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House Bills 321 and 322: Background

House Bills 321 and 322 (companion bills to Senate Bills 266 and
264, respectively) were introduced by the Governor and would raise the
bonding limit for the International Airport system by $28 million to
$62,825,000 from $34,825,000, and would appropriate $28 million from
the International Airport Revenue Fund (l1ARF) to the Department of
Transportation and Public Facilities for code upgrades, remodeling,
expansion and equipping the domestic terminal in Anchorage. The
Senate bills have already been passed out of this committee and are 1in
the Senate Rules Committee.

Before considering these bills, it may be helpful to ok at some
of the components of the the International Airport System. The system
has one of the few dedicated funds in the state 1in the International
Airport Revenue Fund (IARF). Income for the IARF comes from a number
of sources including the net revenues for the international airport
system, appropriations from the legislature and federal airport aid
monies. Payments from the fund go toward the capital improvement
program for the system.

The system receives heavy traffic for an international airport
system of its size. Note that most of the international traffic moves
through the Anchorage facility. The nature of travel in Alaska, (i.e.
the great distances between population centers) and the state’s
location on global routes have contributed to this the larc® volume of
use. This has proven to be an attractive situation for carriers and
concessionaires choosing to locate and operate in the Alaska and

international travel trade.



Non-airline activitiesassociated with air travel (duty-free
shops* restaurants, bars, banking services) generate substantial
revenues that have enabled the Department of Transportation and Public
Facilities (DOT/PF) to operate the international airports with infre—
quent increases 1in user fees for air carriers and other users of the
system.Net revenues of up to $12.1 million annually, after debt
service on bonds were paidinto the IARF. It has been possible for
the airport system to undertake a capital improvement program support—
ed by the IARF. The International Airport Termine in Anchorage,
completed last year, was paid for in cash from the fund at a cost of
$25 mi 11 ion.

With such positive cash flows and revenues paid into the fund it
was not necessary to raise user fees or rates in the system. Rates
were held artificially 1low, presumably, to create an attractive
atmosphere for carriers and concessionaires to operate. Land and
building rates have not been increased since the late 1960°s and early
1970"s. It should be noted that inflation has more than doubled over
this period and rates and charges for services have not likewise been
increased by the system.

The purpose for these bills 1is to enable the International
Airport system to undertake necessary capital 1improvements over the
next six fiscal years. Improvements at the Anchorage facility will
include renovation and expansion of the domestic Seminal, narking
garage, roadway and utility construction and new emergency equipment
building for a total of $137,800,000. Capital improvements at
Fairbanks will include: runway extension and terminal building expan—

sion though fiscal year 1988 for a total of $38,892,000.



If present cash flaw patterns are maintained, the IARF will not
be able to fund these improvements totalling over $176 million, even
with the issuance of $28 million of revenue bonds. During 1981 and
1982, net revenues for the International Airport system after debt

service were $11.8 and $12.1 million, respectiv However, net
revenue is projected to decline to approximately $4 v.illion per year
due to increased operating costs and operation of new facilities.

Tod< :ie 1ARF contain®- approximately $25 million. IT the six
year CIP program 1is to be undertaken and completed by Fiscal year
1988, there will have to be significant increases 1in rates and fees
charged for facility usage. As demonstrated by the attached chart the
IARF will only be able to support the bond issue proposed in HB 322
leaving a significant portion of the six year program uncompleted
unless revenues are raised significantly.

Over the past several years the operators of the International
Airport system were unable to deliver bad news to lessees in the form
of rate increases. With State revenues declining and the demonstrated
ability of the IARF to provide for capital improvements, it is impera—
tive that user charges, which have remained nearly constant: over the

last twelve years, be increased to provide the necessary funds for

expansion so they do not need to come from the State General Fund.



1980
Revenues
Anchorage International Airport

Airfield Area
Main Terminal Area
International Terminal Area
Building and Grounds Area

19345032

fairbanks International Airport
Airfield Area
Terminal Area
Building and Grounds
V39849
Total Revenue 22384881
Expenses
Avichorage International Airport
Airfield Area
Main Terminal Area
International Terminal Area
Buiiding and Grounds Area
8553048

Fairbanks International Terminal
Airfield Area
Terminal Area
Building and Grounds Area
3928692
67200
12415340

Less: reimbursed expenses
Total Expenses

Nonoperating revenue (expenses) 2527129

Debt Service - existing bonds 1927000

Debt Service - propped bonds (i.6. HS322.)

Net Revenue 10569670

Net revenues after debt service

and 1.3 coverage 9991000

BASE CASE ASSUMPTIONS

Historical

1981 1982 1983

9877000

4990000

8659000

691000

21560232 23242000 24217000

2870000

905000

373000

3568579 3681000 4140000

25128811 26923000 28365000

7328000

4568000

2954000

606000

9127968 10C90200 15456000

3778000

2002000

315000

4348961 5138600 6095000
62400 43800

13414529 15095000 21551000
2610375 2957126

1928000 1930000 1945000

12396657 12)55126 4869000

11818000 12176000 4285000

1984

10102000
5365000
9786000

707000

25960000

2919000
1002C00
381000
4302000
30262000

7915000
4951000
3198000
658000
16722000

4081000
2172000

342000
6595000

23317000

1946000

4999000

4415000

1985

10450000
5805000
11079000
725000
28059000

3187000
1059000
390000
4636C00
32695000

8549000
5359000
3462000
713000
18083000

4409000
3342000

449000
8200000

26283000

2014000

4398000"

