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C S  F O R  S E N A T E  B IL L  N O . 12 5 (T R A )

IN T H E  L E G IS L A T U R E  OF T H E  S T A T E  OF A L A S K A

T W E N T IE T H  L E G IS L A T U R E  - F IR S T  SE SS IO N

BY THE SENATE TRANSPORTATION COM M ITTEE

Offered:
R eferred:

Sponsor(s): SENATOR WARD

A B IL L  

F O R  AN A C T  E N T IT L E D  

"A n  A ct relating to the extension o f contracts fo r  the sale and delivery o f in-

bond m erchandise at international a irp o rt s ."

B E  I T  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F T H E  S T A T E  O F  A L A S K A :

*  Section  1 .  A S  02.15 .0 91 i s  amended by adding a new subsection to read:

(g) Notwithstanding the other provisions o f this section and the provisions o f 

the contract being extended, the department may extend a contract for the sale and 

delivery o f in-bond merchandise at an international airport i f  the contractor agrees and 

i f  the department determines that the extension w ill maintain or improve the

competitive position o f the airport in the marketplace and that during the extension the

contractor w ill increase its sales revenue or maintain its sa les revenue at the same 

level, i f  acceptable to the department. When determining whether the contractor w ill 

increase or maintain its sales revenue during an extension, the department shall 

consider

( 1)  the amount o f sales made during the current term o f the contract;

C S S B  1 2 5 ( T R A )-1-
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1  (2) whether the merchandise is  competitively priced;

2 (3) whether customer service levels are high;

3 (4) whether the contractor offers a wide selection o f products made in

4 the state and prestigious international brands o f merchandise; and

5 (5) the level o f  the contractor’ s  ongoing and planned capital

6 investments to improve the appearance, atmosphere, and layout o f  the sa les facility .

I WORK DRAFT WORK DRAFT 0-LS0633\E
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D A T E : April 14 , 1997

T O : Senator Bert Sharp, Co-Chair 

Senator Drue Pearce, Co-Chair 

Senate Finance Committee

F R O M : Senator Jerry Ward

RE: R E Q U E S T  FO R  H E A R IN G

Please consider th is request to hear C S S B  125 (T R A ): Airport Duty Free C o ncession s at your 

earliest convenience in the Senate Finance Committee.

Senate B ill 125 i s  designed to provide the Department o f  Transportation with the flex ib ility  to 

extend the term o f  the duty free concession at the Anchorage International Airport, i f  deemed in 

the best interest o f  the state to do so.

I appreciate your consideration o f  my request. I  have attached a sponsor statement and some 

backup information for your committee packets. Please let my staff person, Lydia Jon e s, know 

i f  we can provide any additional information.

D H H H D n i
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Junou.AKVVMH.IM: 
Plume <wm

71* W 4ihAve„ Sic 450 
Anihunifc.AKW50i:iJ3 

Phone<«JII7> 25M-HIM3 
Fax m i )  :5H.ox:u

SPONSOR STATEMENT 
SB 125 — A irp o r t D uty  F ree  Concessions 

by S en a to r J e r ry  W a rd

143 Main Sirecl Loop 
Kenai. AK 99611 

Phone <y<>7) 2X3-7W6 
Fax mi) 2X3*3075

Senate Bill 125 — "An Act relating to the extension o f contracts for the sale and 
delivery o f in-bond merchandise at international airports."

SB 125 is a rather simple and straight forward bill designed to give DOT/PF the 
flexibility , should it be deemed to be in the state's interest, to extend the term  o f 
the duty free concession at the Anchorage International A irport. This legislation 
does not require nor mandate DOT/PF to take any action whatsoever; rather, it 
sim ply provides the tools and flexibility that may be necessary to maintain or 
im prove the competitive position o f  the airport in the marketplace.

Anchorage International Airport's duty free/general m erchandise concession at one 
tim e generated revenues in excess o f $100 m illion and fees to the state 
approaching $19 m illion annually. Unfortunately, because o f  the opening o f  Soviet 
a ir space and a new generation o f long-haul je ts , the market has drastically 
declined and w ith it the revenues and subsequent fees to the state.

N ow , for the good news. The incumbent concessionaire, a group o f A laskans 
known as the David Green Group, have almost doubled revenues in their first year 
and are equally optim istic in their second year o f  operations.



A nchoraue In ternational A irno it Duty F rce/G cncral M erchandise Concession

Background:
Tlic duty free/general merchandise concession (DF/GM concession) at lltc North Tcnninal o f Anchorage 

International A irport (AIA) is operaied by the David Green Group. J. V. (DGG) until its agreement 

termination in July 2000. DGG is requesting that the Stale grant an term extension of 40 months to 

facilitate the expansion and improvement of the retail spaces.

The AIA DF/GM concession at one lime produced one o f the world’s highest revenue per passenger 

airport operations resulting in an extremely valuable State asset that generated significant revenues for the 

airport and its operators. In 1988. transit passengers totaled 1.5 million passengers and concession retail 

sales exceeded S100 million per year with fees paid to the State approaching S 19 million annually. 

However, with the opening of Soviet air space and a new generation of long-haul jets com ing on-line the 

market drastically declined by 75% in the number of transit passengers with annual sales plummeting to a 

low ofS 7 million and concessions fees to $1 million (See attached Charts A through C for passenger 

traffic, airport concession fees and gross revenue itistory).

DFS Ltd.. the w orld 's largest duty free operator and incumbent AIA concessionaire, did not even submit a 

bid to the State to retain the concession that it operated for 25 years. It was deemed to have eroded in the 

value !o the point o f not worth the effort. In fact. DOTPF had to pul the bid proposal out for a fourth time 

before it even got any interested bidders. At that point, the successful bidder was the David Green Group 

(DGG).

The DGG was awarded the concession for a term o f five years beginning on August I. 1995. During .heir 

first year of operation they increased sales by 50% to over S10 m illion with expectations that there will be 

an  additional 50% sales growth in the second year. This has been die result o f local management control, 

a focused marketing strategy, hard work, passenger growth and appropriate investment. The recent 

increases in international transit passengers present a narrow window o f opportunity to revitalize the 

standing o f the DF/GM concession. The increase enhances the credibility of the DF/GM concession 

opportunity, so that it is once again to viably market the facility to high-end merchandise suppliers. M any 

o f these suppliers expect the surrounding company o f other prestige brands. World class brands such as 

Hermes. Cartier, Coach and Christian Dior have expressed renewed interest in Anchorage, but only if  a 

high-end retail environment is created.

