
T h e  A u d i t o r - G e n e r a l

Audit Report No.48  1998–99
Performance Audit

Phase 2 of the Sales of the

Federal Airports

A u s t r a l i a n  N a t i o n a l  A u d i t  O f f i c e



2 Phase 2 of the Sales of the Federal Airports

© Commonwealth
of Australia 1999

ISSN 1036-7632

ISBN  0 644 38970 2

This work is copyright. Apart from
any use as permitted under the
Copyright Act 1968, no part may be
reproduced by any process without
prior written permission from the
Australian National Audit Office.
Requests and inquiries concerning
reproduction and rights should be
addressed to
The Publications Manager,
Australian National Audit Office,
GPO Box 707, Canberra ACT 2601.



3

Canberra   ACT
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Dear Madam President
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titled Phase 2 of the Sales of the Federal Airports.
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http://www.anao.gov.au.
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P. J. Barrett
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The Honourable the Speaker of the House of Representatives
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Summary

Background
1. The 1998 sale of 14 airport leases in Phase 2 of the Government’s
airports privatisation program raised Commonwealth proceeds of
$730 million (see Figure 1), primarily composed of aggregate purchase
prices of $681 million and reimbursed FAC capital expenditure of
$46 million.  Phase 2 comprised eight major, or core regulated, airports
and seven non-core regulated airports.1

Figure 1
Phase 2 Sale of Federal Airport Leases

Notes:
a The Northern Territory airports comprises the core regulated airports at Darwin and Alice Springs

as well as Tennant Creek airport, which is a non-core regulated airport.

Source: ANAO analysis

2. The airports privatisation program began in April 1994 when the
then Government announced its in-principle decision to sell the 22 airports
owned and operated by the Federal Airports Corporation (FAC).  The
sale of leasehold interests in the FAC Phase 1 airports was completed in

1 The core regulated airports comprised: Townsville, Canberra, Coolangatta, Adelaide, Hobart,
Launceston, Darwin and Alice Springs.  The non-core regulated airports comprised: Archerfield,
Moorabbin, Essendon, Parafield, Jandakot, Mount Isa and Tennant Creek.
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July 1997 with the sale of separate long-term leasehold interests in
Brisbane, Melbourne and Perth airports generating gross proceeds of
$3.31 billion.  In total, the airports privatisation program has raised to
date some $4.04 billion for the Commonwealth.

3. The Government had a number of specific sales and ongoing
privatisation objectives in relation to the Phase 2 airports.  The ongoing
privatisation objectives addressed diversity of ownership; access by
aircraft operators; responsive and effective development of the airport
and airport services; and pricing policy at the airports.  The sale objectives
were to:

• optimise sale proceeds within the context of broader sales and policy
objectives;

• ensure that the new airport operators have the necessary financial
strength and managerial capabilities to operate and develop the
Phase 2 airports;

• minimise the Commonwealth’s exposure to residual risks and liabilities
associated with the Phase 2 airports;

• ensure fair and equitable treatment of FAC employees, including
preservation of accrued entitlements;

• ensure that the airports regulated under the Airports Act meet the
Australian ownership requirements of the Airports Act; and

• encourage local participation from the community in which the airport
is located, particularly in the case of the airports located outside
mainland capital cities.

4. Between 10 and 30 June 1998, 50 year leases (with the option of a
further 49 years) were granted under the Airports (Transitional) Act 1996
over 14 of the Phase 2 airports to nine different consortia, raising
$730 million for the Commonwealth.  The only airports that remain under
Commonwealth stewardship are the four Sydney basin airports (Sydney,
Bankstown, Hoxton Park and Camden) and Essendon airport.  Essendon
was included in Phase 2 but was withdrawn from sale in April 1998
because it was concluded that the tenders submitted for this airport did
not adequately address the Government’s sales and ongoing privatisation
objectives.

5. Overall responsibility for the sale process was assigned to the
Office of Asset Sales and IT Outsourcing (OASITO).  Project management
was outsourced by OASITO to a Business Adviser, BZW Australia
Limited2, and OASITO appointed the Office of the Australian Government

2 On 1 April 1998, ABN AMRO Australia Limited completed the purchase of the Australian and New
Zealand operations of Barclays Plc.



13

Solicitor (AGS) as its Legal Adviser.  The Department of Transport and
Regional Services (DoTRS) participated in the tender evaluation process.
The Department also developed and will oversight the regulatory regime
for the Phase 2 airports.

Audit approach
6. ANAO’s objectives for the audit were to review the efficiency
and effectiveness of the conduct of the Phase 2 airports sales process
with regard to the extent to which the sale objectives were achieved;
review the effectiveness of the management of the sale process to ensure
the Commonwealth received fair value; determine whether the sale
arrangements adequately protected the Commonwealth’s interests,
including minimising ongoing risk; and identify principles of sound
administrative practice to facilitate improved administrative
arrangements for future trade sales.  The audit also examined steps taken
to address the Government’s ongoing privatisation objectives for the
sale.

7. An aspect of ANAO’s approach to auditing the sale of the
leasehold interests in the Phase 2 Federal airports was to examine action
taken in response to ANAO recommendations made in Audit
Report No. 38, Sale of Brisbane, Melbourne and Perth Airports, which
examined the Phase 1 sale of Federal airport leases.  The ANAO made
11 recommendations3 in the 1998 report, all of which were agreed or
agreed with qualification by the relevant agencies with the exception of
part of a recommendation concerning capping of sub-contractor fees and
expenses with which OASITO disagreed.4

8. The audit scope extended from the June 1997 decision to sell the
Phase 2 airports through the negotiation of the final sale agreements and
leases to the completion of the sales.  The approach taken was to review
data relating to the sales held by OASITO and its advisers, the Civil
Aviation Safety Authority (CASA), the Australian Competition and
Consumer Commission (ACCC), and DoTRS.  In addition, key
stakeholders including State Governments, Airservices Australia, and a
selection of bidders (both successful and unsuccessful) were consulted.
ANAO’s fieldwork and consultations were undertaken between July 1998
and March 1999.

Summary

3 The 11 recommendations made in the 1998 report together with abbreviated agency responses
are set out at Appendix 1.

4 Part (b) Recommendation No. 4, Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and
Perth Airports.
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Audit conclusion
9. The sale of leases for 14 Phase 2 Federal airports was completed
by 30 June 1998, in accordance with the Government’s timetable.  This
represented a significant achievement given that, with 15 individual trade
sale processes run concurrently on a coordinated basis, it constituted the
largest completed airport trade sales program in the world to date5 and
achieved the Government’s sales objectives.

Sale objectives
10. In terms of the sale objectives, ANAO found the following:

• Optimise sale proceeds objective:  The simultaneous trade sale of 14 of the
15 Phase 2 Federal airports raised Commonwealth proceeds of
$730 million, bringing total proceeds to date from the airports
privatisation program to $4.04 billion.  ANAO considers that the
Phase 2 sale aggregate proceeds represent fair value for the
Commonwealth.  Although there was only limited bidding interest
for the non-core regulated airports with very few tenders lodged for
these airports, at least two bids were received for each airport and
only Essendon airport was not sold.  The Phase 2 proceeds compare
favourably with current market values of previously privatised major
European airports, the value multiples achieved in Phase 1 of the
airports privatisation program and the Business Adviser’s Phase 2
proceeds estimates.  In addition, the aggregate purchase prices for
the 14 airport leases compares favourably to the book value of the
assets transferred to the airport lessees.

The total direct sale costs to the Commonwealth are estimated to be
$35.4 million, or 4.8 per cent of gross proceeds.  This compares to
$153 million or 4.6 per cent of gross proceeds for the Phase 1 sales.
The Phase 1 costs included $94.4 million in ex gratia payments to State
governments in lieu of stamp duty on the airport leases (bidders were
required to be responsible for stamp duty payments in Phase 2).  For
comparative purposes, excluding these costs, the Phase 1 costs were
$39.1 million, or 1.2 per cent of gross proceeds.  Excluding costs
associated with the closure of the Federal Airports Corporation, total
OASITO costs for the Phase 2 sale were $18.7 million or 2.6 per cent of
gross proceeds.  It should also be recognised that Phase 2 included
15 airports as opposed to three airports included in Phase 1.

• Financial strength/management capability objective:  To assess financial
capability and commitment to operate and develop the airports,

5 OASITO advice to ANAO 22 April 1999.
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detailed assessments were undertaken of each bidder ’s acquisition
funding and financial projections for the operation of the airport.  The
analysis included comparisons with objective benchmarks and
sensitivity analysis of the projections.  The Tender Evaluation
Committee concluded that the management quality of the successful
bidders for the regular public transport airports6 was high.  This was
because of the retention of former FAC employees supplemented by
expertise from various domestic and international airport operators.
Management quality of the general aviation airports was considered
by the Tender Evaluation Committee to be of an appropriate standard,
given the role of these airports.

• Risk minimisation objective: The tender approach for the Phase 2 sales
process addressed the Commonwealth’s post-sale risk exposure by
issuing draft sale documentation to bidders on a broadly non-
negotiable basis; tenders were required to be clear and certain; and
any proposed increased risk allocation, cost or liability to the
Commonwealth was assessed as part of the tender evaluation process.
Overall, it was concluded that the successful tenders involved minimal
residual sales risk for the Commonwealth.  Remaining post-sale
liability issues were addressed with each bidder prior to execution of
the Sale Agreements.  Joint User Deeds were executed between the
Department of Defence and the purchasers of Townsville and Darwin
which are aimed at protecting the Commonwealth’s interest as well
as providing a platform for the new operators to develop and manage
successful commercial operations at the airport sites.  The Department
of Defence has not retained ownership of the base at Fairbairn but
entered into a five year sublease.  The sub-lease is designed to facilitate
the gradual cessation of Royal Australian Air Force operations at the
Fairbairn site.

• Fair and equitable treatment of FAC employees objective:  OASITO effectively
addressed the fair and equitable treatment of FAC employees at the
sale airports including preservation of their accrued entitlements.
Employee terms and conditions have been preserved for a minimum
12 month period following completion of the sales.

• Airports Act Australian ownership requirements objective: The Tender
Evaluation Committee considered all elements of each of the individual
bids and possible permutations of the combination bids, looking not
only at direct ownership, but also extending their review to the
possible influence which might be exerted on each of the bidders by

Summary

6 Comprises the core regulated airports plus Tennant Creek and Mount Isa.
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related parties, such as those with management contracts.  The bid
evaluation reports contain discussion on each of the bids including
any elements of concern in relation to foreign ownership.  There were
a number of issues that were referred to DoTRS for policy
consideration.  The Tender Evaluation Committee agreed to rely on
the expertise of DoTRS to make determinations in relation to these
issues.  All the successful bidders were assessed as adequately
addressing the foreign ownership requirements under the Airports Act
1996.

• Local participation objective :  The Tender Evaluation Committee
considered the amount of locally contributed equity associated with
each bid; the level of local board and management representation;
and the level of local consultation.  All successful bidders were assessed
by the Tender Evaluation Committee as incorporating a reasonable
level of local participation.

Ongoing privatisation objectives
11. ANAO found that the Government’s ongoing privatisation
objectives for the Phase 2 sale were satisfactorily addressed as follows:

• Diversity of ownership objective:  Diversity of ownership was achieved
with nine different consortia acquiring leases for 14 Phase 2 airports.
Two of these consortia had been successful in the Phase 1 sales: the
purchaser of Melbourne Airport acquired Launceston; and the
purchaser of Perth Airport acquired the Northern Territory airports.7

In addition to ownership diversity, all bids received for the Phase 2
airports were consistent with the Government’s policy of cross-
ownership restrictions between Brisbane and Coolangatta; Hobart and
Launceston; and Melbourne and Adelaide.

• Access by aircraft operators objective: The objective of ensuring airport
access on reasonable commercial terms to aircraft owners was
addressed by insertion into the leases of core-regulated airports of a
requirement that the lessee provide for access to the airport by
intrastate, interstate and international air transport.  Lessees of the
non-core regulated airports are required to provide for access to the
airport by intrastate and interstate air transport.

• Responsive and effective development objective: DoTRS is undertaking the
development of appropriate administrative procedures to monitor the
ongoing development of the leased Federal airports, including

7 A member of the consortia that acquired Perth airport and the Northern Territory airports was also
involved in the consortia that acquired Hobart Airport.
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guidance for itself and operators to inform assessments as to whether
the airports are being developed to the required standard.  The
Department has also instituted annual meetings with each of the lessees
to assist it to monitor compliance with the Airports Act and the Airport
Leases, including development expenditure the lessees have committed
themselves to (in the case of core-regulated airports) or planned (in
the case of non core regulated airports) over the initial ten years of
their lease.

• Pricing policy objective:  The Australian Consumer and Competition
Commission has effectively implemented the post sale economic
regulation framework which applies to the core regulated airports.
Scope exists under the current arrangements for the detail of the
framework to be adjusted in light of experience and the Commission
is to undertake a review of pricing oversight arrangements as a basis
for recommending to the Government the arrangements to operate
after the first five years.

Tender process
12. A staged tender approach was adopted for the sale of the
15 Phase 2 airports, closely modelled on that used for the leasehold sale
of Brisbane, Melbourne and Perth Airports but extended to cater for the
greater scope for multiple and combined bids.  A total of 24 individual
and 34 combination bids were received for the Phase 2 airports.  The
tender process was completed by the target date of 30 June 1998 with
sale agreements signed and leases executed for 14 of the Phase 2 airports.
The only airport not sold was Essendon Airport, which was withdrawn
from sale because it was concluded that neither of the two tenders
submitted for the airport adequately addressed the Government’s sales
and ongoing privatisation objectives.

13. The tender evaluation process was planned and conducted to
provide a clear and transparent approach to assessing the relative merits
of each individual and combination bid in order to identify the best overall
result for the Commonwealth.  Consistent with ANAO recommendations
made following the performance audit of the Phase 1 sales, OASITO
established a Tender Evaluation Committee for the Phase 2 sales and
assigned priorities for evaluation criteria.

14. The Tender Evaluation Committee assessed the net sale proceeds
offered by each bid with the successful bids maximising Commonwealth
sales proceeds.  A feature of the Phase 2 tender process was the large
number of combination bids.  The Committee compared combination and
individual bids to assess which approach would achieve maximum return
for the Commonwealth.  Combination bids that offered a premium over

Summary
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the highest stand-alone bids were successful for Adelaide, Parafield and
Coolangatta; Townsville and Mount Isa; and the Northern Territory
airports.  The highest individual offers were accepted for the remaining
airport leases.

Administrative issues
15. Agencies implemented all 11 recommendations made in Audit
Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports.
ANAO considers that the improved processes resulting from
implementation of the audit’s recommendations supported an effective
overall outcome for the Phase 2 sales process.

16. ANAO considers that for future Commonwealth trade sales
administrative procedures could be strengthened in the following areas:

• Enforcement of Sale Agreement terms:  An element of the strategy for
managing completion risk for the sales of Adelaide and Coolangatta
Airports was acceptance of a proposal from the successful bidder that
it deposit $197.4 million in two joint bank accounts with this amount
to be paid to the Commonwealth upon completion of the sales.  These
arrangements (known as Equity Deposits) were proposed by the
successful bidder to provide security to the Commonwealth for the
payment of the balance of the purchase price in lieu of the parent
entity guarantees sought by OASITO and provided by all other
purchasers.  However, ANAO found that these Equity Deposits were
not placed in joint bank accounts as required by the Sale Agreements
and that insufficient funds were maintained in the nominated bank
accounts to fund the Equity Deposit obligations.  ANAO notes that
the sales of Adelaide and Coolangatta airports proceeded to
completion on time.

• The written contract:  The Adelaide and Coolangatta Sale Agreements
signed on 23 March 1998 provided that interest on the Equity Deposits
would be paid to the Commonwealth.  In October 1998, ANAO drew
to OASITO’s attention that the Commonwealth had not received any
interest on the Equity Deposits, estimated to amount to some
$1.78 million.  OASITO and its Business Adviser advised ANAO in
November 1998 that the Sale Agreements were in error and that the
Commonwealth had agreed, prior to the execution of the Sale
Agreements, that interest on the Equity Deposits was to be retained
by the purchaser.  AGS advised ANAO that a review of its files
indicated that it did not appear to have been specifically advised by
either OASITO and/or its Business Adviser, prior to execution of the
Sales Agreements, of any agreement reached with the purchaser to
amend the Sale Agreements to remove the requirement for interest
on the Equity Deposits to be paid to the Commonwealth.
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OASITO subsequently advised ANAO in February 1999 that, following
an exchange of correspondence with the purchaser, OASITO and the
purchaser had agreed to amend the Sale Agreements so that interest
on the Equity Deposits is retained by the purchaser.

• Open and effective competition: OASITO initially sought to negotiate
Phase 2 contracts with the Phase 1 Business Adviser and the one of
the two Phase 1 Legal Advisers.  However, it was later decided to put
out to competitive tender the assignments, consistent with the principle
of open and effective competition.  In the case of the Legal Adviser
role, this decision significantly improved the value for money obtained
by OASITO.  OASITO had negotiated fees of $10.5 million with the
firm it had directly approached.  The successful proposal received
from AGS in the competitive tender process involved capped fees of
$3.15 million, $7.3 million less than those negotiated by OASITO.

The initial negotiations with the incumbent Business Adviser reduced
the quantum of fees sought but also reduced the time available for
other possible candidates to develop a credible and competitive
proposal.  A request for proposals was issued on 27 June 1997 to nine
firms, requiring a response by 8 July 1997. The incumbent Business
Adviser was the only firm to submit a proposal.  It sought fees capped
at $12.2 million for the period up to 30 June 1998.  OASITO paid the
Business Adviser a total fee of $11.72 million, the fee being less because
Essendon airport was not sold.

• Value for money in outsourced project management:  With OASITO’s
consent, the Business Adviser entered into 14 sub-contracts with an
aggregate contract value of $3.28 million.  As part of its project
management responsibilities for these sub-contracts, the Business
Adviser was required to efficiently and effectively administer
payments to the sub-contractors and seek reimbursement of its costs
from OASITO.  In its administration of the reimbursement, OASITO
initially declined to reimburse $209 134 already paid by the Business
Adviser to sub-contractors because of deficiencies in the supporting
documentation submitted by the Business Adviser.  The Business
Adviser was paid its full project management fee, in accordance with
the contract, before all of the issues had been resolved relating to the
reimbursement of expenses.  OASITO’s investigations were concluded
in December 1998 and it agreed to reimburse all but $11 632 of the
amounts that were initially withheld.  ANAO considers that the cost-
effectiveness of future project management contracts could be enhanced
by linking a component of the project management fee to the project

Summary
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manager’s performance in administering sub-contractor payments and
properly rendering the documentation for the reimbursement of sub-
contractor fees by the Commonwealth.
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 Recommendations

Set out below are the ANAO’s recommendations with OASITO’s abbreviated
responses.  More detailed responses are shown in the body of the report together
with the findings.  The ANAO considers that OASITO should give priority to
Recommendations 2 and 3.

ANAO recommends that the Office of Asset Sales and
IT Outsourcing enhance open and effective
competition for advisory roles in future asset sales
by developing tender strategies that, subject to the
Government’s sale timing objectives, ensure that
potential advisers have sufficient opportunity to
develop credible and competitive proposals to
maximise the likelihood of a successful outcome.

OASITO:  Agreed with qualification

ANAO recommends that, in future asset sales, the
Office of Asset Sales and IT Outsourcing consider
including appropriate financial incentives within the
project management contract to assist in ensuring that
its project managers:

a) implement internal control systems that enable
them to establish that the sub-contractor has
delivered the contracted services and/or products
to the required standard in a timely and
responsive manner; and

b) adopt an appropriate risk based approach to
examining sub-contractor invoices to ensure they
are correct as to amount, including verifying that
the correct rates and calculations have been
applied.

