pp. 12–13. 
62 Thessaloniki Forum of Airport Charges Regulators (2016), ‘Recommendations for the Setting and the 
Estimation of the WACC of Airport Managing Bodies’, 
https://www.aviationreg.ie/_fileupload/ACD/Thessaloniki%20Forum%20WACC%20Dec%2016.pdf, p. 6. 
63 Thessaloniki Forum of Airport Charges Regulators (2016), ‘Regulators’ forum subgroup on consultation 
and cost of capital’, 
http://ec.europa.eu/transparency/regexpert/index.cfm?do=groupDetail.groupDetailDoc&id=29015&no=4, 
p. 30. 

https://www.aviationreg.ie/_fileupload/ACD/Thessaloniki%20Forum%20WACC%20Dec%2016.pdf
http://ec.europa.eu/transparency/regexpert/index.cfm?do=groupDetail.groupDetailDoc&id=29015&no=4
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determining the gearing level for telecoms in 2016, the OUR sought to 
establish a notional gearing level based on international regulatory 
precedent and regional estimates from Damodaran.64 Similarly, the gearing 
assumption for electricity in 2019 was informed by the regulator’s view of an 
appropriate level of gearing for the sector, as well as actual company data.65 

• One commonly applied method to determine the notional gearing 
assumption is to assess the level of gearing that would be consistent with 
an investment grade credit rating.66 MBJ itself does not receive a rating 
directly. However, GAP, MBJ’s parent company, is rated by Moody’s. The 
equity investment portfolio of GAP is made up entirely of Jamaican and 
Mexican airports, which MBJ itself considered sufficiently similar to inform 
its estimate of the asset beta.67 Given the similarity of the asset base 
between MBJ and GAP, we are of the view that MBJ would be able to 
receive a credit rating that would not differ drastically from GAP’s. Since 
GAP’s credit rating is A3, this implies that MBJ’s rating could be up to three 
notches lower and still be considered investment grade. Given this margin 
of safety, we assess that a gearing level of 50% would be likely to allow 
MBJ to achieve investment grade rating on a stand-alone basis. Thus, while 
we agree with MBJ that the level of gearing for GAP should not be used 
directly to determine the gearing assumption for MBJ, based on the logic 
above, we consider that GAP’s level of gearing can be used to provide an 
indication of the efficient gearing level for MBJ. 

8.3 Risk-free rate 

MBJ initially proposed a nominal risk-free rate of 3.06% based on the yield on 
ten-year US Treasury Bonds as of 19 November 2018.68  

In the draft determination, the JCAA disagreed with MBJ’s initial proposal, 
noting that, while the JCAA is comfortable with adopting the ten-year yields 
assumption, we consider it inappropriate to use a spot estimate from more than 
a year before QQ2 starts. The JCAA instead suggested a real risk-free rate of 
0.69%, based on the forward rate on ten-year maturity US Treasury bonds 
starting in the middle of QQ2, or three years from the date of the determination, 
estimated at 2.69% as of 29 March 2019, less the US long-term inflation 
expectations of 2%.69 

MBJ responded by stating that the JCAA’s proposed method represented an 
unexplained change in the risk-free rate methodology used in the WACC. In 
particular, MBJ made the following four arguments.70 

• The current spot rate was accepted by the JCAA in QQ1. 

• Looking to past OUR determinations, MBJ is unable to find precedents on 
using a forward rate for determining the risk-free rate. A forward rate locks 

                                                
64 OUR (2016), ‘Estimate of the Weighted Average Cost of Capital for Telecommunications Carriers’, 
Chapter 3. 
65 OUR (2019), ‘Final Criteria Jamaica Public Service Company Limited 2019 – 2024 Rate Review Process, 
p. 27; OUR (2014), ‘Determination Notice Jamaica Public Service Company Limited Tariff Review for Period 
2014-2019’, p. 59. 
66 Thessaloniki Forum of Airport Charges Regulators (2016), ‘Regulators’ forum subgroup on consultation 
and cost of capital’, 
http://ec.europa.eu/transparency/regexpert/index.cfm?do=groupDetail.groupDetailDoc&id=29015&no=4, 
p. 30. 
67 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, pp. 26–28. 
68 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, pp. 25–26. 
69 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.2. 
70 MBJ Airports Limited (2019), ‘Response to JCAA Draft Determination’, 8 May, p. 14. 

http://ec.europa.eu/transparency/regexpert/index.cfm?do=groupDetail.groupDetailDoc&id=29015&no=4
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in today the future rate that will be used for a market transaction (in this 
case, the purchase of risk-free investment). 