1



Because of (he highly competitive nature o f tlic duty free business globally and the changes occurring in 

the Asian. European and North American economic market, airports and concessionaires arc making 

significant investments to attract retail sales growth. Consequently, if AIA is to maintain their position in 

the marketplace or to expect any growth it is essential that the necessary invcstmcnt(s) be made to insure a 

competitive presence. DGG believes that additional investment in the infrastructure of their concession 

would yield a significant increase in retail sales and fees to AIA. However, not enough time remains 

under the current concession agreement to adequately am ortize the investment.

The State directs the airport and its AIA Revenue Fund to be self-sustaining to maximize revenue 

opportunities where feasible, as is the case with most airports in the w'orld. There is a limit on the am ount 

airports can derive through increased landing fees before discouraging air carriers using their facilities. 

Increasing compet.lion between airlines has meant that airports have turned to retailing as an alternative 

source of revenue. A London Financial Times study staled, "the portion of income derived from landing 

fees fell from 27% in 1983 to 25% in 1993. This reflects pressures from both airlines and regulatory 

bodies to keep these charges low." In the ease of AIA. the Slate fees derived from the DF/GM concession 

sales enhances the attractiveness of the international terminal, better serves the traveling public and 

enables the State to mitigate other operational costs currently borne by the air carriers. While DGG 

certainly intends to work aggressively to enhance llie duty-free concession to the extent economically 

prudent under the existing agreement, the regrettable reality is that it is not commercially feasible for 

DGG to undertake the necessary proposed scope of investments under the current contract term.

Odier Airport Duty Free Concessions:
AIA competes with selected major Asian and North American airports for the discretionary spending o f  

both transit and destination travelers. This international competition for the sale of duty-free/general 

merchandise has entered a new era of competition, particularly in these airports across the Pacific Rirn 

(See Chart D from trade press. Datamonitor). Other existing airports, such as. Los Angeles. New York 

and Vancouver are also investing capital to improve their passenger facilities. The retail opportunities 

available to the international travelers are thus being continually elevated. Progressive leasing authorities 

recognize that to remain competitive they must work w ith their concessionaire(s) to viably compete for 

discretionary travel retail sales. For example, at JFK in New York, a group o f four major international 

airlines, i.e., Korean Air, JAL, Lufthansa and Air France, are constructing a world class terminal facility 

by 1998 to complement the high standard level of passenger service expected o f them. This competing 

facility will contain over 17,000 square feet o f retail space, as compared to A IA ’s current 8,000 sq. ft. o f  

retail space. This is a significant increase o f their existing retail areas and improves their competitiveness 

for a ir travelers spending on this major route transiting Anchorage.

•y
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Examples of Asian airport investments arc noted in Chart D (attached) through the year 2000 for new or 

improved airport operating and retail facilities. The new Click Lap Kok Airport opening in MM? will 

dramatically increase retail shopping space by 15.000 sq. ft. over the current congested facility in Hong 

Kong. Many of these airports are direct competitors to AIA and its international merchandise concession.

M ajor international airports in the U.S.. such as. Scn-Tac. Portland and Las Vegas work with their 

concessionaires to grant them term extensions when substantial invcstme .j  and efforts arc made to 

improve merchandise facilities. The airports recognize the necessity to compete for customer spending in 

order to receive additional fees from cooperative concession agTcccmcnts as this to operate and upgrade 

their facilities for expected future growth.

Legislative Need:
Conversations with the A IA 's staff demonstrate a recognition o f the competitive nature of the retail 

business and a belief that additional invcstmcnt(s) would yield greater financial and competitive returns. 

However, they feel that they need the broadened authority under existing statutes to extend the term o f the 

agreement for the benefit of the airport.

The introduction of the proposed amendment would allow the State and DOTPF to extend the term of the 

duty free concession agreement for -10 months if deemed to be in the best interest of the State and 

designed to improve A IA 's competitive position in the marketplace. Absent this amendment. AIA would 

be constrained from having the flexibility to react to the already changing competitive environment.

Giving DOTPF this flexibility both enhances the value o f the concession and the State asset by generating 

additional fees to AIA. lowers operating costs and rates which would attract further new international air 

carriers to this airport.
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It is  estimated that spending on airport infrastructure in A sia  w ill amount to 
S75bn by the end of the century, with the new airports in Hong Kong, Seoul 
and Kuala Lumpur accounting for half o f this, and China for a further SlObn. 
Development is  also taking place in the developed countries o f  the region: in 
1995. the new Osaka/Kansai airport was opened in Japan. The region’ s major 
airport investment programmes for the rest o f the decade are shown in Table
4.4. Beyond this, perhaps another S50bn of investment w ill needed in the 
period 2000-10.

Table 4.4- Investments in m a j o r  Asian airports, 1995-2000

A irport C ountry Opening Investm ent
date Sm

Hong Kong Chek Lap Kok Hong Kong 1997 21.000
Kansai Japan 1995 15,000
Seoul Kimo International South Korea 1997 13.000
Kuala Lumpur Malaysia 1998 7.500
Bangkok Thailand 2000 3,200
Shanghai China 1999 2,800
Kobe Japan 1998 2,800
Guangzhou China 1997 1,760
Narita Japan 2002 1.360
Macao Macao 1995 913
Taipei Taiwan 1996 700
Ho Chi Minh Vietnam 2000 558
Beij ng China 2002 500
Manila Philippines 2003 484
Singapore Singapore 1996 300

Source: trade press, Datamonitor

There is  also evidence that growth is  not only occurring in these large regional 
airports, but is  also spreading to a host o f secondary c it ie s such  as Kota 
Kinabalu (Malaysia) and Cebu (Philippines). T h is  growth i s  being driven by 
tourism and government programmes to reduce congestion in the largest c itie s 
and spread the benefits o f industrialisation to other parts o f the country. The  
key countries experiencing this growth are China, India, Indonesia, M alaysia, 
the P h ilipp ines, South Korea, Taiwan and Thailand. A  third phase o f 
development w ill occur later in Cambodia, Laos, M ongolia and Vietnam.