3793000

Projection
1986 1987
10828000 11146000
7321000 7877000
12518000 14323000
745000 765000
31322000 34111000
3250000 3549000
1240000 1447000
399000 410000
4889000 5406000
36211000 39517000
9228000 9979000
6405000 6933000
4144000 1-*83000
821000 889000
20608000 22284000
4763000 5146000
3685000 4004000
488000 529000
8936000 9679000
29544600 31963000
1940000 1944000
3188000 3866000
1539000 1744000
0 1000

1988

11454000
8646000
16062000
786000
36948000

3630000
1501000
420000
5551000
42499000

10781000
7505000
4850000

963000

24099000

5559000
4351000
575000
10445000

34584000"

2147000

3866000

1902000

98000



Chapter 7

ANALYSES OF FINANCIAL ALTERNATIVES

This chapter presents a review of airline rate-making approaches
that are then used to analyze the IARF. Eight separate analyses
are presented involving different assumptions with regard to
revenue development alternatives and airline rate-setting
approaches. A series of financial exhibits are included 1in

each analysis, beginning with the "base case"™ (the "do-nothing"”
alternative).

RATE-MAKING APPROACHES

There are two basic approaches to calculating airline rates and
charges followed at most U.S. airports tod":

. Compensatory

. Residual cost

Compensatory Approach

Under a compensatory rate-making approach, the airlines pay
rates and charges predicated on recovering the fully allocated
operating and capital costs of the facilities they use. The
calculation of rates and charges 1is based only on costs associ—

ated with airline areas. Rates charged to the airlines do not
recover costs of concession spac”™ or public areas such as ter—
minal lobbies, road systems, and parking improvements. Also,

the airlines do not receive any credit for concession revenues
generated at the airport nor do they 1in any way "guarantee" to
keep the airport financially self-sufficient.

The airport sponsor uses concession revenues and other non-—
airline revenue sources to pay for public areas of the terminal
facilities and all other airport costs not covered by the
airline rates and charges.

Under the compensatory approach, the relationship between the
sponsor and the tenants is an arm"s-length "tenant/landlord"”
relationship. The basic role of the airline sponsor is that of
an entrepreneur, with profit and retention of management control
as the motives for providing facilities and services.



The sponsor undertakes a proprietor™s risk in the operation

of the airport- the risk that concessions and other nonairline
revenue sources may not generate sufficient revenues to cover
all operating and debt J:rvice costs not covered by airline
fees and rates. The final responsibility for maintaining
financial solvency and debt coverage falls on the airport
sponsor, and on its ability to manage its lease and use agree—
ments with nonairline tenants and concessionaires 1in a way to
provide adequate cash flow to meet its financial obligations.

In the past, nonairline revenues at most airports using the
compensatory approach have exceeded the sponsor®s share of air—
port costs, and the sponsor has been able to generate surpluses
In recent years, however, costs of operation have grown Tfaster
than nonairline revenues. A significant number of sponsors
using the compensatory policy are seeing the margin between
airport revenues and airports costs narrowing. This trend is
expected to continue.

Residual Cost Approach

Under this approach (sometimes referred to as a "breakeven" or
"single cash register™ approach), rates and charges are estab—
lished to generate sufficient revenues from the airlines to
meet all the airport®"s needs- to keep the airport whole- after
first identifying airport costs and allowing credit for airport
revenues TfTrom sources other than airline rates and cnarges.

The residual cost approach 1is an outgrowth of a "public utility
concept of airport operation, where considerations of service
are primary and certainty of cost recovery is preferred to the
risk of loss, even though it precludes the possibility of
unlimited "profit."”

With a residual cost approach, all tenants and concessionaires
(including airlines) pay for all facilities dedicated to them,
and in addition, the airlines guarantee to underwrite any
airport expenses not otherwise covered. This approach results
in a cooperative relationship between the airport and the
airlines based on their mutual interest in service and cost
control.

The airlines®™ position as a "last resort” for revenue provides
assurance to the sponsor and the community that the airport can
be operated without tax support.

In addition to providing security to the community and the
sponsor that all costs will be recovered, a properly developed
residual cost airline agreement should provide the sponsor with
an additional cash flow (surplus) for its discretionary use.



The amount of the discretionary cash flow negotiated should be

adequate to cover foreseeable needs. In effect, the discretion—
ary funds provide a guaranteed surplus to the sponsor for the
further development of the airport. The entrepreneurial risk

in a compensatory agreement must be evaluated against this
"guaranteed surplus,”™ not against the level of income at which
revenues just barely cover expenses.

The residual cost approach is based on the philosophy that the
airport sponsor®s primary role is to provide adequate, convenient
public facilities and services paid for solely by airport users
with no exposure to taxpayers. Although "profit" 1is not a

goal, the residual cost approach can and usually does provide

a means to assure adequate discretionary income (over and above
direct cash costs) to meet foreseeable needs, providing manage —
ment with a degree of financial flexibility. The extent of
discretionary cash flow to be built in the rate base 1is an
important element of the negotiation. The residual cost
approach also provides added assurance to bond holders, in the
form of airline "guarantees," that dest will be serviced every
year.

In negotiating a residual cost agreement, the airlines usually
insist on provisions 1in the agreement to permit direct partici—
pation in major airport economic decisions; the airline/sponsor
relationship is similar to a financial partnership.

Under a compensatory approach, the rate-making process consists
of identifying all the costs that can reasonably be attributable
to the specific areas and facilities which the airlines use,

and developing rates and charges to assure recovery of those
costs. The negotiation with the airlines involves defining
those costs and determining the fair share to be allocated to
the carriers.

Cost Centers

Before establishing new airlini fees and charges, it will be
important to develop proper cost data upon which to base the
calculations.