• A number of other airport regulators use current spot yields (e.g. the 
Commission for Aviation Regulation in Ireland) or historical averages (e.g. 
Brussels Airport by the RSRT&BAO agency). MBJ also examined the 2014 
(still most recent) cases of London Heathrow and Gatwick airports, and 
noted that the final decision does not choose a particular methodology, but 
rather merely sets a rate. 

• It is not clear to MBJ why a forward rate would be used to compute the cost 
of equity. 

We continue to believe that it is more appropriate to estimate the risk-free rate 
by reference to the forward yield, as proposed in our draft determination. This 
is for the following reasons. 

• Conceptually, using a forward yield is appropriate because it takes into 
account current expectations about future interest rates—i.e. the spot rates 
that will be observed during QQ2. This is reflected in the reasoning of the 
Thessaloniki Forum of regulators, which notes that:  

the numerical value of the risk free rate should be reviewed taking into account 
the forward rate on the issuance of government bonds of the Member State in 
which the airport is located, if the government bonds of such a Member State 
are considered risk free […] depending on specific context or events, the 
estimate can also [be] base[d] on forecasts. When the regulatory period is 
annual, it is acceptable practice to base the yield of the bond on the spot rate. In 
the case of multiannual periods, an alternative approach could use implicit 
yields of the bond in order to reflect the uncertainty about future returns71 

• Relying on forward yields to inform the risk-free rate is also consistent with 
some regulatory precedent. For instance, PwC’s latest report for estimating 
the cost of capital for Heathrow in H7 considered forward yields in 
conjunction with spot yields.72 

• The rate put forward by MBJ reflects the spot rate prevailing in November 
2018, when interest rates on ten-year US Treasury bonds were near a five-
year high. Since then, interest rates have come down to levels more 
consistent with historical trends. Indeed, we note that our assessment was 
made as of 29 March 2019. The prevailing spot rate on that date was 
2.405%, which is 0.2 percentage points lower than the forward yield on the 
same date and about 0.6 percentage points lower than the rate put forward 
by MBJ. This is illustrated in the figure below. 

                                                
71 Thessaloniki Forum of Airport Charges Regulators (2016), ‘Recommendations for the Setting and the 
Estimation of the WACC of Airport Managing Bodies’, 
https://www.aviationreg.ie/_fileupload/ACD/Thessaloniki%20Forum%20WACC%20Dec%2016.pdf, p. 4. 
72 PwC (2019), ‘Estimating the cost of capital for H7 - Response to stakeholder views’, February, 
https://www.caa.co.uk/uploadedFiles/CAA/Content/Accordion/Standard_Content/Commercial/Airports/Files/P
wC%20-%20H7%20Initial%20WACC%20response%20document.pdf, p. 59. 

https://www.aviationreg.ie/_fileupload/ACD/Thessaloniki%20Forum%20WACC%20Dec%2016.pdf
https://www.caa.co.uk/uploadedFiles/CAA/Content/Accordion/Standard_Content/Commercial/Airports/Files/PwC%20-%20H7%20Initial%20WACC%20response%20document.pdf
https://www.caa.co.uk/uploadedFiles/CAA/Content/Accordion/Standard_Content/Commercial/Airports/Files/PwC%20-%20H7%20Initial%20WACC%20response%20document.pdf
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Figure 8.1 Comparison of the risk-free rates proposed by MBJ and 
JCAA 

 

Source: Bloomberg, Oxera analysis. 