C h i n a ' s  a i r p o r t s

T h is  section focuses on China, one o f the key growth areas on the continent. 
Not only is  China a rapidly expanding air travel market, it has a huge airport 
expansion programme and ha* been a major destination for foreign retailers 
over recent years. Over the 25-year period to 19 9 3 , the growth in  air 
passengers in China averaged 2 1%  per annum to reach 53m  passengers.

C h a r t  "D"
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Senator Wilkins’ questions and answers:

1) What is the revenue to the state from sale and delivery of in-bond merchandise?
A n s w e r :  F e e s  p a i d  t o  t h e  a i r p o r t  f r o m  t h i s  c o n c e s s i o n  a r e  t h e  g r e a t e r  o f  t h e  

m o n t h l y  m i n i m u m  g u a r a n t e e  c u r r e n t l y  a t  $ 1 4 2 , 0 5 8  o r  a  p e r c e n t a g e  o f  s a l e s  

v o l u m e  i n  i n c r e a s i n g  l e v e l s  s t a r t i n g  a t  1 2 %  u p  t o  $ 2  m i l l i o n  t o  1 9 %  o v e r  $ 2 4  

m i l l i o n  i n  sales. A t  p r e s e n t  D a v i d  G r e e n  G r o u p  is p a y i n g  a t  t h e  1 6 %  o f  s a l e s  

level. I n  y e a r  o n e  o f  t h e  c o n t r a c t  D a v i d  G r e e n  G r o u p  p a i d  t o  t h e  s t a t e  $ 1 . 4 8  

m i l l i o n  i n  r e v e n u e s  a n d  is p r o j e c t i n g  t o  p a y  t h e  s t a t e  $ 2 . 2 5  m i l l i o n  f o r  y e a r  2.

2) What is the customer service history of David Green Group?
A n s w e r :  D a v i d  G r e e n  G r o u p  h a s  b u i l t  its r e p u t a t i o n  o n  p r o v i d i n g  q u a l i t y  

s e r v i c e s  t o  its c u s t o m e r s  w i t h :  u )  b i l i n g u a l  s p e a k i n g  s t a f f  f o r  K o r e a n ,  C h i n e s e  

a n d  J a p a n e s e  c u s t o m e r s ,  b )  s t o c k i n g  p r e s t i g e  b r a n d s  a n d  A l a s k a n  p r o d u c t s , c )  

v a l u e  p r i c e d  m e r c h a n d i s e ,  d )  a c c e p t a n c e  o f  a l l  m a j o r  c r e d i t  c a r d s , e) a c c e p t a n c e  

o f  m a j o r  f o r e i g n  c u r r e n c i e s , / )  a i r l i n e  c r e w  m e m b e r  d i s c o u n t s ,  g )  s t a f f  t r a i n i n g  

i n  s e l l i n g  t e c h n i q u e s  a n d  p r o d u c t  k n o w l e d g e

3) What are tbe lease payments compared to other concessions at the airport?
A n s w e r :  T h e  d u t y  f r e e / g e n e r a l  m e r c h a n d i s e  c o n c e s s i o n  is t h e  n u m b e r  o n e  

c o n t r i b u t o r  o f  c o n c e s s i o n  f e e s  t o  t h e  a i r p o r t  B y  c o m p a r i s o n ,  t h e  n e x t  h i g h e s t  

c o n t r a c t o r s ,  H o s t  M a r r i o t t  a n d  W H  S m i t h  p a i d  $ 8 0 4 , 0 0 0  a n d  $ 7 9 3 , 0 0 0  

r e s p e c t i v e l y  i n  1 9 9 5 / 9 6 .

4) Has there been any other expression of interest in the duty free/gcncra! 
merchandise concession?

A n s w e r :  A s  s t a t e d  p r e v i o u s l y ,  t h e  a i r p o r t  p u t  t h i s  c o n t r a c t  t o  b i d  f o u r  t i m e s  

b e f o r e  g e t t i n g  a n y  i n t e r e s t e d  a n d  q u a l i f i e d  b i d d e r s .  O n  t h e  f o u r t h  t i m e  t h r e e  

c o m p a n i e s  b i d  O n e  b i d  w a s  f r o m  a  G e r m a n  j o i n t  v e n t u r e  ( s e c o n d  h i g h e s t  

b i d d e r ) ,  H o s t  M a r r i o t t  ( s u b n t i t t e d  m i n i m u m  b i d )  a n d  t h e  D a v i d  G r e e n  G r o u p .  

T h e  i n c u m b e n t  o p e r a t o r ,  D F S  G r o u p ,  d i d  n o t  b i d  d u e  t o  d e c l i n i n g  traffic.
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fojto© of tho Secretary o f Transportation
, 1
),| (j) A n y  consideration given by the 
-sponsor. w h e n  practical, to »trim ruring 
uoutrftctiny procedures so aa to cncour- 
!li!ro and facilitate D B E  participation, 
j f a r *xample, a sponsor m a y  consider 
.iciing competitive m e a n s  to w a r d  a 
[joncession that would othorwisc bo re- 
• negotiated without competition.
; (4) JX appropriate, a n  explanation w h y  
' Dio nature of a particular concession 
V y.ukee D B E  participation through a 

juOIm j o , loint venture, partnership, or 
other arrangement no t  economically 
feasible.
(b) T h e  F A A  regional cdvil rights ofQ- 

cer approves a plan w h i c h  doe* not con­
tain any overall goals of at least 10 per­
cent if ha Or she determines that based 

the information submitted by the

§23.107
termini]

on
sponsor under paragraph (a) of this sec­
tion a n d  any athor available informa­
tion:
(1) T h e  sponsor Is m a i d  n r  all appro­

priate efforts to increase D B E  partici­
pation la its coxowseiona to a level of 10 
percent: and

(2) Despite the sponsor's efforts, the 
goals submitted b y  the sponsor rep­
resent the reasonable expectation for 
D B S  participation, given the availabil­

ity of DBE's.