OASITO:  Agreed with qualification

Recommendation
No.1
Para. 2.27

Recommendation
No.2
Para. 2.42
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ANAO recommends that, as part of a systematic risk
management framework for future trade sales, the
Office of Asset Sales and IT Outsourcing ensure
appropriate systems are in place to fully identify and
properly administer the Commonwealth’s rights and
obligations under the sale documentation, within the
identified risk regime.

OASITO:  Agreed with qualification

ANAO recommends that for future trade sales, the
Office of Asset Sales and IT Outsourcing:

a) require written advice from its business adviser
on the financial and commercial merits of bidders’
proposals for material amendment to the
Commonwealth’s preferred terms of sale; and

b) protect the Commonwealth’s legal position in
future sale contracts by taking steps to ensure that
the written contract constitutes the entire
agreement between the parties, thereby reducing
the risk of contractual uncertainties which may
effect the validity and enforceability of the
contract.

OASITO:  Agreed with qualification

Recommendation
No.3
Para. 3.41

Recommendation
No.4
Para. 3.53
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1. Introduction

This chapter outlines the background to the 1998 sale of leasehold interests in
14 Federal airports, the sale objectives, audit approach and report outline.

Background
1.1. On 12 June 1997, the Government announced the commencement
of Phase 2 of the Commonwealth’s airports privatisation program.  The
airports privatisation program began in April 1994 when the then
Government announced its in-principle decision to sell the 22 airports
owned and operated by the Federal Airports Corporation (FAC).  The
sale of leasehold interests in the FAC Phase 1 airports was completed on
1 July 1997 with the sale of separate long-term leases over Brisbane,
Melbourne and Perth airports.8  Phase 2 comprised eight major, or core
regulated, airports and seven non-core regulated airports (see Figure 1.1).9

1.2. In 1996–97, the Phase 2 airports handled traffic of 11.5 million
passengers, 1.9 million aircraft movements and 5.2 million tonnes of
freight.10  Total revenue for the year was $82 million, earnings before
depreciation, interest and tax (EBDIT) totalled $43.6 million and net assets
were valued at $447 million.11  Commercial advice provided to the
Commonwealth in May 1997 was that the Phase 2 airports were
significantly less valuable assets than the Phase 1 airports.  The Phase 1
airports were more attractive assets because of their relative size and
strategic importance.  They also all benefited from substantial investment
in upgrading and modernisation prior to privatisation.  In addition, the
Phase 1 airports offered a substantial and growing base of international
passengers, this group of passengers offering the greatest commercial
profit potential.

8 These sales are reported on in Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and
Perth Airports.  Phase 1 initially comprised Sydney and the proposed Sydney-West, Melbourne,
Brisbane and Perth.  Sydney Airport and the proposed Sydney West Airport were removed
following the March 1996 Federal election.  Adelaide was included in Phase 1 for a time but later
removed to allow time for resolution of issues related to the extension of the runway.

9 The Airports Act 1996 established the regulatory regime for the major Federal airports, defined in
the Act as core-regulated airports.  The Airports Act also allows for the regulatory regime, or parts
of it, to apply to the non-core regulated airports.  Key provisions in the Airports Act include: a
Commonwealth-owned airport can only be leased to an airport lessee company whose sole business
will be to run the airport; foreign ownership, airline ownership and cross ownership restrictions; the
requirement for an airport master plan, major development plans, and environment strategies;
quality of service monitoring and reporting; access regimes; and the ability for the Minister for
Transport and Regional Services to formulate demand management schemes at the airports.  The
Act also sets out a number of requirements in relation to the content of airport leases.

10 FAC 1997 Annual Report, pp. 58–59.
11 November 1997 Phase 2 Information Memoranda provided to shortlisted bidders.
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Figure 1.1
The airports privatisation program

Source: ANAO analysis.

Commonwealth sale objectives
1.3. The Government had a number of specific sales and ongoing
privatisation objectives in relation to the Phase 2 airports.12  The ongoing
privatisation objectives addressed: diversity of ownership; access by
aircraft operators; responsive and effective development of the airport
and airport services; and pricing policy at the airports.  The sale objectives
were to:

• optimise sale proceeds within the context of broader sales and policy
objectives;

• ensure that the new airport operators have the necessary financial
strength and managerial capabilities to operate and develop the
Phase 2 airports;

• minimise the Commonwealth’s exposure to residual risks and liabilities
associated with the Phase 2 airports;

• ensure fair and equitable treatment of FAC employees, including
preservation of accrued entitlements;

12 These objectives were included in the October 1997 Invitation to Register an Expression of
Interest and the November 1997 Request for Proposals issued to shortlisted bidders.
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• ensure that the airports regulated under the Airports Act meet the
Australian ownership requirements of the Airports Act;13 and

• encourage local participation from the community in which the airport
is located, particularly in the case of the airports located outside
mainland capital cities.14

1.4. The sale process was oversighted by the Office of Asset Sales and
IT Outsourcing (OASITO).  Project management was outsourced by
OASITO to a Business Adviser, BZW Australia Limited15.  OASITO
appointed the Office of the Australian Government Solicitor (AGS) as its
Legal Adviser for the sale.  The Department of Transport and Regional
Services (DoTRS)16 participated in the tender evaluation process.  The
Department also developed and will oversight the regulatory regime
for the Phase 2 airports.

1.5. The Government announced that it was prepared to sell the non-
core regulated airports included in Phase 2 on a freehold rather than
leasehold basis17, subject to ensuring that they would continue to be
operated as airports.  However, DoTRS established that not all of the
relevant State, Territory and local governments would be in a position
to provide the necessary legislative and policy support required for
freehold sale of these airports within the required time-frame.  In this
circumstance, the Government decided to proceed with a leasehold sale
of all the Phase 2 airports.  Accordingly, DoTRS developed an approach
to regulating the non-core regulated airports under the leasehold
framework of the Airports Act.18

Introduction

13 This objective was modified from the Phase 1 sale objective, established prior to the passage of
the Airports Act 1996, which was to ensure that the Phase 1 airports remained majority Australian
owned and controlled.

14 This objective was included in Phase 2 to recognise the more local airports compared to Phase 1.
15 ABN AMRO Australia Limited announced on 22 December 1997 that it had signed a sale agreement

to purchase the Australian and New Zealand operations of BZW from Barclays Plc.  The sale was
completed on 1 April 1998.

16 The Department of Transport and Regional Development (DoTRD) at the time of the sale.  With
effect from 21 October 1998, DoTRD became the Department of Transport and Regional Services
(DoTRS), and is referred to in this report by its current name and acronym.

17 The non-core regulated airports occupied some 2 670 hectares of the 8 574 hectares of land
occupied by all Phase 2 airports.

18 The regulatory approach adopted for  the different airports in Phase 2 varies in recognition of the
range of airports involved.  The core regulated airports are subject to the full range of regulation
under the Airports Act 1996 including: land use, planning and building; environmental management;
financial and other reporting obligations; quality of service monitoring by the ACCC; and regulation
of on-airport activities including retail trading and the sale of alcohol.  In contrast, Tenannt Creek
and Mount Isa airports are subject to those parts of the Airports Act relating to leasing but are not
subject to the economic regulation regime or the land use, planning, building and environmental
management aspects.  Rather they are to subject State/Territory planning and environmental
laws.
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Figure 1.2
Phase 2 Federal Airport Sale Proceeds as at August 1998

Airport Lessee Proceeds ($m)

Adelaide, Parafield & Adelaide Airport Ltd, Parafield 466.96
Coolangatta a Airport Ltd & Queensland Airports Ltd

Darwin, Alice Springs & Darwin International Airport Pty Ltd, 108.40
Tennant Creek a Alice Springs Airport Pty Ltd &

Tennant Creek Airport Pty Ltd

Canberra Canberra International Airport Pty Ltd    65.89

Hobart Hobart International Airport Pty Ltd    35.62

Launceston Australian Pacific Airports (Launceston) Pty Ltd    17.06

Townsville & Mount Isa a Australian Airports (Townsville) Pty Ltd) &
Australian Airports (Mount Isa) Pty Ltd    16.25

Moorabbin Moorabbin Airport Corporation Pty Ltd      7.99

Jandakot Jandakot Airport Holdings Pty Ltd      7.02

Archerfield Archerfield Airport Corporation Pty Ltd      2.93

             728.12
Other sale revenue c      1.72

Sale proceeds 729.84

Notes:
a Combination bids were accepted for these airport combinations, although the Airports Act

requires a separate airport lessee company to be established for each airport.  Combination
bids involve submitting an offer for two or more businesses on a combined basis.  They often
involve a price premium over individual offers.

b Comprises: the purchase prices paid for the grant of the airport lease and transfer of the
relevant FAC assets, contractual rights and obligations, liabilities and employees
($680.66 million); reimbursement to the Commonwealth for designated capital expenditure
made by the FAC at the airports in the period between 1 July 1997 and three days prior to sale
completion ($46.46 million); and adjustments to the purchase prices to reflect movements,
above set thresholds,  in a sub-set of balance sheet items between 30 June 1997 and one day
prior to sale completion ($995 000).

c Comprises initial payments to DoTRS for the Airport Environmental Officers ($685 000) and
Airport Building Controllers ($389 750); interest on purchase price deposits ($629 970) and
revenue from the sale of marketing materials to potential bidders ($17 010).

Source: ANAO analysis of information from DoTRS, OASITO and OASITO’s Business and Legal
Advisers.

b
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1.6. Between 10 June 1998 and 30 June 1998, long-term19 leases were
granted under the Airports (Transitional) Act 199620 over 14 of the Phase 2
airports.  The leases were granted to nine different consortia (see Figure
1.2) raising proceeds of $730 million for the Commonwealth.  The only
airports that remain under Commonwealth stewardship are the four
Sydney basin airports (Sydney Kingsford-Smith, Bankstown, Hoxton Park
and Camden) and Essendon airport.  Essendon was included in Phase 2
but was withdrawn from sale in April 1998 because it was concluded
that the tenders submitted for this airport did not adequately address
the Government’s sales and ongoing privatisation objectives.

Audit approach
1.7. ANAO’s objectives for the audit were to:

• review the efficiency and effectiveness of the conduct of the Phase 2
airports sales process  with regard to the extent to which the sale
objectives were achieved;

• review the effectiveness of the management of the sale process to
ensure the Commonwealth received fair value21;

• determine whether the sale arrangements adequately protected the
Commonwealth’s interests, including minimising ongoing risk; and

• identify principles of sound administration practice to facilitate
improved administrative arrangements for future trade sales.22

1.8. The audit also examined steps taken to address the Government’s
ongoing privatisation objectives for the sale.  In addition, the audit
reviewed action taken in response to the 11 ANAO recommendations
made in Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth
Airports, which examined the Phase 1 sale of Federal airport leases.

Introduction

19 The leases are for an initial term of 50 years with the option of a further 49 years.
20 This Act was developed during the Phase 1 sale process and provides for the leasing of certain

Federal airports.  It allows for the revesting of the land and operating assets and liabilities (other
than debt) of the Federal airports in the Commonwealth; a flexible disposal strategy for the
airports; protection of the rights of existing FAC staff who wish to remain employed at the airports;
and the assumption or repayment of the FAC’s debt.

21 Fair Value is defined in Statement of Accounting Standard AAS21 Accounting for the Acquisition
of Assets (including Business Entities) as the amount for which an asset could be exchanged
between a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s length
transaction.  In Commonwealth trade sales, fair value can be achieved through an open, competitive
tender process that enables a market value for the assets or business to be established.

22 The audit criteria considered the achievement of the sale objectives; the management of the sale,
including sale planning and preparation, sale coordination, contracting and contract management,
and the tender process; and the Commonwealth’s exposure as a result of the sale documentation,
and indemnities.
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1.9. The audit scope extended from the June 1997 decision to sell the
Phase 2 airports, to the negotiation of the final sale agreements and leases,
and completion of the sales.  The approach taken was to review data
relating to the sales held by OASITO and its advisers, the Civil Aviation
Safety Authority (CASA), the Australian Competition and Consumer
Commission (ACCC), and DoTRS.  In addition, ANAO consulted key
stakeholders including State Governments, Airservices Australia (AA),
and a selection of bidders, both successful and unsuccessful.  ANAO
undertook fieldwork and consultations between July 1998 and March 1999.

1.10. ANAO engaged Deacons Graham & James to provide legal advice
in relation to the rights of the vendor under the Request for Proposals
issued to shortlisted bidders in November 1997.

1.11. The audit was conducted in accordance with ANAO Auditing
Standards.  The cost of the audit to the ANAO at the time of tabling of
this report was $295 000.

Report outline
1.12. Figure 1.3 sets out the scope of the audit report and its structure.
The second chapter of the report discusses sale management including
the implementation of ANAO’s recommendations in the 1998 report; sale
costs; issues relating to the appointment of the legal and business advisers
for the sale; and outsourced project management.  Chapter 3 reviews the
tender process, evaluation methodology and completion of the sales and
Chapter 4 discusses the major outcomes from the sale.  The final chapter
outlines the steps taken to address the Government’s ongoing
privatisation objectives for the Phase 2 sale.
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Figure 1.3
Report Scope and Structure

Introduction
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2. Sale Management

This chapter discusses implementation of ANAO recommendations arising from
the 1997–98 audit of the sale of Brisbane, Melbourne and Perth airports and the
consequent improvements in the management of the sale process for the Phase 2
sale; the cost of the sale; and opportunities for further improvements in the
management of future Commonwealth asset sales.

Implementation of ANAO recommendations
2.1. An aspect of ANAO’s approach to auditing the sale of the
leasehold interests in the Phase 2 Federal airports was to examine action
taken in response to the 11 ANAO recommendations made in Audit Report
No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports.  Appendix 1
to this report contains the full text of the 11 recommendations made in
the 1998 report, together with abbreviated agency responses.23

2.2. The ANAO recommendations made in the 1997–1998 audit24 related
to potential improvements in administrative procedures for future airport
trade sales in the following areas:

• Bidder facilitation: Documents needed for bidder due diligence should
be available in a manner which does not exacerbate the costs and time
pressures incurred by bidders;

• Tender documentation: Although security procedures were in place
during the bid evaluation process, improvements could be made to
procedures for the receipt, opening, registering, handling and filing
of offer documents.

• Sale documentation:  The leases for the Phase 1 airports will be in
operation for up to 99 years; the tripartite deeds could be operative
for up to twenty years; and the sales agreements for at least ten years.
To manage the Commonwealth’s ongoing risks under the sale
documentation, it is important that arrangements be made for the
ongoing storage and safe custody of these important legal documents.

23 The Parliamentary Joint Committee on Public Accounts and Audit (JCPAA)  reviewed Audit Report
No.38 in its third quarter 1997–98 review of Auditor-General Reports.  The Committee conducted
a public hearing and its report is included in JCPAA Report 367, March 1999.  The JCPAA reported
that it supported the general direction taken by the ANAO audit, and endorsed the recommendations
that it has made to ensure that, in future, Government sales processes are followed and
improvements are made in the management of sales.  See JCPAA Report 367, March 1999 p.63.

24 ANAO commenced providing agencies with draft findings and recommendations in relation of the
audit of the Phase 1 sale of Federal airport leases in September 1997.
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• Commonwealth Procurement Guidelines:  To ensure value for money and
open and effective competition when contracting for services in future
asset sales, advisers who are authorised to let contracts on behalf of
the Commonwealth should be required to comply with the
Commonwealth Procurement Guidelines.

• Tender evaluation committees:  The establishment of a formal tender
evaluation committee comprising OASITO, relevant portfolio
departments, major advisers and, possibly, independent members
would assist in ensuring transparency and accountability in future
trade sales.  It may also lead to administrative savings by enhancing
coordination and consolidation of the evaluation process including
production of reports for Ministers.

2.3. Agencies agreed or agreed with qualification to all of the
11 recommendations made in the 1997–1998 audit report except for part
of a recommendation concerning capping of contracts with which OASITO
disagreed (part (b) Recommendation No. 4).  Figure 2.1 sets out in
summary the action taken by agencies in implementing these
recommendations.

Figure 2.1
Phase 2 Response to Phase 1 ANAO Audit Report Recommendations

Recommendation Implemented? ANAO Comment

1. More flexible data access Yes Most bidder due diligence information was
arrangements  for potential provided electronically except where it was
buyers. not practical, cost effective or did not

represent a timely distribution of information.

2. Procedures for receipt,  Yes Appropriate procedures were developed and
opening, registering, implemented.  Originals of all bids have been
handling and filing of retained by the Commonwealth.
offer documents .

3. Improved planning for Yes All consultancy contracts were identified early
major contracts ; in the Phase 2 sales process and
competitively tendering competitively tendered.  A timetable was put
contracts wherever in place highlighting key output milestones
possible; and including and contractors were kept to this timetable.
performance monitoring
arrangements in contracts.

4. Enhanced Yes Commonwealth Procurement Guidelines were
sub-contracting complied with for all contracts let by the
arrangements  to require Business Adviser and OASITO monitored the
compliance with Business Adviser’s tendering processes in
Procurement Guidelines this regard. Contracts let by the Business
and improved management Adviser were, wherever possible, fixed price
of the commercial risk of contracts.  There were no sub-contract cost
cost overruns. overruns.

Sale Management
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Recommendation Implemented? ANAO Comment

5. Early engagement of Yes The Business Adviser prepared the
logistics consultants  to transaction timetable and was responsible for
allow formal, written process logistics.  The timetable was adhered
contracts to be signed; to and even accelerated in places.  Contracts
appropriate planning; and were signed in all instances and sub-
efficient and effective contractors delivered on-time and within
management of sale costs. budget.

6. Developing appropriate  Yes After satisfying certain mandatory criteria,
priorities which set out priority was attached to maximising net sales
 the relative importance of proceeds on a risk adjusted basis whilst
the evaluation criteria . achieving optimal outcomes in relation to the

other criteria.

7. Considering structures Yes A Tender Evaluation Committee was
such as a tender established to settle the evaluation
evaluation committee  to methodology; monitor and supervise the
enhance transparency evaluation process; and make
and accountability. recommendations on the selection or

rejection of bidders.  OASITO chaired the
Committee with two representatives from
each of OASITO, DoTRS, the Business
Adviser and Legal Adviser.

8. Development of a Yes DoTRS has identified all compliance areas
comprehensive framework and has established annual lease review
and procedures to monitor meetings with each of the Airport Lessee
and ensure lessee Company’s where they will be required to
compliance  with the report on their compliance.  Other less
Airport Leases. significant areas of lessee compliance are to

be monitored through correspondence with
the Airport Lessee Company’s.

9. Effective arrangements Yes Copies of the Phase 2 sale documentation
for the ongoing storage were placed in the records of OASITO and
and safe custody of DoTRS.  The originals of the signed sale
original signed sale documentation for Phases 1 and 2 will be
documentation . retained by AGS for safe custody within the

Commonwealth.

10. Comprehensive Yes DoTRS has identified all areas requiring
administrative procedures monitoring under the Airports Act and the
to monitor ongoing airport leases.  Annual review meetings have
development  of the been established with each of the Airport
Phase 1 airports as Lessee Company’s.
required by the Airports
Act and Airport Leases.

11. Adequate disclosure to Yes Full disclosure was provided to bidders
bidders  of all costs although the exact amount of increases in
connected with the Airservices Australia charges were only
purchase of finalised and able to be made available after
Commonwealth assets. the sale agreements had been signed and

deposits taken.  However, indicative
increases, as a result of location specific
pricing, were advised to bidders.

Source: Transaction Summary Report for Phase 2—Report to the Office of Asset Sales & Information
Technology, ABN AMRO, 27 July 1998 and ANAO analysis of information provided by
OASITO, DoTRS, the Business Adviser and the Legal Adviser.
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2.4. Finding: Agencies implemented all 11 recommendations made in
Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports.
ANAO considers that the improved processes resulting from
implementation of the audit’s recommendations supported an effective
overall outcome for the Phase 2 sales process.