8.4 Country risk premium 

MBJ initially proposed a country risk premium of 5.52% based on the following 
factors.73 

• Professor Damodaran estimated a country risk premium of 7.52% for 
Jamaica by analyzing the credit rating for Jamaica (B3, Moody’s) and the 
difference in credit default swaps for Jamaica and the US. 

• The average CRP calculated in OUR determinations over the past five 
years is 4.78% for the low end of 2018.74 

• The estimate of 5.52% lies within the possible range of CRP for Jamaica of 
3.10%75 to 7.52%, inferred from the two sources above.  

Further, MBJ proposed that the CRP be multiplied by the equity beta term, 
rather than being added directly to the cost of equity. 

In the draft determination, the JCAA disagreed with MBJ’s initial proposal, and 
suggested a country risk premium of 3.33%, based on the average difference 
on ten-year yields on Jamaican government bonds and ten-year yields on US 
government bonds, calculated over a five-year period.76 The JCAA highlighted 
that although the data suggested that the CRP for Jamaica had declined over 
the past five years, it was appropriate to take a longer-term view, as the 
stronger investor perspective on the Jamaican economy had appeared only 
relatively recently. Further, the JCAA proposed that the CRP be added directly 
to the cost of equity.77 

                                                
73 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, p. 30. 
74 The OUR’s final determination for electricity in 2019 estimated the range of possible values for the CRP to 
be between 3.10% and 4.20%. The average calculated as 4.78% uses the lower bound of the range. See 
OUR (2019), ‘Final Criteria Jamaica Public Service Company Limited 2019 – 2024 Rate Review Process, 
p. 27.  
75 Lower bound of the CRP estimated for Electricity 2019.  
76 Since August 2015. 
77 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.3. 
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In its response, MBJ accepted the JCAA’s revised estimate for the CRP. 
However, MBJ argued against the JCAA’s proposal to add the CRP directly to 
the cost of equity and continued to propose to multiply the CRP by the equity 
beta. MBJ provided the following reasons:78 

• multiplying the CRP figure by the beta estimate is the method used in the 
last review (QQ1); 

• it is the method used by Damodaran, an often-cited source of empirical 
information on CRPs; 

• under this approach, it is assumed that the country risk of a company is in 
proportion to the level of risk it faces in the market (i.e. the beta estimate); 

• there is no evidence that the method used by MBJ and its consultants is 
incorrect, and it is consistent with how the cost of capital was calculated in 
the last regulatory review (QQ1). 

We continue to consider that the CRP term is best applied by adding it directly 
to the cost of equity. This is due to the following reasons. 

• Conceptually, multiplying the CRP by the equity beta assumes that a 
company’s exposure to country risk is proportional to its exposure to all 
other market risk. A disadvantage of this method is that while betas 
measure overall exposure to macroeconomic risk, they may not be good 
measures of exposure to country risk. On the other hand, adding the CRP 
directly to the cost of equity assumes that all companies in a market are 
equally exposed to country risk. The disadvantage of this method is that it 
can be an oversimplification. 

• With respect to the logic above, we are of the view that, for an airport such 
as MBJ, it is not necessarily a straightforward assumption that the level of 
exposure to all macroeconomic factors is a good approximation for 
exposure to country risk. Indeed, since Montego Bay is considered to be 
mainly a tourist airport,79 we would expect the exposure to overall economic 
factors to be stronger than the exposure to country risk. For instance, if an 
economic crisis were localized in Jamaica, we would not necessarily expect 
this to lead to substantial traffic reductions at MBJ, as it would be unlikely to 
be a major factor taken into consideration by tourists travelling to Jamaica 
on holiday. On the other hand, we would expect that a general deterioration 
in economic conditions would lead to more substantial traffic reductions at 
MBJ. 