The current budget components used by the State in the budgetary
process (which is designed primarily to match revenues and
expenditures against appropriations) do not provide appropriate
data for setting fees and charges.

In lieu of historical data with which to develop these data,
cost centers have been created for this report, with historical,
budget, and projected revenue, expenses, and debt services
allocated to them. This approach is helpful 1in performing



preliminary financial analyses; it is not an adequate substitute
for developing an appropriate cost accounting system. The
allocation procedures used 1in this report are simplified
approaches. A more detailed approach will be required before
races and charges can be implemented.

The cost centers assumed 1in this report are intended to cover
major areas of airport activity. For Anchorage International
Airport, the cost centers are:

. Airfield Area

. Main Terminal Area

2 International Terminal Area
d Building and Grounds Areas

For Fairbanks International Airport, the cost centers are:

9 Airfield Area
« Terminal Area
. Building and Grounds Areas

The Airfield Area at each airport includes the runways, taxiways,
aircraft aprons, airfield, navigation aids, and associated
revenues and expenses.

The terminal cost centers (Main Terminal Area and International
Terminal Area at Anchorage and the Terminal Area at Fairbanks
International Airport) include the terminal buildings, roadways,
automobile parking lots, and associated revenues and exp nses.

The Building and Grounds Areas includes the portion of the
Airport that includes general aviation, airline support, cargo,
and other areas leased to tenants.

FINANCT*L ANALYSES

The different financial analyses presented 1in this chapter are
as follows:

1. Base Case (do-nothing alternative)
2. Group I revenue development, alternatives
3. Group Il revenue development alternatives and

compensatory terminal building rentals



4. Group Il revenue development alternatives and
residual cost terminal building rentals

5. Group 11l revenue development alternatives and
compensatory terminal building rentals and landing
fees

6 - Group 11l revenue development alternatives, compen—

satory terminal building rentals, and residual cost
landing fees

7. Group 11l revenue development alternatives and
residual cost terminal building rentals and landing
fees

3. Group I1lIl revenue development alternatives, residual

cost terminal building rentals, and compensatory
landing fees

The related financial exhibits in the analyses are presented 1in
the following order:

Exhibit. Series DescriDt.ion
e A Air Traffic Forecasts
B Capital Improvement Program
C Project Financing
D Debt Service and Amortization
E Revenues and Expenses
F Airline Terminal Rentals
G Airline Landing Fees

Several exhibits are presented that are used in more than one
of the analyses. These exhibits are not repeated within each
analysis; however, the reader will be referred to a previous
exhibit where appropriate.



ASS CASE

e objective of the Base Case analysis 1is to determine to what
mxtent the DOT/PF may finance and construct the Capital Improve-
ant Program if current policies are continued without change.

he analysis was prepared assuming no change 1in current policies
ith regard to airport rates, fees, and charges.

;r Traffic Forecast

:xhibit A presents a summary of the air traffic forecasts
resented in Chapter 2. The air traffic forecasts remain
nchanged in each subsequent analysis presented in this chapter.

gpital Improvement Program

xhibits B-1 and B-2 present a summary of project costs for the
Lanned Capital Improvement Program (the "CIP") for Anchorage
na Fairbanks International Airports, respectively. Project
osts are allocated to airport cost centers based on the
expected benefit from the individual project. Certain projects
annot be allocated to specific cost centers and are allocated
.n an equal basis. The allocation of project costs to cost
enters will be used later in thi”® chapter in the setting of

airline fees and charges.

e summary of project costs presented in Exhibits B-1 and B-2
eamains unchanged in each of the analyses presented 1in this

;hapter.

Project Financing

Exhibit C presents a summary of project financing during the
projection period.

Principal sources of funds available to finance the projects
include bond proceeds of $33.6 million, grants-in-aid of

$16.4 million, net revenues from operations during the projec—
tion period totaling $17.5 million, net revenues from prior

year (FY 1982 or earlier) operations totaling $15.1 million,

and interest income on construction funds, reserve accounts,

and interest earned on funds required for the payment of
interest on the bonds (capitalized interest) totaling $8.9 mil—
lion. A one-time General Fund contribution of $9 million is
included in FY 1983. No interest income 1is anticipated fronm

this source.



:zes of funds available for CIP financing include payment of
roject costs $87.9 million, deposits to the Revenue Bond
and for capitalized interest totaling $7.4 million, a deposit
0 the reserve account of $3.9 million, and issuance expenses
scaling $1 million.

he 3ase Case analysis shows that sufficient revenues would not
a available to support the sale of revenue bonds 1in amounts
ufficient ro construct the full CIP. A shortfall in funds for
.onstructing the CIP would occur 1in FY 1985,

:ebt Service and Amortization

ebt service on existing and proposed bonds 1is presented 1in
tchibit E.

"avenues and Expenses

:xhibit E presents a summary of historical and projected reve—
nues, expenses, debt service on outstanding and proposed bonds,
*ac revenues, and net revenues remaining after debt service.

-ebt service on the proposed bonds 1is based on the sale of the
maximum amount of bonds that could be supported after the
payment of all other IARF expenses and obligations, including
iebt service and coverage on outstanding bonds. Under the
cabling legislation authorizing the issuance of IARF revenue
onds (Title 37, Chapter 15, Article 3 of Alaska Statutes),
IARF net revenues must be at least equal to 130°s of annual
revenue bond debt service.

Met revenues after payment of debt service are assumed to be a
.source of funds for CIP financing. Net revenues would include
r.he required coverage on the bonds.