} 23.103 Obligation* of cooeeenfonaircs 
a n d  competitors.

(a; Sponsors m a y  impose requiru- 
.jicnco on competitors for concession 
agreements as a m o o n s  of achieving thr 
D B E  goals or a  portion of die goals es­
tablished under paragraph (a) of 523.91 
of U U o  jubpart, provided that the D B E  , 
participation specified in the solicita­
tion or other rccuoot is on eligible ar­
rangement. as defined, in this subpart.

tb) Nothing in this mibpart shall re­
quire any sponsor to modify or abro­
gate a n  existing concession agreement 

(one executed prior to th* date the 
sponsor become subject to this cubport) 
during Its term. W i e n  options to renew 
suob agreement* arc exercised or w h e n  
a material a m e n d m e n t  la m o d e  to the 
agreement, the sponsor •hell asxnis tha 
potential for D B E  participation an d  in­
clude any opportunities in the goals es- 
-.abiiRhed under paragraph (a) of 523.96.

523.105 Privstely-owncd 
buildings.

(a) Awards of cvnoepuon ngn-omenta 
that are m o d e  by p r i m e  owners of ter­
minal buildings are covered by this 
subpart. Airport sponsors subject to 
chiB subpart shall lovy th* Applicable 
requirements on tho terminal owner 
through the agreement with the owner 
or b y  other moans, except that certifi­
cation shall. Lu the oo*4 of primary air­
ports, be performed by the airport 
sponsor. T h e  sponsor shall ensure that 
the terminal owner complies with 
those reqoii-Bmcnto.
(b) If tho terminal building Is at a 

primary airport, the sponsor shall ob­
tain from the terminal owner the over­
all goals and other «l*monts of the 
D B S  concession plan required under 
J23J5. This information shall be incor­
porated into the concession plan and 
goals established by th« sponsor and. 
submitted to the F A A  in accordance 
with this subpart.
(0) If the terminal building is at a  

commercial ssrvioo airpnrc (except pri­
mary], general aviation, or rollevsr air­
port, the sponsor shall ensure that the 
owner compiles with the requlramanta 
in paragraph (c) of 523 23.

5 23.107 Prohibition on long-term, ex- 
elusive concession agreements.

(a) Except u  provided in paragraph 
(b> of this section, app^ora shall not 
enter Into long-term, exclusive agreo-

'menaigiiiSl5siAUoa aigaacssqfeng-
For purposes of this eer.tion, a long- 
tcrm agreement is one having a t e r m  
I n  ( iss it iiT b i nv* years, uuiaaxines "for 
' determining whether 'an agreement 1* 
exclusive, «  uacd ia this section, have 
been included in the FAA's " D 3 B  P r o­
g r a m  Development Kit for Airport 
Orant-in-Aid Recipients." This publica­
tion can be obtodnvd from a n y  F A A  R e­
gional Civil Rights Officer or from the 
F A A  Office of Civil Right*. 300 Inde­
pendence Avenue. SW.. Washington. D C  
20691, Attention. ACR-4.
(b) A  Ion ,- term, exclusive a g r e e m e n t 

.1st nerrnlttr.il under this subpart. pro-. 

jidtd that:
(1) SDooifU local ■Hrcumstaqcea exist 

that m a k e  uy I m portant to enter GUCh

f, .
V
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(2) The responsible FAA regional 
civil rights officer anra-oves of a. nl&n 
for eirniTng adcimnte DBS participa­
tion throaghout the term of =ne agree­
ment.

(c; Approval of tha plan referenced la 
paragraph (bX2) of this section relieve* 
the sponsor of the need to obutin an e x­
e m p t i o n  under Ch* procedures of 
J 23.41(0 and tho Notice of Policy (45 FR 
45281, July 3, 1380). Tho Notice of Pol­
icy can oe obtained from tho FAA Of­
fice of Civil Righto at the address given 
in paragraph (a) of this section.

Mi fln n n v m  •mhmft thn f o x ­
ing information wiUi tha pun rof-

of this sec-
'T T dS T  .

(1) A  description of the special lccal 
circumstance* that warrant a  loser 
term, exclusive agreement, e .g ., a re­
quirement to m a k e  certain capital i m­
provements to a  leasehold facility.

(2) A  copy of tho draft and final lo o s ­
in g  and mbleasing or other agree­
ments. T h e  long-term, exclusive agree­
m e n t  shall provide that:
(J) O u» or m o r e  D B S ’s will partici­

pate throughout the term of the agree­
m e n t  a n d  account for at least 10 per­
cent of the annual estimated gross re- 
col pea

(11) T h e  extent of D B S  participation 
will bo reviewed prior to the exercise of 
9ach renewal option to consider wh e t h­
er an Lucre*** la warranted. d a  some 
inatanoe*. a decrease m a y  be war­
ranted.)
(ill) A  D B E  that i s  unable to perform 

oacceoeftdly will be replaced b y  a n­
other D B E ,  if the remaining term of 
the agreement m a k e s  this feasible- 
, (3) Assurances that the D B E  partici­

pation will l>o in aa acceptable form, 
such as a sublease, joint venture, or 
partnership.

(4) D o c u m e n t s  need by the sponsor In 
certifying tho D D E ’*.
(5) A description of the type of busi­

ness or basin eases to be operated, loca­
tion. storage a nd delivery Ep&oe, 
"baoir-of tho-hoaca facilities” such a* 
kitchens, w i n d o w  display space, adver­
tising space, and other amenities that 
will increase tha DBE'6 chance to sue- 
obod.
(5) Information o n  the investment re­

quired on the part of tho D B S  an d  any 
unusual m a n a g e m e n t  or financial ar-

49 O r R  SufcfiHe A  <10-1-96 Edition)

rangements between tho prime conces­
sionaire and D B E .

(7) Information on tha estimated 
(T c ee r e c e ip ts  a n d  nc-t proQ C  Co bo 
earned by the D B S .

42X109 Compliance procedures.
In oho ovont of noncompllancs with 

this subpart by a sponsor, the F A A  A d­
ministrator m a y  take a n y  action pro­
vided for in section 513 of tho Airport
a n d  A i r w a y  Improverson t Aot of 19S2, 
as amended.