• Furthermore, recent trends in Jamaica’s regulatory precedents are also 
indicative that adding the CRP directly to the cost of equity (as proposed by 
the JCAA) is the appropriate methodology. In the past (i.e. for water in 
2015,80 telecoms in 2016,81 and electricity in 201482), the OUR applied the 
CRP by multiplying it by the equity beta (as proposed by MBJ). However, in 

                                                
78 MBJ Airports Limited (2019), ‘Response to JCAA Draft Determination’, 8 May, pp. 13–14. 
79 MBJ’s website describes the airport as follows: 
‘Sangster International Airport (MBJ) is the leading tourism gateway to the island of Jamaica. […] Sangster 
International Airport (MBJ) is ideally located on the northwest coast of the island – at the centre of the 
country’s main tourism region and close to a wide range of hotel and resort facilities. The airport is within 
easy driving distance of the cruise ports at Montego Bay and Ocho Rios as well as the popular tourist town 
of Negril.’ See http://www.mbjairport.com/about-mbj  
80 OUR (2015), ‘Revised Determination Notice Dynamic Environmental Management Limited - Water and 
Sewerage Rates’, p. 33. 
81 OUR (2016), ‘Estimate of the Weighted Average Cost of Capital for Telecommunications Carriers’, p. 20. 
82 OUR (2014), ‘Determination Notice Jamaica Public Service Company Limited Tariff Review for Period 
2014-2019’, section 5.3.4. 

http://www.mbjairport.com/about-mbj
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its most recent determination for electricity (2019–24),83 the OUR decided 
that the CRP should be added directly to the cost of equity. 

8.5 Equity risk premium 

MBJ initially proposed an equity risk premium of 5.5% based on historical 
premiums, implied premiums and regulatory precedent.84 

In our draft determination, we noted that, considering the additional evidence in 
relation to Heathrow Airport provided by NMIA, which suggests that the ERP 
could be as high as 6.5% to 6.6%, we preferred to adopt NMIA’s proposed 
estimate of 6%.85 

MBJ did not put forward a response to the ERP proposed by the JCAA. As 
such, we propose to implement an ERP of 6% during QQ2. 

8.6 Debt beta 

MBJ did not initially propose a debt beta figure.  

In the draft determination, the JCAA proposed to use a debt beta of 0.05 as it 
is plausible that MBJ’s debt contains an element of systematic risk. Since MBJ 
is not a public company and does not receive a direct credit rating from a credit 
rating agency, the JCAA proposed to estimate the debt beta from Moody’s 
assigned credit rating for GAP. In particular, we based our estimate of debt 
beta on a study from Schaefer and Strebulaev,86 which observes a debt beta of 
0.04 for companies with a credit rating of BBB.87 Given GAP’s credit rating of 
A3,88 we consider that MBJ should also be able to obtain a credit rating 
somewhere in the Baa region. As such, we estimated the debt beta for MBJ to 
be 0.05.89 

MBJ did not put forward a response to the debt beta proposed by the JCAA. As 
such, we propose to implement a debt beta of 0.05 during QQ2. 

8.7 Equity beta 

MBJ initially provided a list of asset betas from global airports, separated into 
mature and developing markets. Using this list, MBJ estimated an average 
asset beta of 0.67 overall, 0.53 in mature markets and 0.81 in developing 
markets. MBJ noted that the three Mexican airport groups, with an average 
asset beta of 0.86, are its closest comparators. MBJ concluded that the best 
asset betas to use to reflect the specific market risks faced by SIA are the 
average of the airports in developing markets and the three Mexican airport 
groups, providing a range of the asset beta from 0.81 to 0.86. This translated 
into an equity beta of 1.36 to 1.44 based on MBJ’s proposed gearing level.90 

In the draft determination, the JCAA welcomed the evidence provided in MBJ’s 
initial proposal, and suggested focusing on the asset beta that MBJ provided 
for all the airports in its sample, for the following reasons.91 

                                                
83 OUR (2019), ‘Final Criteria Jamaica Public Service Company Limited 2019 – 2024 Rate Review Process’, 
p. 28. 
84 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, pp. 28–29. 
85 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.4 
86 Schaefer, S.M. and Strebulaev, I.A. (2008), ‘Structural models of credit risk are useful: evidence from 
hedge ratios on corporate bonds’, Journal of Financial Economics, 90, pp. 1–19. 
87 Equivalent to Baa for Moody’s. 
88 This is the lowest ‘A’ grade category assigned by Moody’s. 
89 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.5. 
90 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, pp. 26–28. 
91 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.6. 
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• While beta is a company-specific parameter, we allowed a country risk 
premium to reflect the additional risk of investing in Jamaica, relative to the 
US. As such, the emerging markets position for airport equity betas adopted 
by MBJ is not necessarily appropriate. 