Exhibits E-1 and E-2 present a summary of projected airport
revenues allocated to airport cost centers for Anchorage and
Fairbanks International Airports, respectively. The revenue
projections on these exhibits will change under the varying
assumptions contained in subsequent analyses.

Exhibits E-3 and E-4 present projected operating and maintenance
expenses as allocated to airport cost centers. The expense
projections were prepared under the assumption that the CIP
would be constructed according to schedule and that the full
amount of operating and maintenance expenses for the new facil—
ities would be required. Since the objective of each of the
analyses is to determine to what extent the CIP may be financed
and constructed, these exhibits ao not change in subsequent

analyses.



_rline Terminal Rentals

Mrline terminal rental rates would remain unchanged for this
.nalysis.

“iriine Landing Fees

.rrline landing fees would remain unchanged for this analysis.

Summary

The Base Case analysis, assuming that airline rates, fees, and
charges would remain unchanged during the projection period,
indicates that:

» The 1ARF c¢r 1Id finance no more than about $33.6 mil—
lion in rev nue bonds to support the projects
included in the CIP.

m Net revenues (after payment of expenses of debt
service) of about $17.5 million would also be
available to pay for project costs during the
projection period,

. Although all maintenance and operating expenses and
debt service obligations on outstanding revenue bonds
would be met throughout the projection period, the
CIP could not be constructed as planned. A shortfall
in capital funds would probably occur during FY 1985.

. About $87.9 million of the $165.3 million identified
in the CIP would be available for capital projects
during the projection period. However, the receipt
of these funds during the projection period would
not allow for the completion of the project as
planned.
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GROUP 1

As with the Base Case analysis, the objective of this analysis
is to determine to what extent the State may finance and construct
the Capital Improvement Program.

This analysis was prepared under the same general assumptions
as the Base Case analysis. However, the following revenue
development alternatives (as discussed in Chapter 3) are also
assumed to be implemented:

Duty free, gift shop, and news/books concession
payments to the State would be increased to 15% of
gross revenues when the existing agreements expire.

Rental car agreements would be modified to include

a portion of insurance sales and collision damage
waiver charges within the definition of gross revenues
subject to percentage payments.

. Leases with banks in the Anchorage and Fairbanks
terminals would be bid or negotiated and subject to
increased rental rates.

© Public parking rates would be adjusted by 15% every
two years commencing in FY 1984.

Air Traffic Forecasts

Exhibit A of the Base Case present? the air traffic forecasts
incorporated in each analysis.

Capital Improvement Program

Exhibits B-1 and B-2 in the Base Case present the summary of
the CIP.

Project Financing

Exhibit C presents a summary of the sources and uses of funds
for the capital projects.

The principal sources of funds available for the projects would
be (1) the proceeds of two issues of revenue bonds totaling
$52.1 million, (2) interest income of about $12 million, (3) net
revenues after debt service of about $20.7 million, and (4) the
General Fund contribution for Fairbanks projects totaling

$9 million.



Uses of the funds would include about $105.9 million for project
costs and about $19.1 million for costs and reserve account
requirements related to the bonds.

Debt Service and Amortization

Debt service on existing and proposed bonds are shown in

Exhibit E.

Revenue and Expense

Exhibit E summarizes historical and projected revenues, expenses,
debt service, net revenues, and net revenues after debt service
and coverage. The debt service on proposed bonds 1is based on
the sale of the maximum amount of bonds that could be supported

from 1ARF net revenues.

Revenue detail for each airport is shown 1in Exhibits E-1 and
&e

The expense projections are unchanged from the previous analysis
and are shown 1in Exhibits E-3 and E-4 in the Base Case.

Airline Terminal Rentals

/Airline terminal rental rates would .emain unchanged for this
analysis.

Airline Landing Fees

Airline landing fees would remain unchanged for this analysis.

Summary

The Group |1 analysis, which includes the implementation of
certain revenue development alternatives, 1indicates that:

. The 1ARF could finance no more than about $52.1 nmil—
lion in revenue bonds to support the CIP.

Net revenues after the payment of debt service of

about $20.7 million would also be available to
support the CIP.



The CIP could not be constructed as planned,
shortfall in funding would probably occur du
FY 1985.

About $105.9 million would be available duri
projection period for capital projects.



I-ROUP Il WITH COMPENSATORY TERMINAL BUILDING RENTALS

The Base Case and Group | analyses indicated the amount of funds
that could be financed to support the CIP under a given set of
revenue assumptions. The Group Il analyses indicate (1) whether
the full amount of revenue bonds necessary to complete the CIP
could be financed, and (2) the level of airline terminal build-—
ing rental rates that would result under these assumptions.

This analysis was prepared under the same revenue assumptions
as the Group 1 analysis. However, in addition to the revenue
develcpment. assumptions in Group I, the following revenue
development actions are assumed to be implemented:

0 Land rental rates for aviation tenants would be
increased from $0.06 to $0.08 per square foot per
year. Land rental rates for nonaviation tenants
would be increased from $.08 to $0.10 per square
foot per year. Because of staggered rental rate
adjustment provisions 1in various leases, the effect
of the rental rate increases is projected to occur
over a four-year period commencing in FY 1984.

. Terminal building rental rates would be adjusted
using a compensatory approach.

Air Traffic Forecasts

Exhibit A of the Base Case analy<is presents the air traffic
forecasts incorporated in each analysis.

Capital Improvement Progranm

Exhibits B-1 and B-2 in the Base Case analysis present the
summary of the CIP and the allocation of project costs to
airport cost centers used in this analysis.

Project Financing
Exhibit C presents a summary of the sources and uses of funds.