Sale costs
2.5. ANAO estimates that the direct sale costs for Phase 2 were
$35.4 million, or 4.8 per cent of gross proceeds (see Figure 2.2).  This
compares with $153 million or 4.6 per cent of gross proceeds for the
Phase 1 sales.  The Phase 1 costs included $94.4 million in ex gratia
payments to State governments in lieu of stamp duty on the airport leases.
In Phase 2, bidders were responsible for stamp duty payments.  For
comparative purposes, excluding the cost of the ex gratia payments to
the State governments, the Phase 1 costs were $39.1 million, or 1.2 per cent
of gross proceeds.

2.6. Excluding costs associated with the closure of the Federal Airports
Corporation, total OASITO costs for the sale were $18.7 million or
2.6 per cent of gross proceeds.  It should also be recognised that Phase 2
included 15 airports as opposed to three airports included in Phase 1.

2.7. Compared to the Phase 1 sale, costs were significantly reduced
in Phase 2 for two items, the Legal Adviser contract (a reduction of
$7.0 million or 69 per cent) and the design, typesetting and printing of
the tender and marketing documentation (a reduction of $570 000 or
58 per cent).  The absolute value of payments to the Business Adviser
also decreased in Phase 2 (by $4.1 million or 26 per cent).  The Business
Adviser ’s Phase 2 contract was for a shorter duration than the Phase 1
contract and it involved the concurrent trade sale of 15 airports while
fees in the Phase 1 contract were based on the sale of three airports.

2.8. The major component of the Phase 2 sale costs were payments to
OASITO’s Business and Legal Advisers.  These payments totalled
$14.89 million, or 78 per cent of OASITO’s total sale costs.  To date, the
airports privatisation program has extended over more than four years.
The payments to advisers have been significant and involved contracts
for the initial scoping study ($1.46 million); the sale of Brisbane, Melbourne
and Perth airports ($25.96 million); and the Phase 2 sale effort for a further
15 Federal Airports ($14.89 million).25  In light of this, in order for the
Commonwealth to maximise value for money, it was important that

Sale Management

25 The Business Adviser was also contracted by DoTRS in 1997 to undertake the Second Sydney
Airport Financial Feasibility Study.
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OASITO developed a cost-effective approach for its outsourcing
arrangements at each stage of the privatisation program.

Figure 2.2
Phase 2 Federal Airports Sale Costs as at March 1999

$ m $ m

OASITO
Business Adviser 11.72
Legal Adviser   3.17
Investigating Accountant a   1.81
OASITO Running Costs   0.71
Advertising, marketing and bidder due diligence   0.65
Design, typesetting and printing   0.40
Other   0.51
Total OASITO Costs 18.97

Federal Airports Corporation
Due diligence and stand-alone costs   6.20
Redundancy and corporate closure costs 10.20
Total Federal Airports Corporation 16.40

Direct Sale Costs 35.37

Source:ANAO analysis of information from OASITO and the Federal Airports
Corporation’s 1997–98 Annual Report.

Legal Adviser
2.9. OASITO employed two Legal Advisers for the Phase 1 sales
process.  These were the Office of the Australian Government Solicitor
(AGS) and Clayton Utz.  Legal Adviser fees paid for the Phase 1 sales
process totalled $9.6 million.  AGS received $6.8 million and Clayton Utz
$2.8 million.

2.10. AGS was initially engaged in August 1995 to advise on
Commonwealth interests in the Phase 1 sales process.  Following a
competitive tender process, in December 1995 AGS was appointed as
lead Legal Adviser for the Phase 1 sales.  Clayton Utz was sub-contracted
by AGS to assist with bidder negotiation, restructuring of the FAC and
preparation of sale documentation.  AGS and Clayton Utz submitted
separate tenders for the Phase 1 Legal Adviser role.  The sub-contracting
arrangement was proposed by OASITO.

2.11. In December 1996, the agreement with Clayton Utz was
renegotiated such that the firm was directly contracted to OASITO from
1 January 1997 to 30 June 1997.  Clayton Utz was paid revised fees during
this period to reflect the greater resource commitment required by
OASITO.  AGS’ contract was also extended to 30 June 1997 but it was
paid reduced fees for services similar to those required under its initial
contract.
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Phase 2 airport sales contract
2.12. In June 1997, OASITO sought from Clayton Utz a proposal to act
as Legal Adviser for the Phase 2 sales.26  OASITO did not seek such a
proposal from AGS, the lead Legal Adviser in the Phase 1 sales, for it to
act as Legal Adviser for the Phase 2 sales.  Four proposals were provided
by Clayton Utz to OASITO between 4 June 1997 and 24 June 1997.
Clayton Utz’s proposed fees were negotiated down from an initial
submission of $12.2 million to $10.5 million.27  A draft contract with Clayton
Utz was prepared on 24 June 1997.  However, on 23 June 1997 the Minister
for Finance and Administration expressed a view to OASITO that the
Phase 2 Business Adviser contract should be competitively tendered.
Having regard to the Minister’s view, OASITO subsequently decided to
competitively tender all Phase 2 adviser contracts.

2.13. On 27 June 1997 OASITO invited 10 firms to submit a proposal,
by 8 July 1997, to act as Phase 2 Legal Adviser.  The invitations were
issued to legal advisers known to OASITO as likely to have Australian
and international aviation experience and links.  OASITO received
proposals from three firms, including AGS and Clayton Utz.  The Selection
Panel comprised the Chief Executive of OASITO, another senior OASITO
officer, a senior officer from DoTRS and two external private sector
members nominated by the Minister for Finance and Administration.
Following a review of proposals and interviews, each firm was asked to
reassess certain elements of their proposals including components relating
to the fee structure.  The Selection Panel assessed each proposal against
the requirements of the invitation letter with particular attention paid
to: the level of understanding of the assignment; relevant experience
and expertise in the sale of major business enterprises; specific knowledge
of the FAC’s business, and the airports industry generally; and the quality,
depth and commitment of resources available to undertake the task.

2.14. The Selection Panel recommended AGS be appointed as Phase 2
Legal Adviser for a capped fee of $3.15 million.  This capped fee included
an allocation of $250 000 for information technology support for the
provision of due diligence information to bidders in an electronic format.
Payments were made to AGS in accordance with the contract, comprising
fees of $2.9 million and reimbursed disbursements of $270 409.

Sale Management

26 Also in June 1997, OASITO sought a proposal from AGS for legal advice between 1 July 1997
and 30 October 1997 in relation to: regulatory and legislative issues; Commonwealth due diligence;
the domestic terminal leases; development and management of the confidentiality deed process;
and management of any archives agreements required.  AGS proposed a fee of $500 000 for this
work.

27 Clayton Utz advised that its pricing would not be different in a competitive tender situation.
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2.15. Finding: The decision to competitively tender the Phase 2 Legal
Adviser contract significantly improved the value for money obtained
by OASITO.  OASITO initially proposed to contract one of its Phase 1
Legal Advisers with fees of $10.5 million negotiated.  However, on 23 June
1997, the Minister for Finance and Administration expressed a view to
OASITO that  the Phase 2 Business Adviser contract should be
competitively tendered.  Having regard to the Minister’s view, OASITO
subsequently decided to competitively tender all Phase 2 adviser
contracts.  Three Legal Adviser proposals were received with the
successful proposal involving capped fees of $3.15 million, $7.3 million
less than those initially negotiated by OASITO.

2.16. In response to the 3 May 1999 proposed audit report issued under
section 19 of the Auditor-General Act 199728, OASITO advised ANAO that:

It was important to move ahead quickly with the Phase 2 airport sales to
maintain the momentum of the privatisation programme, retain investor
interest from Phase 1, take advantage of existing market conditions and to
minimise the public debt interest cost arising from any avoidable delays.
OASITO, therefore, sought proposals to act in relation to the Phase 2 airport
sales from the business and legal advisers to Phase 1—albeit proposing a
more reduced role for one of the legal advisers for the reasons set out below.
The tender process for the Phase 1 consultancies provided for (but did not
require) the advisers to be engaged for Phase 2 without further competition.

OASITO did not then seek a proposal from AGS for it to act as principal
legal adviser for the Phase 2 sales, although AGS had been the lead legal
adviser for the Phase 1 sales because announced senior staff changes meant
that the requisite staff would not have been available to Phase 2.  During
the course of the selection exercise, after a decision was taken to go out to
tender for the legal adviser role, the AGS team leader from the Phase 1 sales
process re-engaged with AGS, thereby considerably strengthening their team,
and claim for the role.  AGS was subsequently appointed as legal adviser to
the Phase 2 sales.

Had this officer been available when we first contemplated engagements for
Phase 2 we would not have approached Clayton Utz on the basis we did.
But had we sought competitive proposals at that time, the AGS team would
have been unable to muster the required skills.

28 Section 19 of the Auditor-General Act 1997 provides that the Auditor-General may give a copy of
the proposed report of an audit conducted under section 18 of the Act to any person who, in the
Auditor-General’s opinion, has a special interest in the report.  The section further provides that
the Auditor-General is required to consider the comments of a person provided with a copy of the
proposed report providing that the comments are given to the Auditor-General within 28 days of
the person receiving the proposed report.
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2.17. ANAO comment:   The core principles and policies of
Commonwealth procurement include open and effective competition
rather than sole sourcing without a competitive process.  ANAO notes
OASITO’s advice that announced senior staff changes at AGS meant that
the Phase 1 AGS team leader originally would not have been available
for Phase 2, but also notes that all remaining key personnel specified in
AGS’ Phase 1 contract were available to OASITO and each of these officers
possessed considerable experience in privatisation projects.  Furthermore,
Clayton Utz’s team for Phase 2 was not settled at the time proposals
were sought.  In addition, OASITO proposed to have Clayton Utz take
responsibility for significant aspects of work AGS had handled in
Phase 1 which potentially involved significant cost implications.  The
proposed legal fees of $10.5 million negotiated by OASITO through its
direct approach to Clayton Utz were greater than the total paid to both
of the Phase 1 legal advisers.  ANAO notes that the fees negotiated by
OASITO with Clayton Utz were more than double those bid by either of
the two other candidates who responded to the subsequent tender.

Business Adviser
2.18. Following a competitive tender, BZW was engaged in June 1994
to assist with the scoping study for the sale of the Federal airports.  The
total value of this contract was $1.26 million.  After a further competitive
tender, BZW was reappointed in August 1995 to assist the Commonwealth
with the sale of the Phase 1 airports.29  Total payments under this contract
were $15.80 million.

2.19. At OASITO’s request, on 30 May 1997, BZW provided OASITO
with a proposal for it to act as lead adviser and project manager for the
disposal of the Phase 2 airports.  The proposal had been requested
following the successful conclusion of the Phase 1 sales and in light of
the need to move quickly to Phase 2 in order to meet the proposed
timetable of completing Phase 2 by 30 June 1998.30

2.20. The Business Adviser’s Phase 2 proposal was discussed during
June 1998 with negotiations focused on the quantum and structure of
proposed fees.  Negotiations between OASITO and the Business Adviser
resulted in the Business Adviser ’s fee proposal being modified with

Sale Management

29 Further details on these selection processes are provided in Audit Report No. 38 1997–98, Sale
of Brisbane, Melbourne and Perth Airports, pp. 21, 25 and 26.

30 Candidates for the Phase 1 Business Adviser role had been advised in the June 1995 request for
proposals that the Commonwealth reserves the right to engage the adviser for the second phase
of the sales process should performance on the initial phase prove satisfactory and subject to
agreement on terms and conditions.
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maximum fees reduced to $12.2 million.31  A draft contract was then
prepared on 19 June 1997.  However, as mentioned above, on 23 June 1997
the Minister for Finance and Administration expressed a view to OASITO
that the Phase 2 Business Adviser Contract should be competitively
tendered. Having regard to the Minister’s view, OASITO subsequently
decided to competitively tender all Phase 2 advisory contracts.32

Accordingly, a request for proposals was issued on 27 June 1997 to nine
firms, requiring a response by 8 July 1997 (7 business days).

2.21. The incumbent Business Adviser was the only firm to submit a
proposal for the Phase 2 task.  OASITO advised ANAO that this was
despite OASITO’s attempts to generate interest in tendering for the role
for which many saw the incumbent Business Adviser as having the inside
running.  OASITO further advised that it considers that the limited
interest may also have arisen due to most well qualified firms having
already obtained mandates to act for prospective purchasers—some as
continuations of Phase 1 advisory roles.

2.22. The Business Adviser’s proposal included fees identical to the final
position negotiated with OASITO in June 1998.  This proposal included a
success fee which had initially been requested by OASITO in order to link
some part of the Business Adviser’s remuneration to successful outcomes
for the Commonwealth.  Following further negotiations, the Business
Adviser removed the proposed success fee because of the Selection Panel’s33

concern with the quantum of the fee and the nature of the incentive being
linked to the airport valuations prepared by the Business Adviser.34  While
still of the view that the fees were on the high side,35 the Selection Panel
agreed to recommend BZW’s reappointment on the basis that the fee was
capped,36 it reflected BZW’s demonstrated capabilities and the re-
engagement would result in value returns for the Commonwealth.

31 The 30 May 1997 proposal included two alternative fee structures.  The first structure involved a
total fee of $13.75 million (base fee of $11.25 million and $2.5 million completion fee).  The second
structure comprised a base fee of $8.75 million plus one per cent of total sale consideration
received by the Commonwealth.  Based on the actual sale proceeds of $730 million, the success
fee would have resulted in total Business Adviser fees of $16 million.

32 On 4 June 1997, OASITO had advised the Minister for Finance and Administration that it proposed
to commence discussions with BZW, AGS, Clayton Utz and KPMG with a view to their appointment
as business, legal and accounting advisers for Phase 2.

33 The same selection panel was used for the Business and Legal Advisers and the Investigating
Accountant.  The panel was chaired by the OASITO Chief Executive and included a further
OASITO representative, a DoTRS representative and two representatives of the Minister for
Finance and Administration.

34 The proposal involved a success fee of two per cent of sale proceeds in excess of the Business
Adviser’s base valuation.  The success fee was to be capped at $3.2 million.

35 The fees were capped at $12.2 million and comprised a base fee of $8 million; a completion fee of
$3.9 million apportioned between the 15 airports; and a completion fee of $300 000 payable on
completion of the sale or other disposal of all 15 of the Phase 2 airports.

36 The contract signed provided for a capped fee of $12.2 million up to 30 June 1998 but the fee
would increased by $250 000 per month thereafter.
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2.23. After advising the Minister, OASITO negotiated with BZW over
the terms and conditions of a contract and the Business Adviser contract
was signed on 31 July 1997.  The contract required the Business Adviser
to project manage the sale process; manage an effective and efficient
marketing campaign; oversight and assist the due diligence process; advise
on, coordinate and undertake the design, packaging, printing and
distribution of all tender documentation; evaluate and analyse the
financial and commercial aspects of all tenders and coordinate the
preparation of bid evaluation reports; and advise on the airport sale and
lease documents and airport business restructuring.  The contract also
required the Business Adviser to ensure that the sale process was
conducted to the highest standards of probity and integrity required of
public authorities under Commonwealth accountability legislation.

2.24. In consideration for the performance of the nominated consultancy
services, the contract required OASITO to pay the Business Adviser a
fee of $12.2 million.37  The fee comprised:

• a Base Fee of $8 million.  The Base Fee was payable as follows:
$4 million on 31 December 1997; $2 million on 31 March 1998 and
$2 million on 30 June 199838; and

• a Completion Fee of up to $4.2 million.  The Completion Fee comprised
a fixed component of $3.9 million apportioned across the 15 airports
and a fee of $300 000 for the sale of all 15 of the Phase 2 airports.

2.25. The Business Adviser was paid a total fee of $11.72 million made
up of the Base Fee of $8 million and $3.72 million in Completion Fees.
The Completion Fees were reduced by $480 00039 as Essendon airport
was not sold because the bids received did not satisfy, to the level
required, a number of the Government’s sale objectives.

2.26. Finding: OASITO initially sought to negotiate directly a Phase 2
contract with the Phase 1 Business Adviser.  However, it was later decided
to competitively tender the assignment, consistent with the principle of
open and effective competition.  The initial negotiations with the
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37 The fee included all disbursements with the exception of travel and accommodation expenses
associated with any international marketing of the sale; costs of any sub-contractors; external
printing, design and packaging costs associated with the tender and marketing documentation;
and external costs associated with the transfer, copying and assembly of information to be
provided to bidders.

38 A monthly retainer of $250 000 was paid from the commencement of the contract.  The monthly
retainer was fully rebateable against the instalments of the Base Fee otherwise payable in the
period up to 30 June 1998.  Thereafter, the monthly retainer was not rebateable.

39 Comprising the $180 000 fixed completion fees for Essendon and the $300 000 fee for completing
the sale of all 15 airports.
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incumbent Business Adviser reduced the quantum of fees sought but also
reduced the time available for other possible candidates to develop a
credible and competitive proposal.  The incumbent Business Adviser was
the only firm to submit a proposal.  It sought fees capped at $12.2 million
for the period up to 30 June 1998.  OASITO paid the Business Adviser a
total fee of $11.72 million, the fee being less because Essendon Airport
was not sold.

2.27. Recommendation No.1 ANAO recommends that the Office of Asset
Sales and IT Outsourcing enhance open and effective competition for
advisory roles in future asset sales by developing tender strategies that,
subject to the Government’s sale timing objectives, ensure that potential
advisers have sufficient opportunity to develop credible and competitive
proposals to maximise the likelihood of a successful outcome.

2.28. OASITO’s response to the recommendation was that it agreed with
qualification.  OASITO advised that it considered that the time allowed
in the case of the Phase 2 airports sales was adequate because most
competing well-credentialled firms had sound knowledge of the process
from their involvement in Phase 1 representing bidders, and no firm
objected to the timetable.  Only one firm sought an extension of time and
that was because the letter got lost within their firm.  OASITO notes that
in light of the widely acknowledged success of Phase 1, it was likely that
competing firms would not be willing to commit time and resources to
submit competing bids when the issue was largely one of seeking fee
reductions below levels that were already competitive by industry
standards.

2.29. ANAO comment:  ANAO considers that OASITO’s decision to
competitively tender all Phase 2 sales adviser contracts recognised that
advantages can accrue from competitively tendering major contracts.
However, calling tenders may not guarantee effective competition where,
for example, existing contractors possess incumbency advantages over
potential competitors which impair the ability to switch contractors.  In
these circumstances, it is important that tender specifications do not
unduly favour the existing contractor and that potential competitors be
given sufficient information and adequate opportunity to develop credible
and competitive proposals.  In this instance, OASITO had been discussing
the scope and approach to the Phase 2 sales process with the incumbent
Business Adviser since January 1997 but only provided potential
competitors with seven business days to develop a proposal.  It may be
that more time would not have succeeded in eliciting proposals from
additional Business Adviser candidates for the reasons cited by OASITO,
but negotiating with the incumbent Business Adviser before approaching
the market is unlikely to have fostered effective competition.
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Outsourced Project Management
2.30. OASITO’s Phase 2 Business Adviser was contracted to undertake
day-to-day management (in consultation with OASITO) of the leasehold
sale of the 15 Phase 2 Federal Airports, including management of all other
consultants and advisers with the exception of the Legal Adviser, AGS.
The contract permitted the Business Adviser, with OASITO’s agreement,
to engage sub-contractors to perform any of its obligations or functions.
Nevertheless, contractually the Business Adviser would remain fully
responsible for the performance of all its contractual obligations.

2.31. OASITO consented to 14 sub-contracts with an aggregate contract
value of $3.28 million.  To assist in achieving value for money, OASITO
required the Business Adviser to conduct a competitive tender for each
sub-contract.