423.111 Effect on 4 2X43(dX 
Except for commltmcnta mado pr.ar 

to Issuance of this subpart as a condi­
tion of receiving on exemption from 
423.43(dXl), which prohibits certain
long-term, e x c lu s i v e  agreementt. th e  
provisions of §23.«3<d) shall not apply 
to an y  airport. Its lessees, conces­
sionaires. or other organisations. If th* 
airport oponoor !* co vm rod  b y  th* re­
quirements in this sabpwrt. Leasing 
roofs established in accordance with 
|23-43(dX2) and approved b y  tho F A A  
prior to tho •fTsotiv* dat* o f  t h i*  snb- 
part shall terminate as sec forth below;
(a) For primary airports, u pon F A A  

approval of a  D B S  concession plan re­
quired under (2XS2(b).
(b) For no n  primary airports, at the 

conclusion of tho period to which the 
leasing goal applies.

A P F B i O D C A
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It is  estimated that spending on airport infrastructure in A sia  w ill amount to 
$75bn by the end of the century', with the new airports in Hong Kong, Seoul 
and Kuala Lumpur accounting for half o f this, and China for a further SlObn. 
Development is  also taking place in the developed countries o f the region: in 
1995, the new Osaka/Kansai airport was opened in Japan. The region’ s major 
airport investment programmes for the rest o f the decade are shown in Table
4.4. Beyond this, perhaps another S50bn of investment w ill needed in the 
period 2000-10.

Table 4.4: Investments in m a j o r  Asian airports. 1995-2000

A irport C ountry Opening Investm ent
date $m

Hong Kong Chek Lap Kok Hong Kong 1997 21,000
Kansai Japan 1995 15,000
Seoul Kimo International South Korea 1997 13.000
Kuala Lumpur Malaysia 1998 7,500
Bangkok Thailand 2000 3,200
Shanghai China 1999 2.800
Kobe Japan 1998 2,800
Guangzhou China 1997 1,760
Narita Japan 2002 1,360
Macao Macao 1995 913
Taipei Taiwan 1996 700
Ho Chi Minh Vietnam 2000 558
Beijing China 2002 500
Manila Philippines 2003 484
Singapore Singapore 1996 300

Source: trade press, Datamonitor

There i s  also evidence that growth is  not only occurring in these large regional 
airports, but is  also spreading to a host o f secondary c it ie s such as Kota 
Kinabalu (Malaysia) and Cebu (Philippines). T h is  growth is  being driven by 
tourism and government programmes to reduce congestion in  the largest c itie s 
and spread the benefits o f industrialisation to other parts o f the country'. The 
key countries experiencing th is growth are China, India, Indonesia, M alaysia, 
the P hilipp ines, South Korea, Taiwan and Tha iland . A  third phase o f  
development w ill occur later in Cambodia, Laos, M ongolia and Vietnam.

C h i n a ’s  a i r p o r t s

T h is  section focuses on China, one o f the key growth areas on the continent. 
Not only i s  China a rapidly expanding air travel market, it has a huge airport 
expansion programme and has been a major destination for foreign retailers 
over recent years. Over the 25-year period to 19 9 3 , the growth in air 
passengers in China averaged 2 1%  per annum to reach 53m  passengers.

C h a r t  "D"



SPONSOR STATEMENT 
SB 125 — A irp o r t D u ty  F re e  Concessions 

by S en a to r J e r r y  W a rd

Senate B ill 125 -  "An Act relating to the extension o f contracts for the sale and 
delivery o f  in-bond merchandise at international airports."

SB 125 is a rather simple and straight forward bill designed to give DOT/PF the 
flexib ility , should it be deemed to be in the state's interest, to extend the term o f 
the duty free concession at the Anchorage International A irport. This legislation 
does not require nor m andate DOT/PF to take any action whatsoever; rather, it 
simply provides the tools and flexibility that m ay be necessary to maintain or 
improve the competitive position o f the airport in the marketplace.

A nchorage International A irport's duty free/general m erchandise concession at one 
tim e generated revenues in excess o f $100 m illion and fees to the state 
approaching $19 m illion annually. Unfortunately, because o f the opening o f Soviet 
air space and a new  generation o f long-haul je ts , the market has drastically 
declined and w ith it the revenues and subsequent fees to the state.

Now , fo r the good news. The incumbent concessionaire, a group o f A laskans 
known as the David Green Group, have alm ost doubled revenues in their first year 
and are equally optim istic in their second year o f  operations.

R ather than taking you through the specifics m yself, two representatives o f the 
David G reen Group are here and with the Comm ittee's indulgence, I would like for 
them to com e to the table and give us a b rie f historical review  o f this concession; 
their current operations and plans; and their position in the global m arketplace and 
why they feel that this legislation is necessary.
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A nchorage In ternational A irport Duty F ree/G eneral M erchandise Concession 

Background:
The duly free/general merchandise concession (DF/GM concession) at the North Terminal o f Anchorage 

International Airport (AIA) is operated by the David Green Group, J.V. (DGG) until its agreement 

termination in July 2000. DGG is requesting that the Stale grant an term extension o f 40 months to 

facilitate the expansion and improvement o f the retail spaces.

The AIA DF/GM concession at one lime produced one of the w orld 's highest revenue per passenger 

airport operations resulting in an extremely valuable State asset that generated significant revenues for the 

airport and its operators. In 1088. transit passengers totaled 1.5 million passengers and concession retail 

sales exceeded $100 million per year with fees paid to the State approaching $10 million annually. 

However, with the opening o f Soviet air space and a new generation of long-haul jets coming on-line the 

market drastically declined by 75% in the number o f transit passengers with annual sales plummeting to a 

low o f $7 million and concessions fees to $ 1 million (See attached Charts A through C for passenger 

traffic, airport concession fees and gross revenue history ).

DFS Ltd.. the w orld 's largest duty free operator and incumbent AIA concessionaire, did not even submit a 

bid to the State to retain the concession that it operated for 25 years. It was deemed to have eroded in the 

value to the point o f not worth the clTort. In fact. DOTPF had to put the bid proposal out for a fourth lime 

before it even got any interested bidders. At that point, the successful bidder was the David Green Group 

(DGG).