• It is not clear that the case was made by MBJ as to why beta risk is greater 
for Jamaican airports than for other airports. While Jamaica has an 
extensive VFR market that it caters for, which might increase the sensitivity 
of flights originating in Jamaica to Jamaican GDP, there are also opposing 
forces in terms of VFR flights originating in other markets. Moreover, while 
Jamaica competes as a destination for tourism with other Caribbean and 
Latin American destinations, this is likely to be a diversifiable risk. 

We levered the 0.67 asset beta using our gearing and debt beta assumptions 
to arrive at an equity beta of 1.29. 

MBJ did not argue against the asset and equity betas proposed by the JCAA. 
As such, we propose to implement an asset beta of 0.67 during QQ2, which 
will translate into an equity beta of 1.29. 

8.8 Tax rate 

MBJ initially proposed a tax rate of 25% based on the current level of 
corporation tax in Jamaica.92 

In the draft determination, the JCAA accepted MBJ’s initial proposal. As such, 
we propose to implement a tax rate of 25% during QQ2. 

8.9 Cost of debt 

In its business plan submission, MBJ noted that, as of December 2018, it had 
borrowings at a floating rate of . It also showed the ten-year historical trend 
for one-month US LIBOR and noted that there has been an increase in LIBOR 
since the last review from 0.16% to 2.33%. Further, MBJ pointed out that, as 
the cost of new debt is likely to be within the range of, or higher than, MBJ’s 
current debt, it has chosen to use the nominal cost of debt from QQ1, which 
ranges from 6.5% to 7.0%.93  

In the draft determination, the JCAA noted that the cost of debt from QQ1 was 
generous relative to MBJ’s current financing costs (which it states to be just 
over 5% nominal). However, at higher levels of gearing (being assumed by the 
JCAA), the cost of debt would be expected to rise, and as such we retained the 
nominal cost of debt from QQ1 of 6.5%.94 

MBJ did not respond to the cost of debt proposed by the JCAA. As such, we 
propose to implement a nominal cost of debt of 6.5% during QQ2. 

8.10 Conclusion 

The JCAA’s final determination on the WACC for QQ2, based on the above 
parameters, is provided in Table 8.2 below. 

                                                
92 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, p. 24. 
93 MBJ Airports Limited (2019), ‘Rate Review Submission’, 8 February, p. 31. 
94 JCAA (2019), ‘Draft Determination for SIA’, 9 April, Section 8.3.8. 
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Table 8.2 WACC final determination 

Parameter JCAA final 
determination 

for QQ2 

Sources of evidence 

Gearing 50% Assumed ‘notional’ gearing level 

Nominal risk-free rate 2.69% Forward rate on ten-year US government 
bonds, starting in the middle of QQ2 

Country risk premium 3.33% Difference between GOJ and US Treasury 
ten-year bond yields since the QQ1 
determination1 

Equity risk premium 6.00% Consistent with the NMIA business plan 

Debt beta 0.05 2008 study from Schaefer, S.M. and 
Strebulaev, I.A. and Baa/BBB credit ratings 

Equity beta 1.29 Data on asset betas from global airports, 
combined with our gearing assumption 

Nominal post-tax cost of equity 13.76% Calculated based on the above inputs 

Tax rate 25% Current Jamaican corporation tax rate 

Nominal pre-tax cost of equity 18.35% Derived from the post-tax cost of equity and 
the tax rate 

Nominal cost of debt 6.5% Projected cost of debt, adjusted for inflation 

Real pre-tax WACC 10.09% Assuming expected inflation of 2% 

Nominal pre-tax WACC 12.42% Calculated based on the above inputs. 

Note: 1 The yield data starts in August 2015, whereas the price control period started at the 
beginning of 2015. 

Source: JCAA estimates, based on the inputs detailed above. 