Sub-contractor payments
2.32. The cost of claims processing can be high and it is not always
efficient or cost-effective to strive for absolute verification of the accuracy
of a claim for payment.  The process of certifying amounts for payment
is the mechanism through which the Commonwealth obtains assurance
that it has paid only what it was supposed to pay.  For this reason, the
act of certifying a claim for payment is an important part of the process
of safeguarding public money.  It is a fundamental internal control for
ensuring the efficient, effective and ethical use of Commonwealth
resources, as required by Section 44 of the Financial Management and
Accountability Act 1997.40

2.33. OASITO agreed to reimburse the Business Adviser for the costs
of all approved sub-contractors.  As part of its project management
responsibilities for these sub-contracts, the Business Adviser was required
by its contract to pay the sub-contractor in accordance with correctly
rendered invoices.  The contract required that, on a quarterly basis, the
Business Adviser forward to OASITO proof of payment to the sub-
contractor together with a certificate which stated that the sub-contractor
had complied with all of the conditions of the sub-contract and that it
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40 Prior to the Financial Management and Accountability Act, Section 34 of the Audit Act 1901
required that, before a payment may properly be made, a Certifying Officer ensure the claim is
correct as to amount, is for expenditure that had been duly approved; is made out in the name of
a person or authority to whom payment may be made; has not been previously paid; identifies the
correct head of expenditure; and complies with any contractual requirements.  Certain prescribed
classes of payments (for example, claims made by one Department on another Department or
claims for an amount not exceeding $1,000) only required the Certifying Officer to ensure the
expenditure has been duly approved and the claim identifies the correct head of expenditure
before certifying payment, provided the Certifying Officer has no reason to believe payment
should not be made.
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was proper for the payment to be made.  The Business Adviser was to be
liable for any reimbursement wrongly made by OASITO as a result of a
wrongly issued certificate by the Business Adviser.41

2.34. The proper monitoring of contractors’ performance is an element
of OASITO’s accountability for the delivery of services by its contractors.
Importantly, OASITO remains accountable for the proper expenditure of
Commonwealth funds, notwithstanding its outsourcing of project
management for individual sales.  To discharge this responsibility cost-
effectively, and given the substantial sums of money that are paid to
OASITO’s project managers, it is necessary for OASITO to employ a
contractual and administrative framework that enables it to place reliance
on certificates issued by its project managers.  In recognition of its
accountabilities, OASITO instituted a diligent review of payments made
to subcontractors by its advisers and the documentation associated with
these payments.

2.35. The Business Adviser submitted three invoices to OASITO for
reimbursement of sub-contractor expenses.  The first invoice was
submitted on 20 October 1997 for $475 402.  The Business Adviser certified
that it had paid the sub-contractors in accordance with correctly rendered
invoices; it had provided to the Commonwealth valid invoices; the sub-
contractors had complied with the terms of their contractual
arrangements; and that no disputes were outstanding between the
Business Adviser and the sub-contractors. OASITO reimbursed $475 215
to the Business Adviser for the first invoice.  The reimbursement was
$187 less than the amount claimed in the invoice because the Business
Adviser had sought reimbursement in excess of the fixed price OASITO
had agreed to for one sub-contract.

2.36. The second invoice for sub-contractor cost reimbursement was
submitted to OASITO on 19 December 1997 for $977 596.  The Business
Adviser provided an identical certification to that provided with the
first invoice.  OASITO initially withheld $40 599 from the second
reimbursement because the documentation provided by the Business
Adviser indicated that one sub-contractor had not invoiced in accordance
with the rates specified in its sub-contract.  After investigation, on
3 December 1998 OASITO agreed to reimburse the Business Adviser
$40 445 of the amount initially withheld on the basis that this represented
the correct amount in accordance with the rates specified in the sub-
contract.

41 These provisions were similar to those adopted in the 1997 Sale of One-third of Telstra.  See
further in Audit Report No.10 1998–99, Sale of One-third of Telstra, pp. 33–44 and 54–65.
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2.37. The Business Adviser submitted the third invoice for
reimbursement of the cost of sub-contractors to OASITO on 7 August
1998 for $1 274 192, with an identical certification to the first two invoices.
Although the Business Adviser advised OASITO that supporting
documentation for the invoice would be provided on 10 August 1998,
this documentation was not provided to OASITO until 14 October 1998,
after OASITO had requested it in writing on four occasions and verbally
on a number of other occasions.  By this time, the Business Adviser had
been paid its full fee in accordance with the contract, although it had not
yet, as required as part of its project management responsibilities,
properly rendered invoices to enable it to be reimbursed for all sub-
contractor expenditures.

2.38. OASITO’s review of the supporting documentation for the third
invoice identified a number of matters that needed to be resolved before
it could fully reimburse the Business Adviser.  Accordingly, OASITO
reimbursed the Business Adviser $168 348 less than had been sought.
The difference related to over-invoicing identified by OASITO ($8941)
and items that were not clear or not fully substantiated ($159 407).  At
the time audit fieldwork was completed in March 1999, most of OASITO’s
concerns had been addressed and OASITO had agreed to reimburse
$157 057 of the amount initially withheld.

2.39. Finding: One challenge for OASITO in outsourcing project
management is to develop administrative and contractual arrangements
that reduce the need for it to engage in double-checking of all expenditure
incurred by its project manager.  With OASITO’s consent, the Business
Adviser entered into 14 sub-contracts with an aggregate contract value
of $3.28 million.  As part of its project management responsibilities for
these sub-contracts, the Business Adviser was required to efficiently and
effectively administer payments to the sub-contractors and seek
reimbursement of its costs from OASITO.

2.40. As a Commonwealth agency, OASITO cannot outsource
accountability for the expenditure of Commonwealth funds.  Accordingly,
it implemented effective administrative safeguards to make sure that
Commonwealth funds reimbursed to the Business Adviser were properly
expended.  As a result of its detailed review of the Business Adviser ’s
reimbursement claims, OASITO initially declined to reimburse $209 134
already paid by the Business Adviser to sub-contractors.  OASITO’s
investigations were concluded in December 1998 and OASITO agreed to
reimburse all but $11 632 of the amounts that were initially withheld.

2.41. OASITO delayed reimbursement of sub-contractor expenses which
provided the Business Adviser with some financial incentive to complete

Sale Management
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its work.  However, the Business Adviser was paid its full project
management fee, in accordance with the contract, before its sub-
contracting project management responsibilities had been fully
discharged.  ANAO considers that the cost-effectiveness of future project
management contracts could be enhanced by linking a component of the
project management fee to the project manager ’s performance in
administering sub-contractor payments.

2.42. Recommendation No.2 ANAO recommends that, in future asset
sales, the Office of Asset Sales and IT Outsourcing consider including
appropriate financial incentives within the project management contract
to assist in ensuring that its project managers:

a) implement internal control systems that enable them to establish that
the sub-contractor has delivered the contracted services and/or
products to the required standard in a timely and responsive manner;
and

b) adopt an appropriate risk based approach to examining sub-contractor
invoices to ensure they are correct as to amount, including verifying
that the correct rates and calculations have been applied.

2.43. OASITO’s response to the recommendation was that it agreed
with qualification.  OASITO noted that the arrangements in place already
provided a $280 000 incentive to the business adviser to complete its
work because this was the amount of unreimbursed expenditure carried
by the Business Adviser pending satisfactory resolution and
documentation of expenditure.  However, for future appointments,
OASITO will consider whether, as an additional sanction, a portion of
the final project management fee should also be withheld pending timely
finalisation of sub-consultant arrangements.
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3. Tender process

This chapter outlines the tender process and the evaluation methodology and
outcome.

Tender process
3.1. Following the appointment of OASITO’s advisers, preparation for
the sales commenced in June 1997.  This included the conduct of vendor
due diligence and the preparation of information to be disclosed to
shortlisted bidders.  The tender process was closely modelled on that
used for the leasehold sale of Brisbane, Melbourne and Perth airports.
The tender process commenced in August 1997 with the issue of a marketing
brochure.42 Then in September 1997 potential bidders were provided with
preliminary airport site tours.  The formal bidding process commenced
in October 1997 (see Figure 3.1) with interested parties invited to lodge
an Expression of Interest (Stage 1) by 27 October 1997.

3.2. The Expressions of Interest stage was undertaken to focus the
bidding stage on parties considered to have the capability and
commitment to lodge a competitive and comprehensive tender.  The
Business Adviser coordinated the evaluation of Expressions of Interest.
OASITO reviewed all Expressions of Interest and provided its views to
the Business Adviser for inclusion in the overall assessment.  DoTRS and
AGS also reviewed the Expressions of Interest.  AGS focused on issues
concerning ownership and control, probity and security, legal issues and
confidentiality deeds.  DoTRS focused on candidates’ airport management
capability, environment management and local participation.

3.3. Expressions of Interest were ranked against each of the
shortlisting criteria43 to assist in developing an overall assessment.
Consideration was also given, where there was a deficiency in a specific
attribute, to the extent to which the consortium would be capable of
rectifying the deficiency during the full bidding stage.  To further enhance

42 The marketing brochure was sent to approximately 800 interested parties providing details about
the sales process, the regulatory environment, each individual airport and an overview of Australia.
Potential bidders were advised in the brochure that it was the Government’s intention that the
sales be completed by 30 June 1998.

43 The criteria applied related to financial strength and commitment; management capability and
commitment; the level and credibility of resources committed to the tender process; local
participation; and compliance with the ownership requirements of the Airports Act.  Information
was not sought on price, approach to risk, development proposals or business plans.  Each of
the criteria were treated equally by the Business Adviser in developing its shortlisting
recommendations.
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the level of competition for individual airports, the Business Adviser
recommended shortlisting marginal candidates who otherwise may not
have proceeded based on strict application of the shortlisting criteria.44

3.4. In November 1997, Stage 2 of the bidding process commenced
with shortlisted bidders issued with a Request for Proposals.  The Request
for Proposals outlined the terms and procedures governing the tender
process; the requirements for the preparation and lodgement of binding
offers; and the evaluation criteria.  ANAO sought legal advice as to
whether or not, under the terms of the Request for Proposals, the
Commonwealth was prevented from considering and selecting a bid
which was not compliant with all of these terms prior to the closing date
for proposals.   Legal advice obtained by ANAO was that the
Commonwealth was entitled to select a bidder whose bid was not
compliant with all requirements of the Request for Proposals, given that
in the Request for Proposals the Commonwealth reserved significant
discretions to vary the content and application of certain aspects of the
tender process, and to select a non-conforming bid.

3.5. The principal purpose of Stage 2 was to obtain high quality, legally
binding offers which satisfied the requirements of the Request for
Proposals and were capable of immediate acceptance by the
Commonwealth.45  The Request for Proposals noted the Government’s
intention to complete all 15 Phase 2 airport sales prior to 30 June 1998.

3.6. On 19 February 1997, 24 individual and 34 combination bids were
received for the Phase 2 airports.46  At least two individual bids were
received for each Phase 2 airport with the exception of Canberra and
Tennant Creek (one individual bid each) and Alice Springs and Mount
Isa, for which no individual bids were received.  Based on the Stage 2
bids and clarification of certain aspects of these bids, preferred purchasers
were identified for 11 airports.  Sale Agreements for 10 of these airports
were signed between 23 March 1998 and 21 April 1998.

44 Consideration was also given to prequalify additional parties or invite parties to submit Expressions
of Interest for airports for which they had not nominated an interest.  Initial legal advice indicated
that there could be difficulties with either approach.  OASITO advises that subsequent Counsel
advice was the approach eventually adopted was defensible in accordance with the tender
documentation.

45 A ‘short bid’ stage was contemplated before the binding bid stage should there have been a need
to further cull parties proceeding past the Expressions of Interest stage.  This did not prove
necessary.

46 One individual bid for Mount Isa airport was subsequently withdrawn.
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Tender  process

Figure 3.1
Sale bidding process

Source: ANAO analysis of information from OASITO, DoTRS, Business Adviser and Legal Adviser.
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3.7. A preferred purchaser was identified at the end of Stage 2 for
Archerfield airport.  However, this was subject to confirmation of this
bidder’s ability to fund the bid; a condition which was not satisfied.  As
a result, the two Archerfield bidders were invited to re-bid (Stage 3).  A
limited re-bid was also conducted for the Northern Territory airports
(Darwin, Alice Springs and Tennant Creek) and Essendon airport because
preferred purchasers were not able to be identified from Stage 2 bids for
these airports.  With one exception, all parties invited to re-bid submitted
a Stage 3 bid.  Preferred purchasers were identified for Archerfield airport
and the Northern Territory airports from the Stage 3 bids.  Sale
Agreements were signed on 21 April 1998 and 24 April 1998 respectively.

3.8. Finding: The sale of leases on 14 Phase 2 FAC airports was
completed by 30 June 1998, in accordance with the Government’s
timetable.  This represented a significant achievement given that, with
15 individual trade sale processes run concurrently on a coordinated basis,
it constituted the largest completed airport trade sales program in the
world to date.47.

Essendon airport
3.9. The Tender Evaluation Committee concluded that Stage 2 bids
for Essendon airport were not acceptable on the grounds of quality,
conditionality, certainty of funding and providing ‘fair value’ to the
Commonwealth.  The Minister for Finance and Administration and the
then Minister for Transport and Regional Development accepted the
Committee’s recommendation that a limited re-bid (Stage 3) be
undertaken.  Both of the consortia that submitted a Stage 2 bid proceeded
to submit a Stage 3 bid.

3.10. The Committee concluded that both of the Stage 3 Essendon airport
bids raised significant issues about the commitment of the parties to the
long term aeronautical use of the site.48  The Committee recommended
the acceptance of the highest bid providing certain bid conditions were

47 OASITO advice to ANAO 22 April 1999.
48 The Bid Evaluation Committee’s Stage 3 report noted that: The sale process has confirmed that

Essendon airport is a complex asset, with several unique features compared to other
Commonwealth owned airports.  Its operations as an airport are restricted by regulation of
aircraft weight and noise, etc.  This has a significant impact on its commercial performance as an
airport.  Its non-aero business has also been limited and the airport itself has a history of
underdevelopment arising from uncertainty about its future.  Its capital stock has been run down
since Melbourne airport was opened.
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removed and other issues addressed.49  If the highest priced bidder was
not selected as preferred purchaser for Essendon, the Committee
recommended consideration be given to either, withholding Essendon
airport from sale and establishing appropriate administrative
arrangements for its retention in the public sector, or designating the
lower priced bidder as preferred candidate subject to certain conditions
being met by the bidder.

3.11. After considering the Committee’s report, the Minister for Finance
and Administration and the then Minister for Transport and Regional
Development concluded that neither tender adequately addressed the
Government’s sales and ongoing privatisation objectives.  Given that the
bidders for Essendon had been given clear instructions on the
Commonwealth’s requirements, it was decided not to provide the bidders
with a further opportunity to address the areas of concern.  Accordingly,
the Ministers decided on 7 April 1998 to withdraw Essendon Airport
from the sale50 and the two bidders for Essendon Airport were advised
of this decision on 8 April 1998.  A lease over Essendon Airport was
granted on 30 June 1997 to Essendon Airport Limited, a wholly
Commonwealth owned company.51

3.12. Finding: A staged tender approach was adopted for the sale of
the 15 Phase 2 airports, closely modelled on that used for the leasehold
sale of Brisbane, Melbourne and Perth airports but extended to cater for
the greater scope for multiple and combined bids.  A total of 24 individual
and 34 combination bids were received for the Phase 2 airports.  The
tender process was completed by the target date of 30 June 1998 with
sale agreements signed and leases executed for 14 of the Phase 2 airports.
The only airport not sold was Essendon Airport, which was withdrawn
from sale because it was concluded that neither of the two tenders
submitted for the airport adequately addressed the Government’s sales
and ongoing privatisation objectives.

Tender  process

49 The Bid Evaluation Committee’s Stage 3 report noted that: Both bids are based on business plans
heavily reliant on post-lease freeholding of airport land and its use for non-aeronautical development,
including residential development.  Both proposals involve freeholding more than one third of the
leasehold site.  Should freeholding such a large parcel of the airport not be subsequently agreed,
it is not possible for DoTRS to conclude that an alternative effective business strategy is in place.

50 DoTRS has noted that this decision was made on the basis that: one bidder’s tender was non-
compliant and conditional despite the clear advice that the Commonwealth was seeking clean,
clear and fully funded bids; and the second bidder’s purchase price offer was at the low end of
what was considered a fair return to the Commonwealth and there were also significant concerns
about the consortium’s business plan and its capacity to support a long term commitment to the
airport.

51 In consideration for the grant of the lease and transfer of the relevant assets, contractual rights
and obligations, liabilities and employees, Essendon Airport Limited issued to the Commonwealth
10 million shares at an agreed value of $15 million.
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Evaluation methodology
3.13. Consistent with a recommendation made in ANAO’s audit report
on the Phase 1 sales, a Tender Evaluation Committee was established by
OASITO for the Phase 2 sales.52  The Committee was formally established
on 18 February 1998.  Its responsibilities were to settle the evaluation
methodology; monitor and supervise the evaluation process to ensure
conformity with the methodology and adherence to the sale timetable;
and make recommendations to OASITO on the selection or rejection of
bidders, or the need to seek revised bids.  The Committee was accountable
to OASITO, which retained ongoing executive management responsibility
for the sale process.53  It was chaired by one of the two OASITO
representatives, and included two members from DoTRS and two
members from each of OASITO’s Business and Legal Advisers.54

3.14. ANAO considers that it is sound administrative practice for the
tender evaluation methodology to identify the relative importance
attaching to each evaluation criterion.55  The Request for Proposals  issued
to shortlisted bidders in November 1997 outlined 14 evaluation criteria.
Shortlisted bidders were advised that the Commonwealth was seeking
to maximise net sales proceeds on a risk-adjusted basis whilst achieving
optimal outcomes in relation to the other criteria.  To achieve this outcome,
the evaluation criteria were prioritised as follows:

• tenders were required to conform to certain mandatory criteria.56

Tenders that were non-compliant with the mandatory criteria and
which the Committee considered had no prospect of compliance would
not be considered further;

52 Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports, Recommendation
No.7, p.55.

53 OASITO’s Business Adviser undertook day to day management of the bid evaluation process
including liaising with each of the parties responsible for undertaking the evaluation to ensure the
process was correctly followed and the timetable adhered to.  The Business Adviser also provided
the Secretary to the Committee and collated individual evaluation reports and the overall summary
and recommendation reports.

54 Based on a recommendation from its Business Adviser, OASITO decided not to include an
independent party on the Committee because of the lack of inherent conflicts of interest in the
proposed Committee structure; the importance of strict confidentiality; and the breadth and
balance of skills and experience amongst the proposed Committee covering legal, commercial,
transport policy and sales policy issues.

55 Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports, Recommendation
No.6, p.37.

56 The mandatory criteria comprised prospective compliance with the Airports Act and other applicable
legislation; satisfaction of the Commonwealth’s security and probity requirements; compliance
with cross-ownership restrictions; and bidders’ financial and management capacity and commitment
to operate and develop the airport.
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• tenders that complied with the mandatory criteria would then be
ranked in decreasing order of risk-adjusted sales proceeds;57 and

• the relative ranking of tenders would only be adjusted where
assessment against non-sales proceeds criteria clearly warranted a
departure from the risk-adjusted sales proceeds ranking.58

3.15. A tender evaluation plan was prepared by the Tender Evaluation
Committee addressing the approach to, and organisation of, bid
evaluation and specifying some of the more detailed aspects of the
evaluation process.  The plan was designed to assist the Committee rank
all bids against the published evaluation criteria59.  Also, in accordance
with the agreed methodology, the Committee was to identify any major
issues requiring resolution or further clarification with bidders; outline
selection recommendations and the basis for the recommendations; and
establish a clear and properly documented basis for the selection and
rejection of bids.  The plan also identified which Committee member
was primarily responsible for evaluations against each criterion,60 although
the evaluation as a whole was reviewed and endorsed by all members of
the Committee.