The DGG was awarded the concession for a term o f five years beginning on August 1. 1995. During their 

first year of operation they increased sales by 50% to over $10 million with expectations that there will be 

an additional 50% sales growth in the second year. This has been the result of local management control, 

a focused marketing strategy, hard work, passenger growth and appropriate investment. The recent 

increases in international transit passengers present a narrow window of opportunity to rcvitali/c the 

standing o f the DF/GM concession. The increase enhances the credibility o f the DF/GM concession 

opportunity, so that it is once again to viably market the facility to high-end merchandise suppliers. Many 

of these suppliers expect the surrounding company o f other prestige brands. World class brands such as 

Hermes. Cartier. Coach and Christian Dior have expressed renewed interest in Anchorage, but only ifa  

high-end retail environment is created.



Because of llic highly competitive nature o f the duty free business globally and the changes occurring in 

the Asian, European and North American economic market, airports and concessionaires arc making 

significant investments to attract retail sales growth. Consequently, if AIA is to maintain their position in 

the marketplace or to expect any growth it is essential that the necessary invcstmcnt(s) be made to insure a 

competitive presence. DGG believes that additional investment in the infrastructure o f their concession 

would yield a significant increase in retail sales and fees to AIA. However, not enough time remains 

under the current concession agreement to adequately amortize the investment.

The Stale directs tl.^ airpcrl and its AIA Revenue Fund to be self-sustaining to maximize revenue 

opportunities where fc, siblc. as is the ease with most airports in the world. There is a limit on the amount 

airports can derive through increased landing fees before discouraging air carriers using their facilities. 

Increasing competition between airlines has meant that airports have turned to retailing as an alternative 

source of revenue. A London Financial Times study stated, "the portion of income derived from landing 

fees fell from 27% in 1983 to 25% in 1993. This reflects pressures from both airlines and regulatory 

bodies to keep these charges low.” In the ease o f AIA. the State fees derived from the DF/GM concession 

sales enhances the attractiveness o f the international terminal, better serves the traveling public and 

enables the State to mitigate other operational costs currently borne by the air carriers. While DGG 

certainly intends to work aggressively to enhance the duty-free concession to the extent economically 

prudent under the existing agreement, the regrettable reality is that it is not commercially feasible for 

DGG to undertake the necessary proposed scope of investments under the current contract term.

Other Airport Duty Free Concessions:
AIA competes with selected major Asian and North American airports for the discretionary spending of 

both transit and destination travelers. This international competition for the sale o f duty-free/general 

merchandise has entered a new era of competition, particularly in these airports across the Pacific Rim 

(See Chart D from trade press. Datamonitor). Other existing airports, such as. Los Angeles. New York 

and Vancouver arc also investing capital to improve their passenger facilities. The retail opportunities 

available to the international travelers arc thus being continually elevated. Progressive leasing authorities 

recognize that to remain competitive they must work with (heir conccssionairc(s) to viably compete for 

discretionary travel retail sales. For example, at JFK in New York, a group of four major international 

airlines, i.e.. Korean Air, JAL. Lufthansa and Air France, arc constructing a world class terminal facility 

by 1998 to complement the high standard lev el of passenger sen  ice expected of them. This competing 

facility will contain over 17.000 square feet o f retail space, as compared to A IA 's current 8.000 sq. ft. of 

retail space. This is a significant increase of their existing retail areas and improves their competitiveness 

for air travelers spending on this major route transiting Anchorage.

2



Examples o f Asian airport investments arc noted in Chart D (attached) through tltcycar 2000 for new or 

improved airport operating and retail facilities. The new Click Lap Kok Airport opening in 1997 will 

dramatically increase retail shopping space by 15,000 sq. ft. over the current congested facility in Hong 

Kong. Many o f these airports arc direct competitors to AIA and its international merchandise concession.

M ajor international airports in the U.S., such as. Sca-Tac. Portland and Las Vegas work with their 

concessionaires to grant them term extensions when substantial investments and efforts arc made to 

improve merchandise facilities. The airports rccogni/.c the necessity to compete for customer spending in 

order to receive additional fees from cooperative concession agrcccmcnts as this to operate and upgrade 

their facilities for expected future grow th.

Legislative Need:
Conversations with the AIA’s staff demonstrate a recognition o f the competitive nature o f the retail 

business and a belief that additional invcstincnt(s) would yield greater financial and competitive returns. 

However, they feel that they need the broadened authority under existing statutes to extend the term o f the 

agreement for the benefit o f the airport.

The introduction of the proposed amendment would allow the State and DOTPF to extend the term o f the 

duty free concession agreement for 40 months if deemed to be in the best interest of the Stale and 

designed to improve A IA 's competitive position in the marketplace. Absent this amendment. AIA would 

be constrained from having the flexibility to react to the already changing competitive environment.

Giving DOTPF this flexibility both enhances the value of the concession and the Slate asset by generating 

additional fees to AIA. lowers operating costs and rates which would attract further new international air 

carriers to this airport.

.1
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“An Act relating to the extension of contracts for the sale and deliv 
merchandise at international airports/’

* Section I. AS 02.15.091 is amended by adding a new subsection to read:

(h) Accordingly to define “in the best interest cf the state” referenced in new 
subsection (g) the international airports would establish high standards for the 
contractor to maintain or to improve revenues and review prior to a contract 
extension consideration. Standards would include : 1) continuing schedule and level 
of investments in capital improvement program for appearance, atmosphere and 
layout of the stores, and data capture systems, 2) passenger spending productivity,
3) competitive priced merchandise, 4) high quality customer service levels, and 5) 
wide selection of prestige international brands and made in Alaska products offered.

S E N A T E  B I L L  NO. 125
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K N O W L E S  W I N S  C H A L L E N G E  T O  

F E D E R A L  I M M I G R A T I O N  P O L I C Y  

K e e p s  J o b s ,  E c o n o m i c  D e v e l o p m e n t  o n  T r a c k  a t  

A n c h o r a g e  I n t e r n a t i o n a l

Gov. l ony K n o w k s  announced today (Hat Alaska's efforts have been successful in delaying fbll 

implementation of a n e w  federal immigration law afTfecling international passenger* passing through 

Anchorage International Airport. The propooed lolution will prevent what might have been a loss of jobs 

and millions of dollars in revenue at the Airport.