We note that the government has subsequently determined that the WACC for 
SIA should be 13.0%. As such, a WACC of 13.0% has been incorporated into 
the final charges for SIA set out in this document. 
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9 Service quality regulation  

This section sets out the historical service quality performance at SIA, MBJ’s 
proposed monitoring and reporting methodology for service quality for QQ2, 
and the JCAA’s final determination to ensure that service quality is of a 
sufficient standard throughout QQ2.  

9.1 Background  

Service quality at SIA has historically not been regulated by the JCAA. 
However, MBJ collects significant amounts of information about its 
performance via comment cards—passenger satisfaction questionnaires 
administered and analyzed by the airport on a periodic basis. Until 2015, it also 
participated in the ACI Airport Service Quality (ASQ) Program. Service quality 
performance is monitored by the AAJ, which ensures that MBJ complies with a 
set of performance standards. If MBJ’s performance falls significantly below 
the level established in the Concession Agreement, this could be considered 
as a material breach of contract. 

Figure 9.1 shows the level of overall satisfaction at the airport between 2010 
and 2018, and compares this with the minimum requirement (referred to as the 
quality service target (QST) average). This shows that overall satisfaction 
exceeded the target in each year, and that there has been an upward trend in 
satisfaction levels since 2015.  

Figure 9.1 Overall satisfaction score (2010–18): annual comment card 
comparison reports 

 

Note: The QST average is set for each indicator within a category. The average is then taken 
across indicators in the category to provide an average target for the category as a whole.  

Source: JCAA analysis.  

In addition to overall satisfaction, there are 13 other categories of indicators 
considered in the annual comment card reports—courtesy, speed, ease of 
connection, clarity & adequacy, food & beverage, shopping facilities, services, 
cleanliness, general comfort, car rental, hotel shuttle, taxi, and roadways & car 
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parks. Figure 9.2 shows the average scores for each indicator at SIA for 2010 
to 2018.  

The figure shows that performance in all categories has been improving since 
2010. However, six categories (food & beverage, shopping facilities, services, 
cleanliness, general comfort, and car rental) declined in 2018. 

Figure 9.2 Average indicator scores (2015–18): annual comment card 
comparison reports 

 

 
 

Note: Clarity & adequacy refers to baggage information and flight information displays.  

Source: JCAA analysis. 

Minimum targets are set individually for different indicators within each 
category. For seven of the categories (courtesy, speed, ease of connection, 
clarity & adequacy, food & beverage, cleanliness, and roadways & car parks), 
half or more than half of the indicators were above their minimum target in 
each year between 2010 and 2018.  

There has been an improvement in the remaining categories over the period 
with more of the indicators in each category meeting the target, with the 
exception of car rental, in which all indicators have consistently 
underperformed.  

Until 2015, MBJ also participated in the ACI ASQ program. From 2012 to 2015, 
SIA exceeded the target for overall satisfaction each year. However, MBJ has 
decided to no longer to participate in these surveys. 

9.2 MBJ’s service quality proposals 

MBJ did not provide a detailed proposal on service quality in its business plan. 
However, MBJ noted that service quality at SIA is monitored, and reported on, 
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by the AAJ. MBJ is required to comply with certain performance standards and 
maintain a minimum level of service.95  

MBJ currently uses a comment card system, which monitors performance on 
13 categories of indicators and compares them against a minimum target. It 
proposed to continue using this approach to service quality monitoring and 
suggested that the JCAA adopt the minimum service levels already in place.  

As set out in its Concession Agreement, MBJ is required to conduct baggage 
handling surveys quarterly, passenger satisfaction surveys biannually, and 
airline user and customer surveys annually. In the event that MBJ’s 
performance in any particular aspect of the surveys materially declines from 
the level indicated in the previous survey, MBJ must, if requested by the AAJ 
or the JCAA, submit a proposal regarding the reasonable steps that it intends 
to take to remedy the deterioration as soon as feasibly possible.  

9.3 The JCAA’s draft determination  

The Airports (Economic Regulation) Act specifies that we should carry out our 
functions in a manner that will ‘ensure that the airport is operated in 
accordance with performance standards and service levels consistent with best 
industry practice’.  