3.16. The Committee adopted a three step process to bid evaluation.
The best individual stand-alone bid was identified for each airport by
ranking individual bids for each airport in decreasing order of risk-
adjusted net sale proceeds.  Any trade-off between risk-adjusted sale
proceeds and other evaluation criteria was then assessed.  The best
combination bid for each particular combination of airports was identified
and compared to the combination of the best individual bids for these
airports.  Finally, the best combination and individual bids were assessed
across all possible ownership permutations to determine the best overall
result for the Commonwealth.

Tender  process

57 Risk adjusted proceeds was determined by considering the purchase price offered by each
bidder; the approach bidders took to reimbursing capital expenditure at the airports between
1 July 1997 and completion; potential adjustments for stamp duty, interest rate movements,  any
elements of the bid considered to have a quantifiable and material negative cost to future
Commonwealth taxation revenue; the extent to which any adjustments were proposed to the
draft transaction documentation issued to bidders on a broadly non-negotiable basis; and the
extent to which acceptance of the offer would result in any increased risk allocation, cost or
liability to the Commonwealth.

58 These criteria related to certainty, clarity and conditionality of the offer; local participation from the
community in which the airport is located; commitment to development and maintenance of the
airport; fair and equitable treatment of FAC employees; optimising the Government’s ongoing
privatisation objectives; responsiveness of the bidders approach to development and operation
of the airport to environmental considerations; and diversity of ownership.

59 For example, sub-criteria were established to assist in the assessment of the main evaluation
criteria.  The overall assessment of a given evaluation criterion reflected the aggregate assessment
of the specified sub-criteria.

60 A separate review was undertaken by the Accounting Adviser on accounting, tax and
superannuation matters in respect to the Phase 2 Airports.  The Accounting Adviser’s report was
used as an input by the Committee.
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3.17. To ensure a consistent approach to the evaluation of all bids, blank
templates for the bid evaluation reports were produced in advance by
the Committee.  The blank templates were supported by detailed guidance
notes to indicate how bids were to be evaluated and the information to
be taken into account.  Separate evaluation reports were prepared on the
individual bids for each airport as well as a separate evaluation report
for each combination bid permutation.  This provided a clear and
transparent approach to assessing the relative merits of each individual
and combination bid.

3.18. Finding: The evaluation process was planned and conducted to
provide a clear and transparent approach to assessing the relative merits
of each individual and combination bid in order to identify the best overall
result for the Commonwealth.  Consistent with ANAO recommendations
made following the performance audit of the Phase 1 sale of airport leases,
OASITO established a Tender Evaluation Committee and assigned
priorities to the evaluation criteria.

Price criterion
3.19. The Request for Proposals noted that the Commonwealth aimed
to maximise net sales proceeds on a risk-adjusted basis whilst achieving
optimal outcomes in relation to the other criteria.  Each bid was required
to state the purchase price offered for the grant of the Airport Lease,
and transfer of the assets, contractual rights and obligations, liabilities
and employees of the FAC relevant to the operation of the airport.  In
addition, bidders were advised that the purchasers would be required
to reimburse the Commonwealth for designated capital expenditure made
by the FAC in the period between 1 July 1997 and three days prior to
sale completion.61

3.20. The Tender Evaluation Committee assessed the net sale proceeds
offered by each bid, comprising the purchase price and capital expenditure
reimbursement.  The Request for Proposals reserved the Commonwealth’s
right to assess the tax implications of offers, particularly elements which
the Commonwealth considered would result in a quantifiable and material
negative cost to future Commonwealth tax revenue.  KPMG Chartered
Accountants were engaged to review the bids to identify any items of an
accounting, tax or superannuation nature that could impact on bid
assessment.  Their report concluded that none of the financing, ownership
or other structures of any bid gave rise to any material Australian taxation

61 Estimates of the likely capital expenditure that would be required to be reimbursed were provided
to bidders to assist them develop their proposals.
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implication which might result in a quantifiable and material negative
cost to future Commonwealth tax revenue for comparative bid evaluation
purposes.

3.21. A feature of the Phase 2 tender process was the large number of
combination bids received.62  Six bidding consortia submitted a total of
34 combination bids for the Phase 2 airports.  The Request for Proposals
permitted bidders to lodge combination offers providing the bidder also
lodged a separate bid for each Phase 2 airport included in the combination
offer; and the total purchase price for the combination offer was greater
than the sum of the purchase prices for those airports on a stand-alone
basis.63  Due to cross-ownership restrictions, a combination offer could
not be made for Hobart and Launceston airports.

3.22. All combination bids were evaluated and a permutation analysis
undertaken comparing combination bids and individual bids to assess
which approach would achieve the maximum return for the
Commonwealth.  The Tender Evaluation Committee concluded that, with
few exceptions, the combination bids were not competitive in price, on a
risk-adjusted basis, with the stand-alone bids.  Accordingly, the highest
individual offers were accepted for six airports (Canberra, Hobart,
Launceston, Moorabbin, Jandakot and Archerfield).  Combination bids
that offered a premium over the highest stand-alone bids (and other
combination bids) were accepted for Adelaide, Parafield and Coolangatta;
Townsville and Mount Isa; and the Northern Territory airports.64

3.23. Finding: The Tender Evaluation Committee assessed the net sale
proceeds offered by each bid with the successful bids maximising
Commonwealth sale proceeds.  A feature of the Phase 2 tender process
was the large number of combination bids.  The Committee compared
combination bids and individual bids to assess which approach would
achieve the maximum return for the Commonwealth.  Combination bids
that offered a premium over the highest stand-alone bids were successful
for Adelaide, Parafield and Coolangatta; Townsville and Mount Isa; and
the Northern Territory airports.  The highest individual airport offers
were accepted for the remaining airports sold.

Tender  process

62 The Business Adviser informed OASITO in its Evaluation of Expressions of Interest that
combination offers for the Phase 2 airports reflected the smaller scale of the Phase 2 airports
compared to that of the Phase 1 airports, the desire of bidders to obtain a reasonable size of
investment, and the desire to diversify risk.

63 The Request for Proposals reserved the Commonwealth’s right to consider and accept a
combination offer which did not satisfy the requirements specified in the Request for Proposals.

64 Combination bids also enabled the Commonwealth to sell Mount Isa airport, for which no individual
bid was submitted.
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Interest rate risk
3.24. Bidders were required to hold their Stage 2 bids open until
30 April 1998.  The high component of debt funding in most bids meant
they were sensitive to interest rate movements.  This sensitivity, together
with the lengthy acceptance period, led to six bidders including conditions
in their Stage 2 bids entitling them to review or adjust their bid price in
the event of an adverse movement in interest rates.  ANAO considers
the significance of this risk required OASITO and its advisers to assess
carefully the timing of sale completion and any decisions to seek revised
bids.65

3.25. Based on the interest rate futures market and the term structure
of interest rates, the Business Adviser assessed that it was likely that
interest rates would increase by 13 basis points66 between March 1998
and May 1998.  For those bidders that included an interest rate condition,
the Business Adviser quantified the estimated price adjustments from a
range of interest rate variations.  The Business Adviser recommended
that, for those airports where preferred bidders were able to be identified
from Stage 2 bids, interest rate risk be managed by negotiating out these
conditions prior to final confirmation of their status as preferred bidder.

3.26. It was not possible to avoid interest rate risk for those airports
where revised bids were sought.  To manage risk in these circumstances,
bidders proceeding to Stage 3 were specifically asked to review the
inclusion of an interest rate condition.  The risk to the Commonwealth
was further addressed by minimising the duration of Stage 3 and requiring
bidders to remove their interest rate conditions prior to final confirmation
of their status.  No purchase price offers were adjusted because of
movements in interest rates.

3.27. Finding: Effective steps were taken during the tender process to
identify, assess and manage interest rate risk to the Commonwealth.  In
accordance with sound risk management practices, the Business Adviser
assessed the likelihood of an increase in interest rates and quantified the
potential impact of interest rate movements on purchase prices.  Steps
were taken to effectively manage the risk to the Commonwealth of
bidders adjusting their purchase price offers in the event of an adverse
interest rate movement.

65 See further in Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports,
paragraph 3.21, p.41.

66 One basis point equals one-hundredth of one per cent.
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Financial strength and managerial capabilities
3.28. The sale objectives included ensuring that the new airport
operators possess the necessary financial strength and managerial
capabilities to operate and develop the Phase 2 airports.  Financial
strength and managerial capabilities of bidders were explicitly addressed
in the tender process.  Bidders were required to provide bid financing
details (including terms and conditions) and submit a 10 year business
and development plan addressing: proposed business strategies to
enhance the performance and value of the airport and maintain its
operating integrity; development and maintenance of aeronautical
infrastructure; environmental planning and management; and financial
projections and the underlying assumptions for the operation of each
airport.  The Tender Evaluation Committee of OASITO, DoTRS and
OASITO’s Business and Legal Adviser’s concluded that as follows:

• Management quality of the successful bidders for the regular public
transport airports67 was high through the retention of FAC employees
supplemented by expertise from various domestic and international
airport operators.  Management quality of the general aviation
airports68 was considered to be of an appropriate standard, given the
role of these airports.

• The successful proposals were financially strong  with firm
commitments and appropriate financial structures.  With few
exceptions, the major airports were highly geared.69  The smaller
airports were generally less geared and the panel considered that they
should remain viable if appropriately managed and operated.

Financial viability
3.29. Bidders were required to provide details of how they proposed
to finance the acquisition of the airport(s) and related working capital
and capital expenditure requirements.  This was to include details of the
types and levels of debt, equity and hybrid financing.  Together with the
10 year business plans and financial projections, this information was to
be used to assess each bidder’s financial capability and commitment to
operate and develop the airport.

3.30. The methodology applied to assess bidder’s financial capability
and commitment was similar to that applied in the Phase 1 sales process.

Tender  process

67 Comprises the core regulated airports plus Tennant Creek and Mount Isa.
68 Archerfield, Jandakot, Moorabbin and Parafield.
69 Gearing refers  to the relationship between equity and debt funding of assets.
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The Business Adviser70 analysed acquisition funding (the quality and
commitment of equity and debt providers; conditions on the provision
of equity; and maturity, covenants and other conditions pertaining to
debt financing) and financial projections for the operation of the airport
(serviceability of debt; ability to meet maintenance and development
plans; and availability of additional funding).  To assist with the
evaluation, bidders’ projections were compared with objective
benchmarks for traffic growth, revenue, operating costs, capital and
maintenance expenditure and debt serviceability.  In addition, sensitivity
analysis of bidders’ financial projections was carried out to reflect the
possible impact of: reduced traffic growth; non-achievement of forecast
operating efficiency gains; and continuation of the FAC’s existing
maintenance and development plans.

3.31. An important element in any financial viability analysis is
identifying the obligations of the business and the cashflows available to
meet these obligations.  In evaluating bids, the Business Adviser adopted
a consistent methodology on the treatment of funding that was
subordinated to senior debt.  The key considerations adopted in assessing
whether to classify facilities as equity rather than debt were: the facilities
should rank after ordinary creditors; interest is only payable to the extent
to which there is sufficient cash flow to support the payment with interest
not able to be accrued; principal is only repayable to the extent there is
sufficient cash available; debt could not be repaid without the repayment
of equity.  As a result, there were instances where subordinated debt
was classified as debt for the purposes of financial viability analysis.71

3.32. Finding: To assess financial capability and commitment to operate
and develop the airports, detailed assessments were undertaken of each
bidder’s acquisition funding and financial projections for the operation
of the airport.  The analysis included comparisons with objective
benchmarks and sensitivity analysis of the projections.

70 The Business Adviser was allocated primary responsibility for reviewing the financial projections
and business plans of bidders to determine whether they could service their liabilities as they fall
due and whether they would have funds to meet maintenance and development plans.

71 For example, funding for the acquisition of Adelaide airport comprised 53 per cent of term debt;
3 per cent of subordinated loans; 43 per cent of airport notes; and 0.4 per cent of equity.  Equity
investors in the airport acquired a stapled security consisting of debt instruments (airport notes)
stapled to shares in the ratio of 99:1.  The airport notes were unsecured.  Revenues earned from
the operation of the airport are to be allocated in a priority such that interest under the airport
notes would be paid before tax and equity distributions but after payments to all other creditors.
As the airport notes satisfied the Business Adviser’s criteria, they were classified as equity for the
purposes of financial viability analysis.  The subordinated loans were classified as debt because
they were not subordinated to ordinary creditors, there were circumstances under which the
loans would be paid interest but the airport notes would not, and repayment of the subordinated
loans was envisaged without equity being repaid.
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Sale completion
3.33. Sale Agreements for 14 of the Phase 2 airports were signed
between 23 March 1998 and 24 April 1998.  The Sale Agreement was the
core transaction document in which the Commonwealth agreed to grant
the Airport Lease, and transfer all of the relevant assets, contractual rights
and obligations, liabilities and employees of the FAC to the successful
bidder ’s.  To spread the administrative workload during the period
between signing of the Sale Agreements and completion, the 14 Phase 2
airports sold were divided into three groups with sale completion
staggered: five sales were completed on 28 May 1998, six on 10 June 1998
and two on 18 June 1998 (see Figure 3.1).

3.34. Completion of the sale of Jandakot Airport was originally
scheduled to occur on 18 June 1998.  On 16 June 1998, the purchaser
advised OASITO that financing had been withdrawn and that the
consortium would not be able to complete on the scheduled completion
date.  OASITO granted an extension until 30 June 1998 to allow the
purchaser to finalise its financing arrangements.  Alternate financing was
obtained which enabled completion to occur on 30 June 1998.  OASITO
and its advisers have noted that the amendment to the purchaser ’s
financing arrangements and delay in completion did not materially affect
the evaluation of the purchaser ’s bid.

Management of financial settlement
3.35. There is a risk that, after signing of the Sale Agreement, a bidder
may not complete the sale.  OASITO took a number of steps to manage
this risk.  The successful bidder ’s were required to execute a Deposit
Deed72 and pay a 10 per cent purchase price deposit within 48 hours of
being nominated as the preferred purchaser.  This deposit would be
forfeited in the event the successful bidder did not complete the
transaction.73  In addition, shortlisted bidders were asked to nominate
substantial parties associated with the offer who would guarantee the
purchase price; and warrant the capacity of the substantial entity to enter
into and carry out its obligations under the Sale Agreement and the
substantial entity’s solvency.

3.36. The successful bidder for Adelaide and Coolangatta airports
proposed, in lieu of the guarantees and warranties from substantial
parties associated with the offer, to secure payment of the remainder of

Tender  process

72 The Deposit Deeds covered the period between notification of preferred bidder status and
execution of the Sale Agreement and bound the preferred bidder to proceed to complete the sale
with the risk of losing their deposit if they failed to do so.

73 Purchase price deposits totalling $68.1 million were paid to the Commonwealth.
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the purchase price by depositing the balance of the equity component of
each bid (the ‘Equity Deposit’) in a bank account controlled by the bidder
and the Commonwealth.  OASITO and its advisers agreed to the bidder’s
proposal.  The Sale Agreements for Adelaide and Coolangatta reflected
this agreement with $197.4 million74 required to be deposited into two
accounts in joint names over which the bidder would have security.  The
Equity Deposits were to vest in the Commonwealth upon completion of
the sale.

3.37. In recognition of the changed security arrangements for Adelaide
and Coolangatta, ANAO considers that it was important that OASITO
and its advisers develop and implement appropriate administrative
procedures to manage financial completion risk for these two sales.
However, OASITO did not require the successful bidder to provide it
with evidence of a Commonwealth bank account being established in
joint names or of the Equity Deposits being placed in this account as
required by the Adelaide and Coolangatta Sale Agreements.  For example,
OASITO could have required the bidder to provide it with bank
statements as this would have reflected the Commonwealth’s stakeholder
interest in these accounts.

3.38. As a result of ANAO’s enquires, OASITO’s Business Adviser
obtained from the purchaser documentary evidence concerning the
establishment and administration of the Equity Deposit bank accounts.
ANAO’s analysis of this documentation indicates that the two accounts
mentioned in para 3.36 established to hold the Equity Deposits were not
joint accounts as required by the respective Sale Agreements.  In addition,
the documentation indicates that insufficient funds were maintained in
the nominated bank accounts to fund the Equity Deposit obligations.
For Adelaide airport, $148 766 600 was required to be maintained in the
account between 23 March 1998 and 28 May 1998.  However, the bank
statements provided to ANAO indicate that during the period the balance
was as little as $13 343.

3.39. The Coolangatta Airport sale agreement required $48 642 400 to
be maintained in the account between 23 March 1998 and 28 May 1998.
ANAO’s analysis of the bank statements indicated that the balance in
the account varied between nil and $30 862 during this period.75  This
would mean that the Equity Deposit arrangements did not meet the

74 Comprising $148.8 million for Adelaide and $48.6 million for Coolangatta.
75 In response to ANAO’s analysis, OASITO advised ANAO on 23 April 1999 that it had written to

Adelaide Airport Limited and Queensland Airports Limited on 22 April 1999 seeking further advice
and documentary evidence from the companies in relation to the establishment of the accounts
for the Equity Deposits and the placement and maintenance of funds on deposit in the accounts.
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objective of providing security to the Commonwealth for the payment of
the balance of the purchase price.  ANAO notes that the sales of Adelaide
and Coolangatta airports were completed, as scheduled, on 28 May 1998.

3.40. Finding: OASITO and its advisers generally developed effective
mechanisms to manage the risk of the successful bidders’ defaulting on
their obligations under the respective Sale Agreements.  An element of
the strategy for managing completion risk for the sales of Adelaide and
Coolangatta airports was acceptance of a proposal from the successful
bidder that it deposit $197.4 million in two joint bank accounts with this
amount to be paid to the Commonwealth upon completion of the sales.
These arrangements were proposed by the successful bidder to provide
security to the Commonwealth for the payment of the balance of the
purchase price in lieu of the parent entity guarantees and warranties
sought by OASITO and provided by all other purchasers.  However,
ANAO found that the Equity Deposits were not placed in joint
Commonwealth bank accounts as required by the Sale Agreements and
that insufficient funds were maintained in the nominated bank accounts
to fund the Equity Deposit obligations.  ANAO notes that the sales of
Adelaide and Coolangatta airports proceeded to completion on time.

3.41. Recommendation No.3: ANAO recommends that, as part of a
systematic risk management framework for future trade sales, the Office
of Asset Sales and IT Outsourcing ensure appropriate systems are in place
to fully identify and properly administer the Commonwealth’s rights
and obligations under the sale documentation, within the identified risk
regime.

3.42. OASITO’s response to the recommendation was that it agreed with
qualification.  OASITO noted that the Equity Deposit arrangements that
appear to underpin this recommendation were seen as further comfort
of sale completion, over and above the non-refundable 10 per cent
($42 million) deposits already paid in respect of Adelaide and Coolangatta
airports and the inherent financial strengths of the purchaser.
Nevertheless, OASITO will in future more explicitly task the Legal Adviser
with responsibility for ensuring that the completion checklist explicitly
includes all pre and post-completion obligations of any party included in
executed sale documentation.

3.43. ANAO comment: ANAO notes that the parent entity guarantee
mechanism was developed during the Phase 1 airports sales.  In these
sales, it was initially envisaged that there would only be a very short
period of time (as little as three days) between signing of the Sale
Agreement and financial completion.  As the transaction unfolded, it

Tender  process
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became clear that the large number of transitional issues involved in
transferring operation of the airports would require a period of six to eight
weeks between signing of the Sale Agreements and financial completion.
The 10 per cent purchase price deposit was one safeguard developed to
manage the increased risk (because of the longer transitional period) of
purchaser’s defaulting on their obligation to complete the transaction.  The
other safeguard developed was the parent entity guarantee.