The principal sources of funds available to finance the CIP
would b (1) the proceeds of two issues of revenue bonds total —
ing approximately $103.7 million, (2) interest income of about
$22.6 million, (3) net revenues after debt service of about
$31.9 million, and (4) the L*neral Fund contribution for
Fairbanks projects totaling $9 million.



Uses of the funds would include about $159.6 million for project
costs and about $38.1 million for capitalized interest and

other costs and reserve account requirements related to the
bonds.

Debt Service and Amortization

Exhibit D-1 presents a sumir.5ry of historical and forecast debt
service expense Tfor outstanding issues of revenue bonds and
proposed bonds.

Debt service on the proposed bonds are allocated to airport
cost centers based on the proportionate percentage of project
costs allocated to each cost center, as shown in Table 12. The
percentage basis for debt service allocation remains unchanged
in each subsequent analysis.

Exhibit D-2 presents the detailed allocation of historical and
projected debt service to airport cost centers.

Exhibits D-3 and D-4 present a summary of capital projects at
Anchorage and Fairbanks International Airports that have been
constructed since FY 1977 and funded from IARF net revenues.
Project costs for certain projects have been identified by the
DOT/PF and allocated to airport cost centers. An amortization
payment has been calculated that would, allow for recovery of
this investment from users of the airports under various rate-
setting approaches. These costs are currently not included -
the calculation of rates and charges for the airports, bul
would be included under either of the rate-making apprs
presented in this report.

Revenue and Expense

Exhibit E r-ummarizes historical and projected revenues (in
ing airline terminal building rentals) expenses, debt servi
net revenues, and net revenues after debt service and coven
Honairline revenue detail 1is shown in Exhibit E-1 and E-2.

Expense projections are unchanged arid can be foun”l In
Exhibits E-3 and E-4 of the Base Case

Airline Terminal

Exhibits F-1",/~2° ?'"*3 present, projections of airline
rental » "es for ;uvM ora<3re -“ain terminal, the Anchorage

inte* t®™onal fcexm,:i.nali, and the Fairbanks terminal building.
NJpectively,



Table 12
DERIVATION OF PERCENTAGE BASIS FOR

ALLOCATION OF DE3T SERVICE ON PROPOSED BONDS
International Airports Financial Plan

Project costs
Cost center (thousands of dollars) Percentaae

Anchorage International

Airfield Area $ 28,550 16.1%
Main Terminal Area 97,150 55.0
International Terminal

Area 650 0.4
3uilding and Grounds

,-irea 11,450 6.5

Fairbanks International

Airfield Area 23,703 13.4
Terminal Area 14,551 8.2
Building and Grounds

Area 638 0.4

Total $176,692 100 .0%



The total terminal building requirement includes operating and
maintenance expenses, allocated debt service on existing and
proposed bonds, and amortization payments for existing facili—
ties constructed by the State.

This amount 1is divided by the total area of the terminal build
ing to derive the average airline rental rate per square foot,
that would be required under a compensatory approach.

Airline Landing Fees

Ail line landing fee would remain unchanged for this analysis.

Summary

The Group Il analysis, based on the revenue development assump-—
tions and airline rental ratas calculated using a compensatory
approach outlined previously, indicates that:

0 The 1ARF could not finance the full amount of revenue
bonds required to construct the CIP.

. Net revenues (after expenses and debt service) of
approximately $31.9 million would be available to
support the CIP.

. A shortfall in funding the CIP would probably occur
in FY 1988. However, most of the program could be
constructed.

. Terminal building rental rates would increase in
FY 1984. The amount of revenue produced by the
compensatory approach in this analysis would not
be sufficient to support the CIP.



GROUP Il WITH RESIDUAL COST TERMINAL 3UILDING RENTALS

The Base Case and Group | analyses indicated the amount of funds
that could be financed to support the CIP under a given set of
assumptions. The Group Il analyses and Group IIl analyses that
follow indicate (1) whether the full amount of revenue bonds
necessary to complete the CIP could be financed, and (2) the
level of airline terminal building rental rates that would
result under these assumptions.

This analysis was prepared under the same revenue development
assumptions as the previous Group Il analysis regarding land
rental rates. However, terminal building rental rates were
calculated using a residual cost approach.

Air Traffic Forecasts

Exhibit A of the Base Case analysis presents the air traffic
forecasts in each analysis.

Capital Improvement Program

A summary of the CIP and allocation of project costs to cost
centers 1is shown in Exhibits B-1 and B-2 1in the Base Case
analysis.

Project Financing
Exhibit C presents a summary of the f urces and uses of funds.

The principal sources of funds would be (1) the proceeds of two
issues of revenue bonds totaling approximately $86.9 million,
(2) interest income of about $21.0 million, (3) net revenues
after debt service of about $48.8 million, and (4) the General
Fund contribution of $9 million.

Use of the funds would include approximately $165.3 million for
project costs (the Tfull amount projected to be spent during the
projection period) and about $32.0 million for costs and reserve
account requirements related to the bonds.

Debt Service and Amortization

Exhibit D-1 summarizes the allocation of debt service on exist—
ing and proposed bonds using the allocation basis developed 1in
the previous (Group Il - compensatory) analysis. The amount of
debt service allocated to each of the terminal building cost
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centers will be used in the subsequent calculation of terminal
building rental rates. The amount of proposed debt service 1is
based on an assumed sale of two issues of revenue bonds totaling
336.9 million.