"Alaakn has iccurert commitments from the U  S. Immigration Service for a passenger inspection 

procedure beginning April I that will result in little disruption to the jhvrt, intransit stops m a d e  by 

International flights,’' Knowles said "Our concerted efforts in Washington have changed the Immigration 

Service's direction and resulted in a policy which create* far loss impact on airport operation* and 

revenues. W e  will n o w  w u i k  with Congr**s and the Immigration Service to change the law and develop 

viable inspection procedures that arc workable for Alaska and other affected states"

Th e  proposed law would have required *11 international passengers to go through an Immigration check 

even if their flight ii only stopping in Anchorage to reftrd. Currently, juch paisengers are required to stay 

within a saevro focility at the airport while they are on tho ground, but arc not required to pass through 

immigrations. At Anchorage International Airport, they aro able to visit the duty free shop, which 

generates significant sales to A l w k a  biuincsws and additional revenue to the Airport and the Slate of 

A  Alaska.

"Cathay Pacific Airways ij very pleased by the efforts of Gov. Knowles and Airport Director M o r t  Plumb 

to delay Implementation of the federal immigration law," said Russ Fortson, Airport Services M a n a g e r  for 

Cathay Pacific. M o r e  than ! 16,000 Cathay Pacific passengers stop over In Anchorage every year cn route 

between Toronto and H o n g  Kong. " W e  are delighted our passengers will continue to ciyey a smooth and 

hassle free transit through Anchorage to they have since w e  began service in July 1994," Fortson said.

Alaska Attorney General Bruce Botelho, along with attorney* general from other impacted states, met 

with U.wS Attorney General Janet Reno last week to present the airports* case. "This has been an efffcetive 

cooperative effort between Alaska’s Governor and Attorney General and our counterparts m  the other 

affected uatas," Botelho said.

T h e  Immigration Service will initiate rulemaking and public comment procedures on additional 

procedures next month, but will not m a k e  any changes to the interim policy until the rulemiking process 

concludes later ihls y e m .

Ret urn to the M a r c h  listing of Press Releases.

Poitcd b y  R. Orford, 3/26/97, Alaska Stale Library 'J

i on OV?7«7 (1ft 07 *3
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Senate B ill 125 — "An Act relating to the extension o f  contracts for the sale and 
delivery o f  in-bond merchandise at international airports."

SB 125 is a rather simple and straight forward bill designed to give DOT/PF the 
flexibility , should it be deemed to be in the state 's interest, to extend the term  o f 
the duty free concession at the Anchorage International A irport. This legislation 
does not require nor m andate DOT/PF to take any action whatsoever; ra ther, it 
simply provides the tools and flexibility that m ay be necessaiy to m aintain or 
im prove the competitive position o f  the airport in the marketplace.

Anchorage International A irport's duty free/general m erchandise concession at one 
tim e generated revenues in excess o f $100 m illion and fees to the state 
approaching $19 m illion annually. Unfortunately, because o f  the opening o f  Soviet 
air space and a new generation o f long-haul je ts , the m arket has drastically 
declined and w ith it the revenues and subsequent fees to the state.

N ow , for the good news. The incumbent concessionaire, a group o f A laskans 
known as the David Green Group, have alm ost doubled revenues in their first year 
and are equally optim istic in their second year o f  operations.
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A nchorage In ternational A irport Duty F ree/G eneral M erchandise Concession 

Background:
The duly free/general m erchandise concession (DF/GM concession) al the Norlh Terminal o f Anchorage 

International Airport (AIA) is operated by the David Green Group. J.V. (DGG) until its agreement 

termination in July 2000. DGG is requesting that the Stale grant an term extension of 40 months to 

facilitate the expansion and improvement o f the retail spaces.

The AIA DF/GM concession at one time produced one o f  the world’s highest revenue per passenger 

airport operations resulting in an  extremely valuable State asset that generated significant revenues for the 

airport and its operators. In 1988. transit passengers totaled 1.5 million passengers and concession retail 

sales exceeded $100 million per year with fees paid to the State approaching $19 million annually. 

However, with the opening o f Soviet air space and a new generation of long-haul jets coming on-line the 

market drastically declined by 75% in the number of transit passengers with annual sales plummeting to a 

low o f $7 million and concessions fees to $1 million (Sec attached Charts A through C for passenger 

traffic, airport concession fees and gross revenue history).

DFS Ltd.. the w orld’s largest duty free operator and incumbent AIA concessionaire, did not even submit a 

bid to the State to retain the concession that it operated for 25 years. It was Jccnicd to have eroded in the 

value to the point o f  not worth the effort. In fact. DOTPF had to put the bid proposal out for a fourth time 

before it even got any interested bidders. At that point, the successful bidder was the David Green Group 

(DGG).

The DGG was awarded the concession for a term o f five years beginning on August 1. 1995. During their 

first year o f operation they increased sales by 50% to over $ 10 million with expectations that there will be 

an additional 50%  sales growth in the second year. This has been the result of local management control, 

a focused m arketing strategy, hard work, passenger growth and appropriate investment. The recent 

increases in international transit passengers present a narrow window o f opportunity to revitalize the 

standing o f  the DF/GM concession. The increase enhances the credibility o f  the DF/GM concession 

opportunity, so that it is once again to viably market the facility to high-end merchandise suppliers. Many 

o f these suppliers expect the surrounding company o f other prestige brands. World class brands such as 

Hermes, Cartier, Coach and Christian Dior have expressed renewed interest in Anchorage, but only i f  a  

high-end retail environm ent is created.
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Because o f (he highly competitive nature o f  the duly free business globally and the changes occurring in 

the Asian. European and North American economic market, airports and concessionaires arc making 

significant investments to attract retail sales growth. Consequently, if  AIA is to maintain their position in 

the marketplace or to expect any growth it is essential that the necessary invcslmcnt(s) be made to insure a 

competitive presence. DGG believes that additional investment in the infrastructure o f their concession 

would yield a significant increase in retail sales and fees to AIA. However, not enough time remains 

under the current concession agreement to adequately am ortize the investment.