3.44. In light of the commitments given by the parent entities of other
purchasers, and the significant amount of sale proceeds involved
($425 million), ANAO considers it was not unreasonable for OASITO to
have required the purchaser of Adelaide and Coolangatta airports to
provide security for payment of the balance of the transfer price, over
and above the deposit already paid.  In this context, OASITO agreed to
a proposal from the purchaser to vary the terms of the Sale Agreement
and forego any parent entity guarantee.  Instead, the purchaser was to
deposit a total of $197.4 million (comprising $148.77 million for Adelaide
Airport and $48.64 million for Coolangatta Airport) in two bank accounts
for the duration of the period from when the Sale Agreements were signed
until final settlement.  However, this did not occur with the result that
only minimal funds were maintained in the bank accounts.  For example,
for Adelaide Airport, the bank statements provided to ANAO indicate
that the balance varied during the period to final settlement from the
contractual requirement of $148.77 million to a low of $13 343.

3.45. In the event that the purchaser had defaulted on final settlement,
the Commonwealth would have been entitled to retain the Equity Deposits.
Despite the importance of the risk addressed by this clause, OASITO (as
the agency responsible for administering this aspect of the Sale Agreements)
did not take effective steps to ensure the purchaser deposited the required
funds in the appropriate bank accounts and only became aware of the
purchaser’s non-compliance as a result of ANAO’s audit enquiries.

Interest on Equity Deposits
3.46. In the case of Commonwealth Government trade sales, a tender
is usually conducted in which the Commonwealth issues a request for
proposals that specifies the form tenders are to take, the matters to be
covered by tenders and standard terms of contract to be agreed to by
the tenderers.76  After accepting a tender, the terms of the sale are
generally formalised in a written contract which is intended to constitute

76 The November 1997 Request for Proposals for the Phase 2 Airports sale advised tenderers that
the Commonwealth regarded its draft Sale Agreement to be broadly non-negotiable and that any
proposed amendments would be taken into account when assessing tenders.
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the entire agreement between the parties and supersede all
communications, negotiations, arrangements and agreements, either oral
or written, between the parties.  This is not to say that an inadvertent
mistake cannot find its way into a contract.

3.47. The Adelaide and Coolangatta Sale Agreements signed on
23 March 199877 provided that the Airport Leases would be granted and
associated transfers would be effected on the terms and conditions set
out in the Sale Agreements.78  One term of the Sale Agreements was that
interest on the Equity Deposits would be paid to the Commonwealth.79

ANAO estimates interest on the Equity Deposits would amount to some
$1.78 million.

3.48. The relevant Sale Agreement clauses were initially drafted by the
purchaser and proposed interest be paid to the Commonwealth.  The
purchaser provided a revision of the relevant clauses the next day (after
the deadline for bidders’ proposed changes to sale documentation) which
provided that interest would not be paid to the Commonwealth.  In
response to ANAO’s enquires, the Business Adviser has advised OASITO
that, although it could not locate any written advice on the issue, its
recollection is that it advised OASITO that it would be reasonable for
OASITO to agree the bidder not paying interest in relation to the Equity
Deposit given that the Equity Deposits were offered in lieu of a guarantee
and were designed simply as security for the payment of the balance of
the purchase price.80  OASITO advised ANAO on 26 May 1999 that:

A process was in place through which all members of the Sales Team were
copied in on the incoming correspondence.  Further, the matter was
discussed by members of the Sales Team and it was thought that the revised
clause under which interest on the Equity Deposit would be retained by the
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77 The Sale Agreements were signed by the Minister for Finance and Administration on behalf of the
Commonwealth and, on behalf of the purchaser, by the attorneys of Adelaide Airport Limited and
Queensland Airports Limited, and the attorneys of the parent entities of the purchasers.

78 OASITO commented on, and accepted, sign-offs from its Legal and Business Advisers on the
sale documents.  According to these sign-offs, the Sale Agreements were prepared in accordance
with the instructions received from OASITO and DoTRS and they contained appropriate commercial
terms and conditions having regard to the nature of the transaction and the Commonwealth’s sale
objectives.

79 Except where the Sale Agreements were terminated for any reason other than default by the
bidder.  In these circumstances, the Equity Deposits were to be refunded to the bidder with all
interest paid to the bidder.

80 Following ANAO’s enquires, the purchaser of Adelaide and Coolangatta airports advised OASITO
on 13 November 1998 that, because of the diversity of shareholders, it was deemed too difficult
to try to organise a guarantee of equity contributions. Accordingly, as an alternative, the purchaser
had proposed to raise all equity funds at the time of execution of the Sale Agreements and to place
the equity funds on deposit until financial close.  The equity providers were only prepared to do
this on the basis that, if the sale did not proceed (for whatever reason), any interest on the equity
deposits would be paid to the equity providers.
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purchaser would be reflected in the Sale Agreements for Adelaide and
Coolangatta airports.  That this did not occur was an unusual error, which
could have been expected to be picked up by the Government Sales Team, or
for that matter, by the prospective purchaser adversely affected.  We accept
that this demonstrates a need to ensure that any such instructions are clear
and documented at the time of being given.

3.49. As Legal Adviser to OASITO for the sale, AGS was responsible
for the drafting of the Sale Agreements.  AGS advised ANAO on
15 April 1999 that a review of its files indicated that AGS did not appear
to have been specifically advised by either OASITO and/or its Business
Adviser of the agreement reached with the purchaser to amend the sale
agreements for Adelaide and Coolangatta Airports prior to their execution.
AGS further advised that in this regard, we note that representatives of both
the Business Adviser and OASITO attended at our Offices for the purposes of
contract execution for these Airports.  Accordingly,…[ANAO] should make it
clear that any inaccuracies which arose in the drafting of the sale agreements were
inaccuracies which could not be attributed to the work undertaken by AGS itself.

3.50. Following an exchange of correspondence with the purchaser of
Adelaide and Coolangatta airports after ANAO raised this issue, OASITO
concluded that the Adelaide and Coolangatta Sale Agreements
inaccurately described the security deposit arrangements because both
parties had agreed that interest on the Equity Deposits should have been
retained by the purchaser.81  Accordingly, OASITO proposed to formally
amend the Adelaide and Coolangatta Sale Agreements so that all interest
on the Equity Deposits be payable to the purchaser in all circumstances.
OASITO has advised ANAO that the purchaser has agreed to the proposed
amendment.82

3.51. Finding: The Adelaide and Coolangatta Sale Agreements signed
on 23 March 1998 provided that interest on the Equity Deposits would
be paid to the Commonwealth.  In October 1998, ANAO drew to
OASITO’s attention that the Commonwealth had not received any interest
on the Equity Deposits, estimated to amount to some $1.78 million.
OASITO and its Business Adviser advised ANAO in November 1998 that
the Sale Agreements were in error and that the Commonwealth had
agreed, prior to the execution of the Sale Agreements, that interest on

81 The Business Adviser advised ANAO that the retention of interest on the Equity Deposit by the
purchaser of Adelaide and Coolangatta airports was fully consistent with the approach taken in
general with all other airports where guarantees rather than equity deposits were provided.

82 The amendment was to be formalised by an exchange of letters between the Chief Executive
Office of OASITO and Macquarie Bank Limited, one of the parent entities of the purchaser.
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the Equity Deposits was to be retained by the purchaser.  AGS advised
ANAO that a review of its files indicated that it did not appear to have
been specifically advised by either OASITO and/or its Business Adviser,
prior to execution of the Sales Agreements, of any agreement reached
with the purchaser to amend the Sale Agreements to remove the
requirement for interest on the Equity Deposits to be paid to the
Commonwealth.

3.52. OASITO advised ANAO in February 1999 that following an
exchange of correspondence with the purchaser, OASITO and the
purchaser have agreed to amend the Sale Agreements so that interest on
the Equity Deposits is to be retained by the purchaser.

3.53. Recommendation No.4: ANAO recommends that for future trade
sales, the Office of Asset Sales and IT Outsourcing:

(a)require written advice from its business adviser on the financial and
commercial merits of bidders’ proposals for material amendment to
the Commonwealth’s preferred terms of sale; and

(b)protect the Commonwealth’s legal position in future sale contracts by
taking steps to ensure that the written contract constitutes the entire
agreement between the parties,  thereby reducing the risk of
contractual uncertainties which may effect the validity and
enforceability of the contract.

3.54. OASITO’s response to the recommendation was that it agreed with
qualification.  OASITO noted that despite best endeavours, it is not
always possible to prepare written contracts that achieve the aim of
constituting the entire agreement, and therefore scope needs to maintained
to deal ethically and fairly on a commercial basis with any situation that
arises as a result of unforeseen eventualities or inadvertent error.  To
proceed on the assumption that the laudable objective of an entire
agreement had been achieved may itself be an unwarranted risk.

3.55. ANAO comment:  ANAO recognises that, after the execution of a
contract, parties may subsequently agree to vary the terms of the contract
for a variety of commercial reasons.  However, there is a substantial risk
that, in circumstances where a material error disadvantages the
Commonwealth, it may be difficult to obtain the other party’s agreement
to an amendment of the contract.  This highlights the importance of
Commonwealth agencies ensuring that the written contract accurately
reflects the agreed financial terms of the transaction.

Tender  process
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4. Sale outcomes

This chapter discusses the major outcomes from the sale against the Government’s
sale objectives.

Sale proceeds
4.1. Recommendations on the structure of Phase 2 of the airports
privatisation program were provided by the Business Adviser in May 1997.
The Business Adviser recommended that Phase 2 comprise 15 of the
remaining FAC airports and exclude the four Sydney basin airports and
the proposed Sydney-West Airport.  These recommendations were
endorsed by OASITO and accepted by the Government.  Achieving the
sale of all 15 Phase 2 airports was an important element of the sales
objectives of maximising proceeds and minimising the Commonwealth’s
exposure to residual risks and liabilities associated with the Phase 2
airports.  For this reason, it was important that appropriate marketing83

and tender strategies be implemented to develop and maintain bidder
interest in all airports.84  Compared to Phase 1, less time was allowed for
marketing the Phase 2 airports to potential bidders, partly because of
the interest generated through the Phase 1 sales and media attention
already given to the Phase 2 sales.  Investor interest in Phase 2 was further
developed through the issue of pre-tender marketing material, the
Business Adviser meeting with prospective investors and the availability
of preliminary airport site tours and management presentations.

4.2. In May 1997, the Business Adviser estimated that sale of the
15 Phase 2 airports could realise between $420 million and $620 million,
excluding Essendon Airport, which was not sold.  The Business Adviser’s
estimates were for proceeds of between $410 million and $605 million.
The Business Adviser noted in its estimates that there was considerable
‘hidden’ value potential that could be extracted by the Commonwealth.
To extract full value, sale preparation and marketing activities highlighted

83 The principal marketing messages included: some of Australia’s largest and most attractive
airports were being offered for sale together with several smaller regional airports; each of the
Phase 2 airports had potential for commercial improvement and some had a very attractive
growth outlook; foreign investment in Australia is actively encouraged with minimal restrictions on
airport acquisitions; and the post-sale regulatory environment would not be onerous.

84 Consistent with this principle, the Business Adviser contract provided for a fixed completion fee
capped at $3.9 million, allocated across the 15 airports, and a lump sum completion fee of
$0.3 million payable on completion of the disposal of all 15 airports.  Because the Essendon sale
was not completed, the fixed completion fee for this airport ($0.18 million) and the lump sum
completion fee were not paid.
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the investment opportunity presented by each airport and the tender
strategies were designed to maximise competitive pressure in the bidding
process.  Actual proceeds exceeded the upper end of the estimate,
primarily due to the proceeds from Adelaide airport significantly
exceeding the upper estimate for that airport.  Proceeds exceeded the
upper estimate for all airports with the exception of Launceston,
Moorabbin and Parafield (which was sold in combination with Adelaide
and Coolangatta).

4.3. Airports are generally valued on the basis of their current and
expected revenues, earnings and cashflow.85  Phase 1 of the airports
privatisation comprised Brisbane, Melbourne and Perth airports which
were highly profitable and have been found to be highly cost-efficient
compared to other major international airports.86  After Sydney, the
Phase 1 airports were the FAC’s most profitable airports, with earnings
before depreciation, interest and tax of some $199 million in 1996–97 (the
year prior to their sale).87

4.4. The 15 Phase 2 airports were offered for sale with earnings of
$43.6 million in 1996–97 (see Figure 4.1).  The eight major (or core
regulated) Phase 2 airports contributed some 94 per cent of these earnings.
The seven non-core regulated Phase 2 airports were not highly profitable
at the time they were offered for sale and the value of their assets lower
than the core regulated airports.  In addition, passenger and traffic
volumes were smaller and, whereas passenger growth for the core
regulated airports was forecasted to increase by up to 8.8 per cent
between 1996–97 and 2001–02, forecasts were not able to be developed
for the non-core regulated airports.

4.5. It was apparent at the Expressions of Interest stage that the
Commonwealth may have some difficulty selling the seven non-core
regulated airports, particularly on a stand alone basis.88  This was reflected
in the bidding process with very few tenders lodged for the non-core
regulated airports.  Of note was that none of the consortia that had
successfully bid for Brisbane, Melbourne or Perth airports lodged a tender
for the nearby non-core regulated (General Aviation) airports, while the

Sale outcomes

85 Salomon Brothers, European Airports—Destination Private Sector: Cleared for Take-off, October
1996, p.44.

86 Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports, p.57, para 4.4.
87 Federal Airports Corporation, 1996–97 Annual Report, pp.58–59.
88 Following the December 1997 mid-term review meetings with shortlisted bidders, the Business

Adviser advised OASITO that there was weak bidding interest for the non-core regulated airports
and that bidding interest in Mount Isa was conditional on acquisition of Townsville; bidding interest
in Parafield was conditional on acquisition of Adelaide; and any sale of Tennant Creek was likely
to be conditional on acquisition of Alice Springs.
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sales of the non-core regulated airports located close to Australia’s other
major international airports at Adelaide and Darwin were effected
through joint sales with the relevant international airport.  This highlights
the apparent focus of the larger bidders on acquisition of the major
international airports.89  Nevertheless, the only Phase 2 airport not sold
was Essendon airport, which was withdrawn from sale because it was
concluded that the tenders submitted for this airport did not adequately
address the Government’s sales and ongoing privatisation objectives (see
Chapter 3).

Figure 4.1
Phase 2 Federal Airports’ Financial Position and Growth Outlook: 1996–97

Airport T otal Assets Earnings  a Forecast Growth  to
($’000) ($’000) Passenger 2001/02

Domestic & Internat ional
Regional

Adelaide 138,700 17,000 2.4% to 4.5% 1.2% to 4.5%

Alice Springs   28,064   2,019 0.3% to 2.6% Not applicable

Canberra   24,128   4,306 2.9% to 4.9% Not applicable

Coolangatta   21,133   6,184 3.4% to 5.2% Not applicable

Darwin   73,768   4,379 3.7% to 5.9% 5.3% to 8.8%

Hobart   14,399   3,167 2.6% to 4.8% Not applicable

Launceston   16,777   2,327 2.3% to 4.5% Not applicable

Townsville   27,307   1,572 2.6% to 5.6% Not applicable

Total Core Regulated 344,276 40,954

Archerfield   14,707        72 Not provided Not applicable

Essendon   30,045   1,287 Not provided Not applicable

Jandakot   13,689      (280) Not provided Not applicable

Moorabbin   20,394      675 Not provided Not applicable

Mount Isa   11,611        84 Not provided Not applicable

Parafield   23,854       856 Not provided Not applicable

Tennant Creek        473        (44) Not provided Not applicable

Total Non Core Regulated 114,773   2,650

Total Phase 2l 459,049 43,604

Notes:
a Calculated as Earnings Before Depreciation, Interest and Tax (EBDIT).

Source: ANAO analysis of Information Memoranda provided to shortlisted bidders.

4.6. Phase 2 of the airports privatisation program raised
Commonwealth proceeds of $730 million, primarily comprised of

89 Indeed, in its recommendations on the structure of the Phase 2 sales, the Business Adviser
recommended that the non-core regulated airports at Bankstown, Hoxton Park and Camden be
excluded from sale until the privatisation of Sydney Kingsford-Smith and the proposed Sydney-
West airport.
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aggregate purchase prices of $681 million and reimbursed FAC capital
expenditure of $46 million (see Figure 1.2).  As illustrated by Figure 4.2,
the proceeds compare favourably with current market values of previous
privatisations of major European airports and proceeds achieved in
Phase 1 of the airports privatisation program.  In total, the airports
privatisation program has raised to date some $4.04 billion for the
Commonwealth.

Figure 4.2
Comparison of international airport privatisations: 1998 values

Sale outcomes

Note:

(a) Value multiple is calculated for the privatised European airports as Enterprise Value (market
capitalisation plus net debt (short term and long term debt less cash equivalents) divided by
Earnings Before Depreciation, Interest and Tax (EBDIT)).  For the privatised Australian airports,
value multiple is calculated as the weighted average of the total consideration for the airports
included in each phase divided by EBDIT figures for the year ended 30 June 1996 (Brisbane,
Melbourne and Perth airports) and 30 June 1997 (Phase 2 airports).

Source: ANAO analysis and Audit Report No.38 1997–98, Sale of Brisbane, Melbourne and Perth
Airports, p.4.

4.7. Shortlisted bidders were required to state in their tender the
purchase price they offered for the grant of the Airport Lease, and transfer
of the assets, contractual rights and obligations, liabilities and employees
of the FAC relevant to the operation of the airport.  Shortlisted bidders
were informed that the Commonwealth intended to maximise net sales
proceeds on a risk-adjusted basis whilst achieving optimal outcomes in
relation to the other evaluation criteria.  Although there was only limited
bidding interest for the non-core regulated airports, at least two bids
were received for each airport.   The successful bids maximised
Commonwealth proceeds as the highest bid was accepted for each airport
sold.

4.8. The purchase prices offered by the successful bidders also
compares favourably to the value of the net assets transferred to the
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Airport Lessee’s.  The aggregate purchase prices paid for the seven core
regulated airports was $613.3 million.  In return, the Commonwealth
transferred to the Airport Lessees’ net assets valued in aggregate at
$334.5 million as at 30 June 1997.  The purchase prices paid for the seven
non-core regulated airports sold totalled $41.4 million, compared to the
net assets transferred to the Airport Lessees’ which were valued in
aggregate at $82.8 million as at 30 June 1997.

4.9. Finding: The simultaneous trade sale of 14 of the 15 Phase 2
Federal airports raised Commonwealth proceeds of $730 million, bringing
total proceeds to date from the airports privatisation program to
$4.04 billion.  ANAO considers that the Phase 2 aggregate sale proceeds
represent fair value for the Commonwealth.  Although there was only
limited bidding interest for the non-core regulated airports with very
few tenders lodged for these airports, at least two bids were received
for each airport and only Essendon airport was not sold.  Furthermore,
the Phase 2 proceeds compare favourably with current market values of
previous privatisations of major European airports, value multiples
achieved in Phase 1 of the airports privatisation program and the Business
Adviser ’s Phase 2 proceeds estimates.  In addition, the aggregate
purchase prices paid for the 14 airports sold compares favourably to the
value of the net assets transferred to the Airport Lessees.

Risk minimisation
4.10. Residual Commonwealth risks and liabilities can arise primarily
through the tender process and the terms and conditions of the sale
documentation.  The tender approach for the Phase 2 sales process
addressed the Commonwealth’s post-sale risk exposure by issuing draft
sale documentation to bidders on a broadly non-negotiable basis; tenders
were required to be clear and certain; and any proposed increased risk
allocation, cost or liability to the Commonwealth was assessed as part of
the tender evaluation process.  Overall, it was concluded that the
successful tenders were relatively clean with minimal residual sales risk
for the Commonwealth.  Outstanding post-sale liability issues were
addressed with each bidder prior to execution of the Sale Agreements.