Several regulators, in the aviation sector and across sectors, have looked to 
implement service quality incentives in addition to, or as part of, price controls. 
Such incentives have been introduced for different objectives: shielding 
customers from unexpected failures in service; safeguarding current service 
levels; raising current service levels to, or above, those of competitors; and 
differentiating the service package provided by the airport from its competitors 
in terms of its scope or style.  

SIA has performed well over the last few years, exceeding the target for overall 
satisfaction in the last nine years, with increases in overall satisfaction in the 
last three years. However, in our draft determination we noted that there are a 
number of areas where SIA’s performance was below the minimum acceptable 
level and therefore there is room for improvement. SIA’s performance also 
declined across a number of indicators in 2018. 

SIA’s Concession Agreement already has a service quality regime set out with 
the potential for a breach of this agreement if there is a significant decline in 
performance. This scheme also covers a number of important indicators that 
influence the passenger experience. We therefore did not consider that 
introducing a formal service quality regulation scheme in addition to this would 
be proportionate.  

However, in addition to the scheme outlined in the Concession Agreement, we 
proposed that SIA should publish its service quality performance quarterly in 
the airport and on its website. This would lead to some level of further 
monitoring and oversight. We also stated that it was important that SIA 
continues to provide the JCAA with the results of the service quality surveys 
and monitoring, as stated in the Concession Agreement. 

While our proposals were therefore focused on increased publication and 
monitoring of performance, if there is significant failure in service quality, for 
example with respect to asset availability over QQ2, we noted that it may 
become appropriate for us to take more of an enforcement role. We also 

                                                
95 Based on response to the JCAA questions. 
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considered that, given the level of CAPEX that SIA is spending in QQ2, it may 
be reasonable to expect higher levels of service quality and service quality 
targets in the next review period (i.e. QQ3). 

9.4 Responses to the draft determination 

MBJ noted that it agreed to the terms that the JCAA proposed regarding 
quarterly publication of service quality levels. MBJ also pointed out the impact 
that the JCAA’s proposals in other areas (for example, operating costs and 
cost of capital) could have on overall passenger satisfaction at the airport.  

IATA also supported the proposals put forward in the JCAA’s draft 
determination. It suggested that the service quality information and additional 
performance categories could be included in a consultation document with a 
focus on collaboratively improving operations rather than on penalization. It 
also suggested that additional aspects affecting operations should be 
negotiated between the airport and the airlines, and be included in an SLA. 
This could be added either to the existing SLA or to a separate one between 
the airport and airline users.  

9.5 The JCAA’s final determination 

The JCAA confirms the proposals put forward in the draft determination. In line 
with the feedback from IATA, we also consider that it would be useful for the 
airlines and airports to form SLAs, including on aspects that affect operations 
and are not included in the existing service quality scheme. 

We do not consider that our final determination would lead to a reduction in 
service quality, and we have taken this into account in making our 
determination. 
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10 Final determination for the revenue yield cap  

In its business plan, MBJ calculated that the required yield for the first year of 
the QQ2 period (2020) would be $18.73 per passenger. This is an increase of 
$5.17 or 36% on the 2019 yield of $13.56. MBJ then suggested an increase in 
charges by an inflation rate of 2% per annum. 

In our draft determination, we made changes to a number of areas in MBJ’s 
business plan, which led to a change in the overall proposed revenue yield 
cap. Table 10.1 sets out the revenue yield cap from our draft determination.  

Table 10.1 MBJ vs JCAA draft determination revenue yield cap (US$) 

Year 2020 2021 2022 2023 2024 

MBJ proposal 18.73 19.10 19.49 19.88 20.27 

JCAA draft determination 8.95 10.19 11.04 11.56 11.54 

Source: MBJ business plan and JCAA draft determination. 

Subsequent to the draft determination, MBJ made changes in a number of 
areas and put forward alternative proposals. We have taken these into 
account, alongside the responses from other stakeholders, and have set out 
revised charges below compared to MBJ’s revised proposal. Overall, we have 
profiled charges such that the charge increases at 1% each year (i.e. CPI-1%, 
assuming inflation of approximately 2%) in QQ2.  