Exhibits D-3 and D-4 1in the previous analysis (Group Il -
compensatory terminal building rental rates) shows the amount

of funds expended by the State for airport capital projects.
These costs have been allocated to cost centers and amortization
payments determined. The amortization payments are included in
rental rate calculations for each terminal building.

mlevenue and Expense

Exhibit E summarizes historical and projected revenue and
expense, debt service on existing and proposed bonds, net
revenues, and net revenues after debt service and coverage.

Exhibits E-1 and E-2 detail nonairline revenues for each airport
by cost center.

Exhibit E-3 and E-4 in the Base Case analysis present expense
projections which are unchanged in each of the analyses presented
in this report.

Airline Terminal Rentals

Exhibits F-1, F-2, and F-3 present projections of airline
terminal building rentals for the Anchorage main terminal, the
Anchorage international terminal, and the Fairbanks terminal
building, respectively.

Unlike the compensatory rate calculation, which include expenses,
debt service and amortization only, the residual approach
considers terminal building revenues, with the difference

between revenues and expenses becoming the total airline require—
ment. The requirement 1is then calculated on a square foot

basis. Credits are based on either the total revenue produced

by each concession, or the rental equivalent based on payment

of the same rate per square foot to be paid by airline tenants,
whichever 1is less.

Airline Landing Fees

Airline landing fees would remain unchanged for this analysis.



=T .marv

.2 Group 1l analysis, based on the revenue development assump-
.ons outlined previously and a residual cost approach to
.iculating terminal building rental rates, indi :ates that:

a The 1ARF could finance the full amount of revenue
bonds required to construct the CIP. Net revenues
would be sufficient to meet the debt service and

coverage requirements on the full amount of bonds
required to construct the CIP.

. Net revenues (after expenses and debt service) of
approximately $48.8 would be available for capital
projects.

a Although a funding shortfall of about $0.1 million
would occur 1in FY 1988, the amount 1is considered to
be minor when compared to the net revenues produced
under this approach. The net revenue available at

the end of FY 1988 of approximately 7~11.3 million
would offset this shortfall.

9 Terminal building rental rates would increase.



GROUP 11l WITH COMPENSATORY TERMINAL BUILDING RENTALS
AND LANDING FEES

As with the previous (Group 1Il1) analyses, the purpose of this
analysis 1is to determine (1) whether the full amount of revenue
bonds necessary to complete the CIP could be financed; and

2 the level of airline terminal building rental rates and
landing fees that would result under theseassumptions.

This analysis was prepared under the same assumptions regarding
nonairline revenue development as the Group Il analysis; in
addition, the following revenue development alternatives are
assumed to be implemented;

. Land rental rates charged to aviation tenants would
be increased to market levels, comparable to the
rental rates charged for land in the vicinity of the
International Airports. For purposes of this analysis,
land rental rates for aviation tenants at Anchorage
International Airport are assumed to increase from 6C
to 16C per square foot per year, and land rental
rates for nonaviation tenants are assumed to increase
from 3C to 20<? per square foot per year. At Fairbanks
International Airport, land rental rates are assumed
to increase from 6C to 16C per square foot per year
for aviation tenants, and from 8C to 200 per square
foot per yea... for nonaviation tenants. The effect of
the rental rate increases 1is projected to occur over
a four-vear period commencing in FY 1984.

. Terminal building rental rates would be adjusted
using a compensatory approach.

. Airline landing fees would be adjusted using a
compensatory approach.
Air Traffic Forecasts
Exhibit A of the Base Case analysis presents the air traffic
forecasts incorporated in each analysis in this chapter.
Capital Improvement Progranm
Exhibits B-1 and B-2 in the Base Case analysis present the

summary of the CIP and the allocation of project costs to cost
centers.



Project Financing

Exhibit C presents a summary of the sources and uses of funds.
The principal sources of funds available to finance the CIP
would be (1) the proceeds of two issues of revenue bonds total—
ing approximately $86.9 million, (2) interest income of about
$20.7 million, (3) net revenues after debt service of about
349.7 million, and (4) the General Fund contribution for Fair-—
banks projects, totaling $9 million.

Uses of the Tfunds would include approximately $165.3 million
for project costs, and about $32 million for cost and reserve
account requirements related to the three issues of revenue
bonds.

Debt Service

Exhibit D-1 summarizes the allocation of debt service on exist—
ing and proposed bonds based on the percentages developed 1in
the Group Il - compensatory analysis.

Exhibit D-2 in the Group Il - compensatory analysis summarizes
the allocation of historical debt service, and Exhibits D-3 and
D-4 present the derivation of amortization payments for assets
constructed from 1ARF net revenues. These three exhibits
remain unchanged from the earlier analysis and are not repeated
here.

Revenue and Expense

Exhibit E summarizes historical and projected revenues from a.U
sources, expenses, debt service, net revenues, and net revenues
after debt service and coverage. Debt service on the proposed
bonds is calculated as the full amount of bonds required to
construct the CIP.

Exhibits E-1 and E-2 show the projection of nonairline revenue
for Anchorage and Fairbanks International Airports, respectively.

The expense projections may be fo'. ~d on Exhibits E-3 and E-4 of
the Base Case analysis.

Airline Terminal Rentals

Exhibits F-1, F-2, and F-3 present projections of airline
terminal building rental rates using the compensatory approach.



Airline Landing Fees

Exhibits G-1 and G-2 present the calculation of airline landing
fees using the compensatory approach for Anchorage and Fairbanks
International Airports, respectively. Exhibit G-3 presents the
results of calculating a common landing fee for both airports.

Each exhibit calculates the airline landing fee requirement,
after deducting credits for airline fuel flowage fees and
nonairline revenue from the total Airfield Area expenses.
Airfield Area expenses include allocated maintenance and oper —
ating <penses, amortization payments on existing facilities,
and deb service on existing and future revenue bonds.