4.11. The Phase 2 sale documentation was modelled on that developed
over a twelve month period during the Phase 1 sales.  OASITO’s Legal
Adviser was primarily responsible for preparation of the sale
documentation, with input from OASITO, DoTRS, the Business Adviser
and Investigating Accountant.  The Legal Adviser advised OASITO that
the major sale documents represent an acceptable outcome for the
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Commonwealth having regard to the nature of the transaction and the
level of risk assumed.  The major documents comprised:

• Sale Agreements, the parties to which were the Commonwealth, the
Airport Lessee Company and its parent entities.  The Sale Agreements
were in a substantially similar form for each Phase 2 airport and
contained measures designed to minimise the Commonwealth’s post-
sale risks and liabilities, including: capping the Commonwealth’s
maximum liability; and providing limited Commonwealth warranties
with the warranties provided subject to a number of qualifications.
The major differences between the Phase 2 and Phase 1 Sale Agreements
were: the absence of mandatory development commitments for the
non-core regulated Phase 2 airports; provisions for dealing with the
General Aviation Infrastructure Tariff (GAIT)90 were included for the
non-core regulated airports; the Adelaide Agreement included a
specific obligation to complete the runway extension and also
contractual arrangements relating to a proposed Multi User Integrated
Terminal91; and the Canberra Agreement requires the purchaser to
negotiate in good faith access arrangements for the proposed very
fast train.

• Airport Leases, which were granted under section 22 of the Airports
(Transitional) Act 1996 for each airport for a period of 50 years with a
49 year option.92  The Leases were drafted to contain only those terms
which were considered essential to protect the Commonwealth’s
interests as landlord; the intention being to grant the lessee rights

Sale outcomes

90 The FAC imposed a GAIT in relation to aircraft weighing 10 000 kilograms or less.  Qualifying
aircraft displaying a GAIT label are able to be parked for any length of time per day and/or conduct
any number of landings, take-offs and circuits at, on or from the airport site for the period indicated
on the label.  The Sale Agreements for the non-core regulated airports required the lessees to
allow any aircraft displaying a validly issued GAIT label to use the airport site in accordance with
the terms on which the GAIT label was issued.  The new owners are able to introduce new
charges for aircraft not covered by GAIT or for aircraft where the GAIT period expires.

91 A concept design for a Multi-User Integrated Terminal (MUIT) was completed in September 1997.
It was costed at a budget of $200 million and had the design capacity to the year 2025 based on
passenger growth forecasts.  It proposed that funding for the MUIT would be supported by
cashflows from a Passenger Facility Charge on all departing and arriving passenger tickets.  The
lessee is required to use all reasonable endeavours to obtain all requisite planning and regulatory
approvals; negotiate terminal and access arrangements with the domestic airlines; finalise the
proposed MUIT design; and finalise construction costings.  However, the lessee is not required to
accept any conditions or requirements imposed by other entities that would render the MUIT
uneconomic having regard to the lessee’s cost of capital and MUIT usage projections.

92 The lessees will not be eligible to exercise the option if there is a default under the Lease which has
not been remedied at the time the option is to be exercised.  This is subject to the statutory rights
of the lessee to seek relief against forfeiture.
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which as far as possible equate with freehold.93  The Lease for each of
the airports is identical in all essential terms except there is no
obligation in relation to the payment of environmental officer costs
for Tennant Creek and Mount Isa as the environmental provisions of
the Airports Act do not apply to these airports.

• Tripartite Security Deeds were introduced in Phase 194 in response to
the concerns of lenders that lease termination would mean that their
borrowers’ main asset and, thus, a substantial part of the lenders’
security value could be lost without the lenders having an opportunity
to rectify the problem prior to termination.95  DoTRS decided that
Tripartite Deeds would only be made available for the core regulated
airports, in a similar form to that adopted for the Phase 1 sales.  No
Tripartite Deed was offered for the non-core regulated airports given
their relative size, the nature of their operations, and DoTRS’ policy
which would not be to step in if a default occurred.

Joint User Airports
4.12. The General Information Memorandum advised bidders that
Canberra, Townsville and Darwin airports are joint user airports.  Prior
to the Phase 2 airports sales, the Royal Australian Air Force owned and
maintained joint user facilities, which comprise runways and taxiways,
at each of these airports.  In addition, at each of these airports the
Australian Defence Force operates various activities separate from civil
operations, these activities vary from airport to airport.

4.13. The Department of Defence (DoD) determined that Darwin and
Townsville airports are both of continuing strategic significance.
Accordingly, joint user arrangements, which had been in place between
DoD and the FAC for these airports, were formalised in a joint user
agreement between the new operators and the Department.  These
agreements are focused on ensuring that the military presence and the
commercial activities of the private operators coexist in a manner which
is mutually beneficial.  The joint user agreements provide that the runways
at the joint user airports at Darwin and Townsville will continue to be

93 Given that the Commonwealth’s role as regulator is different from its role as landlord, provisions
for regulation and administration of the airport sites are largely contained in the Airports Act and
various regulations.

94 Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports, pp. 64–66.
95 The Airport Leases provide the Commonwealth with limited termination rights.  Termination may

occur following the suspension or cancellation of the airport license for the breach, other than as
a result of force majeure, of the obligation to provide access to or to use the airport.  In each case,
the Leases allow for almost immediate termination upon the occurrence of one of these events
although the Commonwealth may prevent or cure any termination event at the cost of the lessee
without terminating the Lease.
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shared, with the DoD retaining responsibility for maintenance of the
runways and the private operator being responsible for proportional
reimbursement of maintenance costs to DoD.

4.14. In the case of Canberra airport, DoD was of the view that there
was not a continuing strategic requirement for Canberra airport to remain
a joint user airport.  It plans to cease RAAF operations at the Fairbairn
Base over a five year period.  The General Information Memorandum
advised bidders that the Minister for Defence had approved in principle
the inclusion of the joint user areas at Canberra airport in the leasehold
sale but that final confirmation on this and the arrangements which might
need to be put in place to reflect the transfer of responsibilities for the
joint user area from the RAAF to the new operator were to be provided
in due course.

4.15. Negotiation between the OASITO, its advisers and the DoD
resulted in the Prime Minister advising the Minister for Finance and
Administration, on 21 January 1998, that the Fairbairn Base would be
included in the airport lease for Canberra airport.  To enable continued
operation of the Fairbairn Base pending its closure, it was arranged that
DoD would enter into a five year sub-lease for the Fairbairn site.  The
sub-lease is designed to facilitate the gradual cessation RAAF operations
at the Fairbairn site. In addition, arrangements have been made to ensure
that Canberra Airport continues to provide a permanent home for the
Special Purpose Fleet (that is the VIP aircraft used to transport the Prime
Minister and other dignitaries).

4.16. The consultation and liaison in relation to the joint user airports
consistently included all relevant parties which enabled agreements to
be developed which are aimed at protecting the Commonwealth’s
interests as well as providing a platform for the new operators to manage/
develop successful commercial operations at the airport sites.

4.17. Finding: The tender approach for the Phase 2 sales process
addressed the Commonwealth’s post-sale risk exposure by issuing draft
sale documentation to bidders on a broadly non-negotiable basis; tenders
were required to be clear and certain; and any proposed increased risk
allocation, cost or liability to the Commonwealth was assessed as part of
the tender evaluation process. Overall, it was concluded that the successful
tenders involved minimal residual sales risk for the Commonwealth.
Remaining post-sale liability issues were addressed with each bidder
prior to execution of the Sale Agreements.  Joint User Deeds were executed
between the Department of Defence and the purchasers of Townsville
and Darwin which are aimed at protecting the Commonwealth’s interest

Sale outcomes
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as well as providing a platform for the new operators to develop and
manage successful commercial operations at the airport sites.  The
Department of Defence has not retained ownership of the base at Fairbairn
but entered into a five year sublease.  The sub-lease is designed to facilitate
the gradual cessation of Royal Australian Air Force operations at the
Fairbairn site.

Employee issues
4.18. One sale objective was to ensure fair and equitable treatment of
FAC employees, including preservation of accrued entitlements.96  To
achieve this, negotiations were undertaken with the five unions
representing FAC employees in mid 1995 and a “Principles Agreement”
was reached on 14 December 1995.  This Agreement formed the basis for
further negotiations.

4.19. At the beginning of the Phase 2 sales process, the Unions
confirmed that it was their understanding that the Agreement would
also apply to the Phase 2 airports.  All successful bidders for the Phase 2
airports agreed to the Unions’ requirements for all Phase 2 airport staff.
Pursuant to Ministerial Transfer Declarations under the Airports
(Transitional) Act 1996, Award and Non-Award staff at the Phase 2 airports
transferred to the new operators.  Employee terms and conditions have
been preserved for a minimum 12 month period following completion of
the sales.  The Sale Agreement for each airport contains provisions
whereby the lessee has undertaken not to seek to vary or terminate, in
the first 12 months of the lease, awards, enterprise or redundancy
agreements applicable to the transferring FAC employees.  In addition,
the lessees have undertaken not to subject any former FAC employee to
compulsory redundancy during the first 12 months of the lease or to
establish a dual workforce97 at the airport.

4.20. Finding:  The sale process adequately addressed the fair and
equitable treatment of FAC employees at the sale airports including
preservation of their accrued entitlements.

96 A joint superannuation working party comprising representatives of the then Asset Sales Task
Force and its Superannuation Adviser, FAC, FAC Unions and DoFA was established in May 1995
and negotiated the conversion of the FAC Superannuation Fund to a multi-employer fund.  Each
Phase 2 airport lessee company has undertaken to join the FAC Superannuation Fund as a
participating employer and will be required to make contributions to the Fund in respect of the
former FAC employees for the first 12 months of the lease.

97 That is all employees must be on similar terms and conditions of employment as the specified
employees.
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Australian ownership and local participation
4.21. Nine different consortia acquired the 14 Phase 2 airport leases.
The Government’s sale objectives of diversity of ownership and majority
Australian ownership were met in the selection of these consortia.

4.22. The Tender Evaluation Committee considered all elements of each
individual bid and possible permutations of combination bids, looking
not only at direct ownership, but extending their review to the possible
influence which may be exerted on each of the bidders by related parties,
such as those with management contracts.  The bid evaluation reports
contain discussion on each of the bids including any elements of concern
in relation to foreign ownership.  There were a number of issues which
were referred to the DoTRS for policy consideration, the Tender
Evaluation Committee agreed to rely on the expertise of DoTRS to make
determinations in relation to these issues.  All the successful bidders
were assessed as adequately addressing the foreign ownership
requirements under the Airports Act.

4.23. Bidders were also asked to detail the extent of local participation
associated with their bids.  The Tender Evaluation Committee considered
the following elements when looking at local participation: the amount
of locally contributed equity associated with bid; the level of local board
and management representation; and the level of local consolation.  All
successful bidders were assessed by the Tender Evaluation Committee
as incorporating a reasonable level of local participation.

Sale outcomes
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5. Ongoing Privatisation
Objectives

This chapter discusses steps taken to address the Government’s ongoing
privatisation objectives including regulatory and leasehold arrangements for
ongoing management of the airports.

Background
5.1. The Commonwealth’s ongoing interests in the operation and
management of the leased Federal airports are governed by: the Airports
Act and its regulations, the Airport Leases and the Sale Agreements.
The Government nominated ongoing privatisation objectives for the
Phase 2 airports which were developed from, and are substantially similar
to, those adopted for the Phase 1 sales, namely to:

• ensure diversity of ownership, to the degree consistent with achieving
the other objectives of sale;

• require that each airport owner or lessee offers access on reasonable
commercial terms to aircraft owners, consistent with national
competition policy standards and the maximum benefit to the travelling
public;

• ensure that each airport owner or lessee demonstrates a commitment
to the effective development of airport services, consistent with
Australia’s international obligations;

• ensure each airport owner or lessee, in undertaking the development
of the airport, demonstrates an ability commensurate with the region
in which the airport is sited, to respond to the interests of airport
users and the environment; and

• require that each owner or lessee indicates a willingness to abide by
the pricing policy and framework established by the Commonwealth.

5.2. The diversity of ownership objective was explicitly considered
by the Tender Evaluation Committee in its recommendations on preferred
bidders.  Diversity of ownership was achieved with nine different
consortia acquiring leases for the 14 Phase 2 airports.  Two of these
consortia had been successful in the Phase 1 sales: the purchaser of
Melbourne airport acquired Launceston; and the purchaser of Perth
airport acquired the Northern Territory airports.98  In addition to

98 A member of the consortia that acquired Perth airport and the Northern Territory airports was also
involved in the consortia that acquired Hobart airport.
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ownership diversity, all bids received for the Phase 2 airports were
consistent with the Government’s policy of cross-ownership restrictions
between Brisbane and Coolangatta; Hobart and Launceston; and
Melbourne and Adelaide.99

5.3. The objective of ensuring airport access on reasonable commercial
terms to aircraft owners was addressed by insertion into the airport
leases on core-regulated airports of a requirement that the lessee provide
for access to the airport by intrastate, interstate and international air
transport.  Lessees of the non-core regulated airports are required to
provide for access to the airport by intrastate and interstate air
transport.100  Access can be refused where an aircraft owner or operator
has failed to pay to the lessee, within 21 days after the due date, any
amount due to the lessee for use of the airport site.101  Access can also be
refused in order to comply with a demand management scheme under
the Airports Act.

Airport development
5.4. Two ongoing privatisation objectives addressed future airport
development.  The first required a commitment by lessees to the effective
development of airport services, consistent with Australia’s international
obligations.  To fulfil this objective, the lease for each airport contains an
obligation on the lessee to develop the airport site to a standard
consistent with quality standards reasonably expected of such an airport
in Australia and good business practice, having regard to the actual and
anticipated future growth in traffic demand.102

5.5. The objective of responsive airport development is to be addressed
through the requirement under the Airports Act that a master plan for
each airport is developed which sets out, among other things, the lessee’s
development objectives, the lessee’s assessment of the future service and
facility needs of airport users, and land use and related development

Ongoing Privatisation objectives

99 The Government established its cross-ownership policy in respect to the Phase 2 airports at the
beginning of the sale process.  The cross-ownership restrictions apply for an initial 2 year period
post-sale.  Thereafter, cross-ownership between the specified airports is subject to review by the
Australian Consumer and Competition Commission (ACCC).

100 Access to the core-regulated airports by interstate and international air transport, and the non-
core regulated airports by interstate air transport, is subject to any force majeure events, which
are events that are beyond the control of the lessee which prevent the lessee from meeting its
commitment.  Common examples of force majeure events are war, riots and earthquakes.

101 The lessee is required to notify the Commonwealth of its intention to refuse access at least 14
days in advance of the first day on which it intends to refuse access.

102 The lease provides that if the Commonwealth believes the lessee is not complying with the long
term development obligation it has the power to require the lessee to produce a plan to bring the
airport up to the required standard within five years.  The plan must be produced within 120 days
and must contain at least the level of detail required for a major development plan under the
Airports Act.
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proposals.  The Act includes public consultation processes for airport
master plans and for the major development plans required a for each
major development at an airport.103

5.6. In addition, the new airport operators are required to develop
and implement an environmental strategy for the airport approved by
the Minister for Transport and Regional Services.  The strategy should
set out how the airport will be operated so that its environmental health
is maintained or improved.  In developing the strategy an operator is
required to consult widely. And the strategy is subject to Ministerial
approval.  The airport operator must then take all reasonable steps to
ensure that the strategy is complied with.104

5.7. DoTRS is responsible for administering these requirements.  In
response to a previous ANAO recommendation105, DoTRS has undertaken
to develop guidance for the airport operators and itself to inform
assessments of whether the airport sites are being developed to the
required standard.  DoTRS has also instituted annual meetings with each
of the lessees to assist it to monitor compliance with the Airports Act
and the Airport Leases.

Airport Environmental Officers and Airport Building Controllers
5.8. An important element of the environmental management regime
at the leased Federal airports is the Airport Environment Officer (AEO)
position.  DoTRS has appointed an AEO for each airport subject to the
relevant provisions of the Airports Act.106  The AEO is responsible for
the day-to-day administration of environmental issues.  The Department
oversights the AEOs and retains overall responsibility for enforcement
of environmental protection regulations.

5.9. The AEO positions at the airports are substantially funded by
airport operators under provisions in the airport leases.  Under the leases,
the operators are required to pay to the Commonwealth, six monthly
and in advance, the Commonwealth’s estimate of the costs of the AEO
for the next six months less any costs recovered by the AEO from third
parties.107

103 Major developments include constructing a new runway; extending the length of a runway; and
constructing or extending a passenger terminal, taxiway, railway or rail handling facility.

104 The strategy should be in place within 12 months of a new operator taking over a leased Federal
airport, and is to cover a five year period. After it has been approved, the airport operator must
advertise the approved strategy, indicating where copies are available for public perusal or
purchase.

105 Audit Report No. 38 1997–98, Sale of Brisbane, Melbourne and Perth Airports, Recommendation
No.10, p. 75.

106 Tennant Creek and Mount Isa Airports are not subject to Part 6 of the Airports Act which deals with
environmental management.  These airports are subject to State/Territory environmental legislation.

107 AEO cost estimates range from $22 250 at Parafield to $100 000 at Coolangatta and $177 750 at
Adelaide.



79

5.10. DoTRS has also appointed an Airport Building Controller (ABC)
at each airport subject to the Part 5 of the Airports Act regarding land
use, planning and building controls.108  ABC’s are responsible for ensuring
that activities at the airports meet the appropriate building and
engineering standards.  The airport operators are also required under
the Sale Agreement to fund the ABC position, but are only required to
reimburse the Commonwealth to the extent that Building Controller costs
incurred by the Commonwealth are not recovered by third parties through
fees paid under the Airports (Building Control) Regulations and only up to
a maximum annual cap.  The maximum annual cap on the operators’
obligations regarding the ABC positions is different for each of the
airports.109  The Sale Agreements also provide that airport operators
obligations regarding the costs of the Building Controllers ends on
30 June 2003, by which time it is anticipated that the positions will be
self-funded through the collection of fees for services.

Development commitments
5.11. The airport lessee companies for the eight core-regulated airports
committed, with conditions, in the respective sale agreements to
undertake a total of $163 million of capital expenditure at the airport
sites over the first 10 year period of the airport leases.  The commitments
are significant, representing some 22 per cent of sale proceeds compared
to $591 million, or 18 per cent of sale proceeds, for the Phase 1 airports.
In addition to the development commitments, additional infrastructure
development obligations were included in the sale agreements for
Canberra110 and Adelaide airports.111

5.12. The development commitment expenditure is required to be made
by the airport lessee company on items of an aeronautical nature with

Ongoing Privatisation objectives

108 Tennant Creek and Mount Isa Airports are not subject to Part 5 of the Airports Act. These airports
are subject to State/Territory land use, planning and building control legislation.

109 Ranging from $15 000 for Moorabbin Airport to $112 000 for Adelaide Airport.
110 The Canberra airport lessee is required to negotiate in good faith concerning access arrangements

with the proponents or developers of the Very High Speed Train (VHST) proposal if: construction
of the VHST proceeds to completion and operation; and the proponents or developers of the
VHST wish to locate the Canberra VHST terminal at the airport site.

111 The Adelaide airport lessee is required to complete the extension of the main runway and
associated works.  A Multi-User Integrated Terminal (MUIT) is proposed for Adelaide Airport.  A
concept design completed in September 1997 was costed at a budget of $200 million and had the
design capacity to the year 2025 based on passenger growth forecasts.  It proposed that funding
for the MUIT would be supported by cashflows from a Passenger Facility Charge on all departing
and arriving passenger tickets.  The lessee is required to use all reasonable endeavours to
obtain all requisite planning and regulatory approvals, negotiate terminal and access arrangements
with the domestic airlines, finalise the proposed MUIT design, and finalise construction costings.
However, the lessee is not required to accept any conditions or requirements imposed by other
entities that would render the MUIT uneconomic having regard to the lessee’s cost of capital and
MUIT usage projections.  Currently, the ACCC is considering a proposal from Adelaide Airport
Limited regarding the level a Passenger Facility Charge.
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the projects on which these amounts must be spent are broadly specified
in the sale agreements.  The agreements included provisions, to be
administered by DoTRS, for monitoring compliance with the development
commitments.  Unless expenditure is delayed due to economic factors
such as reduced passenger numbers and aircraft movements or a force
majeure  event, any shortfall  in expenditure is to be paid to the
Commonwealth.