Table 10.2 JCAA final determination revenue yield cap (US$) 

Year 2020 2021 2022 2023 2024 

MBJ revised proposal* 16.48 16.77 17.11 17.53 17.89 

JCAA final 
determination 

15.71 15.89 16.09 16.28 16.47 

Note: *MBJ did not provide revised proposed charges as part of its response to the draft 
determination. However, it provided updated commercial revenue forecasts and agreed with a 
number of JCAA’s proposals on certain WACC parameters. We have taken these into account in 
calculating MBJ’s revised proposal, as well as including the return (but not depreciation) on 
CWIP from QQ1. 

Source: JCAA analysis. 

We note that about half of the total charge (and therefore the reduction in the 
charge) is due to the concession fee and therefore does not directly affect the 
revenue that the airport is allowed.  

We also note that this is a maximum cap. Within this cap, airports can choose 
how they set the structure of their charges, and can provide discounts to 
airlines.  

More detail on our final determination in the different areas is set out below. 

Traffic 

We have set a traffic forecast of 3.9% over the QQ2 period. This is lower than 
the growth experienced at the airport over QQ1 thus far, but is consistent with 
the traffic growth at the airport since the start of the Concession Agreement.  

CAPEX 

Following consultation between MBJ and airlines, there is broad support for the 
CAPEX schemes proposed as part of MBJ’s business plan. MBJ has also 
demonstrated the efficiency of these schemes. We have therefore accepted 
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MBJ’s submitted CAPEX proposals for QQ2. For the purposes of this review, 
we have allowed CAPEX in the Airport Master Plan to enter the RAB as it is 
incurred (i.e. we have allowed capital work in progress into the RAB). 

OPEX 

We do not consider that MBJ has submitted sufficient evidence to justify an 
overall increase in real unit OPEX across some areas of controllable 
expenditure. As such, we have fixed the elasticity of unit OPEX to passenger 
numbers to one over QQ2 for controllable items for which MBJ has not 
submitted sufficient evidence to justify an increase. We consider this to be a 
relatively conservative estimate of the efficiencies that might actually be 
achieved, as it allows for any efficiencies achieved through economies of scale 
to be recovered by MBJ as outperformance.  

Commercial revenue and till regime 

In line with MBJ’s original proposal, the charges will be based on a hybrid till 
with a sharing rate of 70%. This means that 70% of commercial revenue will be 
deducted from allowed revenue before setting charges, while the other 30% 
will not be used to reduce charges and will be retained by MBJ.  

We have forecast a growth in commercial revenue of 3.6% in real terms, which 
is still significantly below the growth experienced over the QQ1 period thus far.  

Regulated asset base 

We use MBJ’s proposed opening RAB for QQ2, with one adjustment of $4.1m 
for CAPEX overspend in QQ1. We have set MBJ’s RAB on a historical cost 
basis and as such have set a nominal WACC for MBJ.  

Depreciation is in line with the duration of the concession agreement. All 
depreciation is on a straight-line basis. 

We have introduced an additional capital expenditure mechanism for QQ2. 

Cost of capital 

We have calculated a nominal pre-tax WACC of 12.42% (real 10.09%). The 
government has determined that the WACC applied should be 13.0%, which is 
incorporated into the charges set out above. 

Service quality 

SIA’s Concession Agreement already has a service quality regime set out with 
the potential for a breach of this agreement if there is a significant decline in 
performance. This scheme also covers a number of important indicators that 
influence the passenger experience. We therefore do not consider that 
introducing a formal service quality regulation scheme in addition to this would 
be proportionate at this time. However, in addition to the scheme outlined in 
the Concession Agreement, we consider that SIA should publish its service 
quality performance quarterly in the airport and on its website. In line with 
encouraging more stakeholder engagement, we also consider that MBJ should 
form SLAs with airlines for elements that are considered important by all 
stakeholders, but which are not included in the current scheme.



 

 

 