Summary

The Group 11l analysis, based on the revenue development assu/"p
tions outlined above and the airline terminal building rental

rates and landing foes calculated on a compensatory approach,
indicates that:

9 The 1ARF could finance the full amount of revenue
bonds to be 1issued to construct the projects in
the CIP

» Net revenues (after expenses and debt service) of

approximately $49.7 million would also be available
to support the CIP

9 Airline terminal building rental rates and landing
fees would reed to be adjusted each year beginning
in FY 1984 and annually thereafter

. About $0.4 million would be available for future

capital projects at the end of the projection
period



GROUP 11l WITH COMPENSATORY TERMINAL BUILDING RENTALS
AND RESIDUAL COST LANDING FEES

As with the previous analysis, the purpose of this analysis is
to determine (1) whether the full amount of revenue bonds
necessary to complete the CIP could be financed, and (2) the
level of airline terminal building rental rates and landing
fees that would result under these assumptions.

This analysis was prepared under the same assimptions regarding
nonairline revenue development as the previous Group Il analysis.
In addition, the following approaches are assiiied:

. Terminal building rental rates would be adjusted
using a compensatory approach.

. Airline landing fees would be adjusted using a
residual approach.

Air Traffic Forecasts

Exhibit A of the Base Case analysis presents the air traffic
forecasts for each analysis 1in this chapter.

Capital Improvement Program

Exhibits B-1 and B-2 in the Base Case analysis present the
summary of the CI? and the allocation of project costs to cost
centers.

Project Financing

Exhibit C presents a summary of the sources and uses of funds.
The principal sources of funds available to finance the CIP
would be (1) the proceeds of two issues of revenue bonds total —
ing approximately $86.9 million, (2) interest income of about
$21.5 million, (3) net revenues after debt service of about
$64.7 million, and (4) the General Fund contribution for
Fairbanks projects, totaling $9 million.

Uses of the funds would include approximately $165.3 million
for project costs and about $32.0 million for cost and reserve
account requirements related to the two issues of revenue
bonds.



Debt Service

Exhibit D-1 in the Group I1lIl - compensatory analysis summarizes
the allocation of debt service on existing and proposed bonds
based on the percentages developed in the Base Case analysis.

Exhibit D-2 in the Group Il - compensatory analysis summarizes
the allocation of historical debt service; Exhibits D-3 and D-4
present the derivation of amortization payments for assets
constructed from IARF net revenues. These three exhibits
remain unchanged and are not repeated here.

Revenue and Expense

Exhibit E summarizes historical and projected revenues from all
sources, expenses, debt service, net revenues, and net revenues
after debt service and coverage.

Exhibits E-I and E-2 in the .Group Ill - compensatory analysis
show the projection of nonairline revenue for Anchorage and
Fairbanks International Airports, respectively.

The expense projections are shown 1in Exhibits E-3 and E-4 of
the Base Case analysis.

Airline Terminal Rentals

Exhibits F-1, F-2, and F-3 in the Group IIl - compensatory
analysis present projections of airline terminal building
rental rates using the compensatory approach. The procedures
used and the results of the calculations are the same. These
three exhibits are not repeated here.

Airline Landing Fees

Exhibits G-.1 and G-2 present the calculation of airline landing
fees using the residual cost approach for Anchorage and Fairbanks
International Airports, respectively. Exhibit G-3 presents the
results of calculating a common landing fee for both airports.

The residual cost landing fee calculations determine the amount
required to meet total obligations after considering all avail—
able revenues.



The Group
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Il analysis, based on the revenue development assump—

tions outlined above, and with airline terminal building rental

rates and
indicates

landing fees calculated on a residual approach,
that:

The 1ARF could finance the Tfull amount of revenue
bonds to be issued to construct the projects in
the CIP

Net revenues (after expenses and debt service) of
approximately $64.7 million would also be available
to support the CIP

Airline terminal building rental rates and landing
fees would need to be adjusted each year beginning
in FY 1984 and annually thereafter

About $16.3 million would be available for future
capital projects at the end of the projection period
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GROUP Il WITH RESIDUAL COST TERMINAL BUILDING RENTALS
AND LANDING FEEC

This analysis was prepared under the same assumptions regarding
nonairline revenue development as the Group I1ll analysis,
except that terminal lilding rental rates and airline landing
fees would be adjuster using a residual cost approach.

As with each of the Group Il and Group 11l analyses, the purpose
of this analysis 1is to determine (1) whether the full amount of
revp-ue bonds necessary to complete the CIP could be financed,
arc. (2) the level of airline terminal building rental rates and
landing fees that would result under these assumptions.

Air Traffic Forecasts

Exhibit A of the Base Case analysis presents the air traffic
forecasts incorporated in each analysis 1in this chapter.

Capital Improvement Progranm

Exhibits 3-1 and B-2 in the Base Case analysis present the
summary of the CIP and the allocation of project costs to cost
centers.

Project Financing

Exhibit C presents a summary of the sources and uses of funds.
The principal sources of funds available to finance the CIP
would be (1) the proceeds of two issues of revenue bonds total—
ing approximately $86.9 million, (2) interest income of about
$21.4 million, (3) net revenues after debt service of about
$62.7 million, and (4) the General Fund contribution for
Fairbanks projects, totaling $9 million.

Uses of the funds would include approximately $165.3 million
for project costs and about $32 million for cost and reserve
account requirements related to the three issues of revenue
bonds.

Debt Service

Exhibit D-1 in the Group I1ll - compensatory analysis summarizes
the allocation of debt service on existing and proposed bonds
based on the percentages developed in the Group Il - compensatory

analysis.