The Slate directs the airport and its AIA Revenue Fund to be self-sustaining to maximize revenue 

opportunities where feasible, as is the case with most airports in the world. There is a limit on the amount 

airports can derive through increased landing fees before discouraging a ir carriers using their facilities. 

Increasing competition between airlines has meant that airports have turned to retailing as an alternative 

source o f  revenue. A London Financial Tim es study slated, "the portion o f income derived from landing 

fees fell from 27% in 1983 to 25% in 1993. This reflects pressures from both airlines and regulatory 

bodies to keep these charges low." In the ease o f AIA. the State fees derived from the DF/GM concession 

sales enhances the attractiveness of the international term inal, better serves the traveling public and 

enables the State to mitigate other operational costs currently borne by the air carriers. While DGG 

certainly intends to work aggressively to enhance the duty-free concession to the extent economically 

prudent under the existing agreement, the regrettable reality is that it is not commercially feasible for 

DGG to undertake the necessary proposed scope of investments under the current contract term.

Other Airport Duty Free Concessions:
AIA competes with selected major Asian and North Am erican airports for the discretionary spending o f  

both transit and destination travelers. This international com petition for the sale of duty-free/general 

m erchandise has entered a new era of competition, particularly in these airports across the Pacific Riin 

(See Chart D from trade press, Datamonitor). O ther existing airports, such as, Los Angeles. New York 

and Vancouver arc also investing capital to improve their passenger facilities. The retail opportunities 

available to the international travelers arc thus being continually elevated. Progressive leasing authorities 

recognize that to remain competitive they must work with their conccssionaire(s) to viably compete for 

discretionary travel retail sales. For example, at JFK in New York, a group o f four major international 

airlines, i.e., Korean Air, JAL, Lufthansa and Air France, are constructing a world class terminal facility 

by 1998 to complement the high standard level o f  passenger service expected o f them. This competing 

facility will contain over 17,000 square feet o f  retail space, as compared to AIA’s current 8,000 sq. ft. o f 

retail space. This is a significant increase o f  their existing retail areas and improves their competitiveness 

for a ir travelers spending on this major route transiting Anchorage.
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Examples of Asian airport investments arc noted in Chart D (attached) through the year 2000 for new or 

improved airport operating and retail facilities. The new Click Lap Kok Airport opening in 1997 will 

dramatically increase retail shopping space by 15.000 sq. ft. over the current congested facility in Hong 

Kong. Many of these airports arc direct competitors to AIA and its international merchandise concession.

Major international airports in the U.S.. such as. Sca-Tac. Portland and Las Vegas work with their 

concessionaires to grant them term  extensions when substantial investments and efforts are made to 

improve merchandise facilities. The airports recognize the necessity to compete for customer spending in 

order to receive additional fees front cooperative concession agrcccments as this to operate and upgrade 

their facilities for expected future growth.

Legislative Need:
Conversations with the A IA 's staff demonstrate a recognition of the competitive nature of the retail 

business and a belief that additional invcslmcnt(s) would yield greater financial and competitive returns. 

However, they feel that they need the broadened authority under existing statutes to extend the term o f the 

agreement for the benefit o f the airport.

The introduction of the proposed amendment w ould allow the State and DOTPF to extend the term o f the 

duty free concession agreement for 40 months if  deemed to be in the best interest o f the State and 

designed to improve A IA 's competitive position in the marketplace. Absent this amendment. AIA would 

be constrained from having the flexibility to react to the already changing competitive environment.

Giving DOTPF this flexibility both enhances the value o f the concession and the State asset by generating 

additional fees to AIA. lowers operating costs and rales which would attract further new international air 

carriers to this airport.
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It i s  estimated that speM ffig  on airport infrastructure in A sia  wnram ount to 
S75bn by the end of the century, with the new airports in Hong Kong, Seoul 
and Kuala Lumpur accounting for half o f th is, and China for a further SlObn. 
Development is  also taking place in the developed countries o f  the region: in  
19 95 . the new Osaka/Kansai airport was opened in Japan. The region’ s  major 
airport investment programmes for the rest o f the decade are shown in Table
4 .4 . Beyond this, perhaps another S50bn o f investment w ill needed in the 
period 2000-10.

Table 4.4: Investments in m a j o r  Asian airports, 1 9 9 5 -2000

A irport C ountry Opening Investm ent
date 8m

Hong Kong Chek Lap Kok Hong Kong 1997 21,000
Kansai Japan 1995 15,000
Seoul Kimo International South Korea 1997 13.000
Kuala Lumpur Malaysia 1998 7,500
Bangkok Thailand 2000 3,200
Shanghai China 1999 2,800
Kobe Japan 1998 2,800
Guangzhou China 1997 1,760
Narita Japan 2002 1,360
Macao Macao 1995 913
Taipei Taiwan 1996 700
Ho Chi Minh Vietnam 2000 55S
Beijing China 2002 500
Manila Philippines 2003 484
Singapore Singapore 1996 300

Source: trade press, Datamonitor

There is  also evidence that growth is  not only occurring in  these large regional 
a irports, but i s  also spreading to a host o f  secondary c it ie s su ch  as Kota 
Kinabalu (Malaysia) and Cebu (Philippines). T h is  growth i s  being driven by 
tourism  and government programmes to reduce congestion in  the largest c it ie s 
and spread the benefits o f  industria lisation to other parts o f  the country. The 
key countries experiencing th is growth are China, India, Indonesia , M alaysia , 
the P h ilip p ines, South Korea , Taiw an and Thailand . A  third phase o f  
development w ill occur later in  Cambodia, Laos, M ongolia and Vietnam.

C h i n a ' s  u i r p a l s

T h is  section focuses on China, one o f  the key growth areas on the continent. 
Not only i s  China a rapidly expanding air travel market, it has a huge airport 
expansion programme and has been a major destination fo r foreign retailers 
over recent years. Over the 25-year oeriod to 19 9 3 , the growth in  air 
passengers in China averaged 2 1%  per annum to reach 53m  passengers.

C h a r t  "D"