Exhibit D-2 in the Group Il - compensatory analysis summarizes
the allocation of historical debt service; Exhibits 3-3 and D-4

in the Group Il - compensatory analysis present the derivation
of amortization payments for assets constructed from IARF net
revenues. These three exhibits are not repeated here.

Revenue and Expense

Exhibit E summarizes historical and projected revenues from all
sou* "es, expenses, debt service, net revenues, and net revenues
after debt service and coverage.

Exhibits E-I and E-2 in the Group IlIl - compensatory analysis
show the projection of nonairline revenue for Anchorage and
Fairbanks International Airports, respectively.

The expense projections are shown 1in Exhibits E-3 and E-4 of
the Base Case analysis.

Airline Terminal Rentals

Exhibits F-I, F-2, and F-3 in the Group Il - residual analysis
present projections of airline terminal building rental rates
using the residual approach. The procedures used and the
results of the calculations are identical 1in thi.i analysis.
These three exhibits remain unchanged and are not repeated
here.

Airline Landing Fees

Exhibits G-I and G-2 present the calculation of airline landing
fees using the residual cost approach for Anchorage and Fairbanks
International Airports, respectively. Exhibit G-3 presents the
results of calculating a common landing fee for both airports.

Each exhibit calculates the total airline landing fee require—
ment, after deductii.g credits for airline fuel flowage fees
and nonairline revenae from the total Airfield Area expenses.
Airfield Area expenses include allocated maintenance and oper—
ating expenses, amortization payments on existing facilities,
and debt service on existing and future revenue bonds.



Summary

The Group 11l analysis, based on the revenue development assump®
tions outlined above, and with airline terminal building rental
rates calculated using a residua".l cost approach and landing
fees calculated using a compensatory approach, indicates that:

. The I1ARF could finance the full amount of revenue
bonds to be issued to construct the projects 1in
the CIP

. Net revenues (after expenses and debt service) of

approximately $62.7 million would also be available
to support the CIP

® Airline terminal building rental rates and landing
fees would need to be adjusted each year beginning
in FY 1984 and annually thereafter

. About $14.2 million would be available for future
capital projects at the end of FY 1988.



GROUP 11l WITH RESIDUAL COST TERMINAL BUILDING RENTALS
AND COMPENSATORY LANDING FEES

This analysis was prepared under the same assumptions regarding
nonairline revenue development as the previous Group I1I
analysis, except that:

0 Terminal building rental rates wouldbe adjusted
using a residual cost approach.

. Airline landing fees would be adjusted using a
compensatory approach.

As with each of the Group Il and Group 111l analyses, the purposi
of this analysis is to determine (1) whether the full-amount of
revenue bonds necessary to complete the CIP could be financed,
and (2) the level of airline terminal building rental rates and
landing fees that would result under these assumptions.

Air Traffic Forecasts

Exhibit A of the Base Case analysis presents the air traffic
forecasts incorporated in each analysis in this chapter.

Project Corts

Exhibits B-1 and B-2 in the Base Case analysis present the
summary of the CIP and the allocation of project costs to cost
centers.

Project Financing

Exhibit C presents a summary of the sources and uses of funds.
The principal sources of funds available to finance the CIP
would be (1) the proceeds of two issues of revenue bonds total
ing approximately $86.9 million, (2) interest income of about
$21.8 million, (3) net revenues after debt service of about
$67 million, and (4) the General Fund contribution for
Fairbanks projects, totaling $9 million.

Uses of the Tfunds would include approximately $165.3 million
for project costs, and about $32 million for cost and reserve
account requirements related to the three 1issues of revenue
bonds.



Debt Service

Exhibit D-1 in the Group 11l - compensatory analysis summarizes
the allocation of debt service on existing and proposed bonds
based on the percentages developed in the Base Case analysis.

Exhibit D-2 in the Group 1l - compensatory analysis summarizes
the allocation of historical debt service; Exhibits D-3 and D-4
present the derivation of amortization payments for assets
constructed from IARF net revenues. These three exhibits are
not repeated here.

Revenue and Expense

Exhibit E summarizes historical and projected revenues from all
sources, expenses, debt service, net revenues, and net revenues
after debt service and coverage.

Exhibits B-1 and E-2 in the Group 11l - compensatory analysis
show the projection of nonairline revenue for Anchorage and
Fairbanks International Airports, respectively.

The expense projections are shown 1in Exhibits E-3 and E-4 of
the Base Case analysis.

Airline Terminal Rentals

Exhibits F-1, F-2, and F-3 in the Group Il - residual cost
analysis present projections of airline terminal building

rental rates using the residual cost approach. The procedures
used and che results of the calculations are 1identical 1in this
analysis. These three exhibits are not repeated here.

Airline Landing Fees

Exhibits G-1 and G-2 present the calculation of airline landing
fees using the compensatory approach for Ancnorage and Fairbanks
International Airports, respectively.- Exhibit G-3 presents the
results of calculating a common landing fee for both airports.



Summary

The Group 111 analysis, based on the revenue development assump—
tions outlined above, and with airline terminal building rental

rates and landing fees calculated on a compensatory approach,
indicates that:

0 The I1ARF could finance the full amount of revenue
bonds to be 1issued to construct the projects in the
CIP

0 Net revenues (after expenses anddebt service) of

approximately $67 million

would also be available
to support the CIP

a Airline terminal building rental rates and landing

fees would need to be adjusted each year beginning
in FY 1984 and annually thereafter

Approximately $18.9 million would be available for
future capital projects at the end of FY 1988
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