Airservices Australia location specific pricing
5.13. The Phase 2 sales process coincided with a major change to how
Airservices Australia prices its terminal navigation services112 at airports
with Airservices Australia air traffic control towers.  Airservices Australia
formerly structured its pricing for services on a network basis rather
than on the actual cost to provide services at particular airports.  In
February 1997 the Federal Court ruled that these network charges were
potentially invalid.113.   In light of this,  and consistent with the
Government’s general policy objective of eliminating the economic
distortion which arises from such an approach to pricing, Airservices
Australia commenced discussing with aviation industry representatives
in 1996 the need to move to a pricing structure whereby the price better
reflected the local demand and costs of operation.  This initiative is
referred to by Airservices Australia as location specific pricing.

5.14. Airservices Australia developed a staged movement to location
specific pricing planned to be implemented over a three year period.
From 1 July 1997, location specific pricing was introduced for the
provision of rescue and firefighting services by Airservices Australia.
Location specific pricing for terminal navigation services commenced
from 1 July 1998.  The Airservices Australia’s pricing reform process is
planned to culminate in the disaggregation of a range of specific charges
currently included in en route services.

5.15. The development of policy on the introduction of location specific
pricing for terminal navigation services occurred concurrently with the
Phase 2 sales process.  In the end, final binding offers were required
from bidders, prior to the Government’s announcement in March 1998
of its decision to proceed with the initiative from 1 July 1998, and in the

112 The terminal navigation services provided by Airservices Australia include the provision,
maintenance and operation of air traffic control services (including radar) within 55 kilometres of
an aerodrome with an operating Airservices Australia control tower and navigational aids used in
take-off, approach and landing of aircraft.

113 See Monarch Airlines Ltd & Ors v Airservices Australia [1997] 65 FCA (14 February 1997).  In
February 1998, the Federal Court upheld the earlier ruling (Airservices Australia (formerly Civil
Aviation Authority) v Monarch Airlines Ltd [1998] 79 FCA (18 February 1998)).
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absence of advice of the specific price effect of the introduction of location
specific pricing for terminal navigation services at each of the relevant
airports.

5.16. The shift to location specific pricing in relation fire and emergency
services had little impact on the area of general aviation as the charging
threshold for these services is 2.5 tonnes, effectively eliminating the entire
general aviation sector from exposure to rescue and fire fighting charges.
The potential impact on general aviation operators of a move to airport
specific pricing of terminal navigation services was far greater.

5.17. From the outset of the Phase 2 sales process, DoTRS, OASITO
and its advisers were aware that it was not certain that the Government’s
decision on the initiative to introduce location specific pricing of terminal
navigation services would be available prior to the closing date for final
binding offers.  To address this issue, the General Information
Memorandum provided to bidders advised of Airservices Australia’s
intention to expand location specific pricing to terminal navigation services
from 1 July 1998 and referred bidders to a discussion paper released by
Airservices Australia in 1996 which identified indicative unit costs by
airport location.114

5.18. Bidders for the general aviation airports were offered the
opportunity to attend a briefing by DoTRS in January 1998 at which they
were advised of the state of play in the development of the location
specific pricing115.  In February 1998, following the Government’s decision
to implement reform of Airservices Australia’s pricing for terminal
navigation services from 1 July 1998, bidders were advised of the decision
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114 The General Information Memorandum highlighted that the 1996 Airservices Australia paper
showed the potential for significant cost differentials between locations, with many general aviation
and small regional airports likely to experience large price increases if cost recovery underpinned
the final strategy approved by Government. Conversely, under location specific pricing, costs at
the larger airports, such as Brisbane, Sydney, Melbourne, would fall.  The General Information
Memorandum also advised bidders that, depending on the pricing strategy adopted, implementation
of a new pricing regime had the potential to adversely affect demand at those airports used
predominantly by general aviation, small public transport and charter operations, as well as by
flight training schools, given that demand for services by these operators tended to be more price
sensitive.

115 The 8 January 1998 briefing was arranged in response to concerns raised by the bidders for
these airports about the location specific pricing for terminal navigation services issue.  The
successful bidder for Canberra Airport was not invited to the 8 January 1998 briefing, apparently
because it was not a bidder for a general aviation airport and because it was not one of the
consortia which had previously raised any concerns with the Government Sales Team in relation
to this issue.
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and that the reforms would involve capping of location specific prices
after a transitional process.116

5.19. Funding was approved in the 1998–99 Federal Budget to support
transitional arrangements over the two years from1 July 1998 for
transition from the previous pricing model to a location specific pricing
regime with prices capped at the locations most severely affected by the
new pricing regime.117  The location specific pricing regime, with respect
to terminal navigation services, is regulated by a series of contracts with
major airlines.  These contracts outline the services and fees which are
covered by the policy.  General aviation users are party to standard terms
and conditions which mirror the provisions of the contracts with major
airlines.

5.20. The new owners of Canberra, Adelaide and Coolangatta Airports
expressed concerns regarding the level of prices for terminal navigation
services to apply at their airports from 1 July 1998.  Accordingly, they
approached the ACCC with their concerns.  On 16 June 1998, the ACCC
announced that, while it had accepted most of the price changes proposed
by Airservices Australia for terminal navigation services, it had
reservations about the price increases proposed for Canberra, Adelaide
and Coolangatta airports.  Airservices Australia had sought an increase
from $5.19 per tonne to $9.00 per tonne at the three airports.  The ACCC
decided to initially cap the price at these three airports at $6.75 per tonne,
that is at the same level applying in 1998–99 at the general aviation
airports.  Following negotiations between Airservices Australia, the
aviation industry and the airport operators, Airservices Australia
submitted revised terminal navigation charges for Canberra, Adelaide
and Coolangatta Airports to the ACCC.  The ACCC announced on
26 June 1998 that it had approved the new charges of $8.18 per tonne at
Adelaide, $8.34 per tonne at Canberra and $8.61 per tonne at Coolangatta.

116 After the staged phase in over two years, prices for  terminal navigation services will be capped
at $10 per tonne, that is Airservices Australia will charge on the basis of the location specific costs
of providing the services at a particular airport up to the cap of $10 per tonne.  For the general
aviation airports, the initial transitional arrangements provided a subsidy to Airservices Australia to
fund a lower cap in each of 1998–99 ($6.75) and 1999–2000 ($8.30) before the $10 cap applies
in 2000–01.  These transitional arrangements have now been superseded by the pricing changes
announced on 2 December 1998.

117 The 1998–99 Budget includes $11 million for transitional funding to Airservices Australia this year
and provides for a further $2 million in 1999–2000 to facilitate the phasing in of the new pricing
structure.  In addition, Airservices Australia advised that it will bear costs estimated to amount to
some $8.1 million and the airline sector of the aviation industry will contribute $8.9 million through
a temporary surcharge.



83

5.21. Since the introduction of the location specific pricing model, in
addition to the issues raised with the ACCC by the operators of Canberra,
Adelaide and Coolangatta airports, concerns have been expressed by a
number aviation industry participants, particularly in general aviation,
regarding its impact on their financial viability.  Airservices Australia
advised ANAO that following the introduction of location specific pricing
from 1 July 1998, extensive consultation has been undertaken by
Airservices Australia with airport owners, aircraft operators and other
interested groups.118

5.22. On 2 December 1998, Airservices Australia announced that it had
reviewed its pricing approach to general aviation services, following
consultation with the aviation industry.  From 1 January 1999, Airservices
Australia has introduced refinements including differential pricing for
general aviation traffic.  All general aviation traffic using any airport,
other than Perth, Melbourne, Adelaide, Sydney and Brisbane, will attract
the same $6.75 per tonne charge which applies at general aviation
airports.119  In addition, general aviation aircraft using airports for circuits
will only be liable for one charge for a session of circuits.

5.23. Airservices Australia further advised ANAO that it has also raised
the subject of alternative suppliers of Air Traffic Control services at all of
these airports, although practical progress in this area depends on changes
to the legislative framework.120

Economic regulation
5.24. One of the Government’s objectives in privatising airports was
to promote efficient and commercial operation of airports.  At the same
time, the potential for abuse of market power by the airport operators
was recognised.  For this reason, the Government established an airports
economic regulatory framework covering pricing, quality of service and
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118 Airservices Australia further advised ANAO that formal Consultation Groups have been established
at Canberra and Bankstown in Sydney and others are planned for Coolangatta and Adelaide.  As
well, discussions have been held at all other General Aviation airports (Camden, Archerfield,
Parafield, Jandakot and Moorabbin) and at a number of regional airports.  These discussions
have been aimed at determining stakeholder requirements and explaining Airservices’ cost
structures and commercial objectives.  The ultimate intention is to align customer needs with the
services provided at  a cost which both sides find acceptable.

119 At Perth, Adelaide, Melbourne, Sydney and Brisbane Airports a minimum charge of $20 per
landing applies. Such a charge applies to all landings including training flights for each touch and
go, stop and go, overshoot, or go around at these airports.

120 Facsimile from Airservices Australia to the ANAO dated 17 February 1999.
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access issues.121  This framework applies to the 12 core regulated
airports.122  One of the Government’s ongoing privatisation objectives
requires that each owner or lessee indicates a willingness to abide by the
pricing policy and framework established by the Commonwealth.

5.25. The ACCC has been given primary responsibility for implementing
and administering the arrangements.  The regime which is in place for
the Phase 2 airports123 is identical to that which exists for Phase 1 airports
and is drawn from the Government’s Pricing Policy paper which was
released in November 1996.124  The regulatory regime comprises measures
under the Trade Practices Act 1974125, the Prices Surveillance Act 1983 and
the Airports Act 1996 which are designed to protect airport users from
the potential for abuse of market power by airport operators.  The regime
also includes a range of measures directed toward ensuring transparency,
including quality of service monitoring, financial accounts reporting
requirements and monitoring of prices of aeronautically related services.

121 In addition, the Airports Act requires airport operator companies of core regulated airports to
provide the ACCC with accounts and reports specified in the regulations.  It is intended the
accounting information will supplement that which is required under the Corporations Law.  While
the Corporations Law allows holding companies to present consolidated accounts for the entire
group, the regulations require individual airport operator companies to provide separate accounts
to the ACCC covering the operation of the company only.  Once lodged, the ACCC has the ability
to publish appropriate information about airports.

122 Notwithstanding that Sydney Airport remains in Commonwealth ownership, the Government took
the decision that Sydney Airport Corporation (the entity formed to assume ownership of Sydney
Airport and the Sydney basin general aviation airports following the winding up of the FAC) should
be subject to the same requirements under the Airports Act as the lessees of the privatised
airports.

123 Sydney Airport, as a core regulated airport, is subject to the economic regulation measures
administered by the ACCC including quality of service monitoring and monitoring of prices but is
not subject to the price cap for aeronautical services.  Non-core regulated airports are not
subject to the pricing regime established for core regulated airports.

124 The Government’s Pricing Policy paper sets out the post-sale pricing policy and was developed
by DoTRS in consultation with ACCC and other stakeholders.

125 Division 2 of Part 13 of the Airports Act 1996 deals with the application of the access regime in Part
IIIA of the Trade Practices Act 1974 to core regulated airports.  Currently, the ACCC is dealing with
the first request it has received from a user of airport services for a determination that an airport
service is a declared service for the purposes of Part IIIA of the Trade Practices Act 1974.  The
user, an operator of off airport car rental services and short and long term car parking for airport
users, provides a shuttle bus service from its business site to the airport.  This requires access
to the airport to drop off and pick up passengers.  So far the company has not been able to agree
on terms and conditions of access with the airport.  The ACCC has proposed that landside roads
and associated vehicle facilities for dropping off and picking up passengers  at the airport are
considered airport services under section 192 of the Airports Act 1996.  A draft determination to
this effect was issued by the Commission on 10 March 1999.  In assessing the company’s
request for determination, the ACCC held public consultations, which included releasing a discussion
paper, issuing calls for submissions and conducting a public hearing.  Interested parties have
been invited to make written submission before a final determination is made.  Should a final
determination be made, along the lines proposed, the way would be open for  the ACCC to
arbitrate the dispute between the airport operator and the user.  Other users of the facilities for
purposes of dropping-off and picking-up facilities would also have a right to arbitration.
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Prices Surveillance and Price Cap
5.26. The Government decided to apply a price cap on aeronautical
services126 at all leased core regulated airports (Adelaide, Alice Springs,
Brisbane, Canberra, Coolangatta, Darwin, Hobart, Launceston, Perth,
Melbourne and Townsville Airports) which is administered under the
Prices Surveillance Act 1983.  Under section 20 of the Prices Surveillance Act
1983, the Treasurer may give written directions to the Commission to
give special consideration to specified matters in exercising its powers
and performing its functions under the Act.  Certain aeronautical services
at leased airports have been declared by the Treasurer under
section 21 of the Prices Surveillance Act 1983 for surveillance.  These are
the services included in the price cap and the matters to be taken into
account in administering the cap have been given to the ACCC in a written
direction from the Treasurer.127

5.27. The price cap is in the form of a Consumer Price Index minus an
X factor formula (CPI–X).  For each of the core regulated airports leased
in Phase 1 and Phase 2 the Government, upon the advice of the ACCC,
has determined a value for the X factor to apply at the airport.128  The
X factors are based on expected productivity improvements.  The
Government’s intention is that in a given financial year the total price of
the basket of declared aeronautical services at each of these airports will
not rise by more than the annual CPI minus the X factor for the particular
airport.  As the X factors for most airports are higher than CPI forecasts,
it is expected that at most airports the overall prices for aeronautical
services will fall in the first five years post sale.

5.28. Prices oversight under the Prices Surveillance Act 1983 is based on
voluntary restraint.  Declaration of services under the Act requires the
airport operator to notify the ACCC of a proposal to increase charges for
these services.  The penalties provided for in the Act relate to a failure to
notify price increases.  However, they are not penalties for price increases.
The General Information Memorandum advised bidders that these
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126 Aeronautical services for the purposes of the price cap are those which were covered by the
definition in the Federal Airports Act 1986 and include: Aircraft movement areas—grounds,
runways, taxiways, aprons; airfield lighting, airside roads/lighting; airside safety; nose-in guidance;
aircraft parking areas; and visual navigation aids.  Passenger processing areas—forward airline
support service areas; aerobridges, airside buses; departure lounges and holding lounges
(excluding commercially—important persons lounges); immigration and customs service areas;
public address systems, closed circuit surveillance systems, security systems; baggage make-
up/handling/reclaim; public areas in terminals, public amenities, lifts/escalators/moving walkways;
flight information display systems; and landside road and lighting and covered walkways.

127 Direction 13 from the Treasurer to the ACCC sets out details of the price cap formula,
the X values and other issues relevant to the ACCC’s administration of the cap.

128 The Airport X factors for  the Phase 2 airports are: Adelaide 4.0; Alice Springs 3.0; Canberra 1.0;
Coolangatta 4.5; Darwin 3.0; Hobart 3.0; Launceston 2.5; and Townsville 1.0.
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voluntary arrangements for price oversight have operated successfully
since 1983, and that no Prices Surveillance Authority/ACCC pricing
recommendation has ever been ignored by firms declared under the Act.
If an airport operator were to attempt to establish charges above those
allowed by the price cap, then measures contained in the Prices Surveillance
Act 1983 could be applied.  For example, the ACCC could recommend a
public inquiry, during which the charges for declared services could be
frozen.

5.29. In this circumstance, operators are required to advise the ACCC
of proposed increases in charges for declared services.  There is scope
for airport operators to rebalance charges within the overall price cap.
In addition, some flexibility is included in the price cap regime to allow
airport operators to rebalance charges outside the cap.  There is scope
for the operator to seek charging increases outside the cap, to recoup
costs associated with necessary new investment where the price rises
are required to fund the new investment and where those users with a
significant interest in the new investment support the investment,
including associated charges.129  Under this approach, operators have
room to rebalance charges within the cap, and scope to cover costs and
earn a rate of return on new investment.

5.30. Price cap compliance will be calculated on a revenue weighted
average price basis.  Under this approach, increases in particular charges
are weighted by that component’s proportion of revenue for the previous
period.  As the proportion of each component’s revenue may change over
time, leading to under or over recoveries, the component weighting may
need to be adjusted at some time in the future.  Such adjustment would
occur after actual revenues are known so that the change in average
charges remains within the cap when considered over a period of two or
three years.   The ACCC is to undertake a review of pricing oversight
arrangements as a basis for recommending to the Government the
arrangements to operate after the first five years of the price cap.

5.31. In addition to its responsibilities for administering the price cap
on aeronautical services, the Treasurer directed the ACCC in May 1998
to undertake formal price monitoring under section 27A of the Prices
Surveillance Act 1983 of  nominated aeronautical related130 services at the

129 The ACCC will apply criteria against which airport operator’s requests for charging increases
outside the cap will be assessed with the aim of ensuring the interests of users remain protected
while requiring that the ACCC has regard to factors such as the costs of the investment, the
efficiency of the airport’s operation and the particular demand characteristics of the airport.

130 The aeronautical related services provided by airport operators monitored by the ACCC include
aircraft refuelling; aircraft maintenance sites and buildings; freight equipment storage sites; car
parks (including public and staff parking but not valet parking); freight facility sites and buildings;
ground support equipment sites; and check-in counter and related facilities.
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12 airports.  The monitoring covers costs, revenues and profits.  The
rationale for monitoring is that airport operators may exert significant
market power in relation to the monitored services at individual airports.
Under section 27B of the Prices Surveillance Act 1983, the ACCC is required
to report to the Treasurer annually on its formal prices monitoring
activities and to make the report publicly available.

5.32. In exercising its role, the ACCC may investigate particular pricing
issues where users have raised concerns and it appears that the operator
has taken advantage of market power.131  In this regard, the plan by
Brisbane and Perth Airports to introduce a fuel throughput levy has been
considered in detail by the ACCC and on 11 December 1998 the
Commission released a report132 on fuel throughput levies at privatised
airports.  In light of the report’s conclusions, the ACCC has recommended
that stricter forms of prices oversight should be considered in relation
to aircraft refueling services.  The report considers what forms the stricter
price oversight should take, outlining a number of options and the
advantages and disadvantages of each option.  It recommends that
refuelling services be included within a CPI–X price cap.  The report also
considers a number of options for implementation of a CPI–X price cap
for refuelling services.133  The airports associated with this current
proposal have not yet responded to this recommendation.

Quality of Service Monitoring
5.33. Quality of service monitoring is undertaken under Part 8 of the
Airports Act 1996.  The Airports Regulations require airport operators to
provide information on a range of performance indicators to the ACCC.
For the Phase 1 airports the indicators cover various aspects of the airports
service quality performance, the required information is provided by
airport operators, Airservices Australia, Australian Customs Service and
airlines.  DoTRS advised ANAO that performance indicators for quality
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131 In  announcing the monitoring direction, the Treasurer made the following comment: Price
monitoring will allow the Commission to collect data where the airport operator may have scope
to exercise market power but where coverage of the services under the more formal price cap
arrangement was not considered warranted,  Any abuses of market power detected through
prices monitoring arrangements will be a trigger for consideration of stricter forms of prices
oversight.

132 The report concluded that: the introduction of fuel throughput levies at Brisbane and Perth
Airports will significantly increase the price of refuelling services; the price increases are not
justified in terms of increases in costs or through offsetting reductions to other charges; and there
is a strong case that airport operators have market power in the provision of refuelling services.
ACCC Press Release ‘ACCC Recommends Stricter Forms of Prices Oversight for Aircraft
Refuelling Services’, 11 December 1998.

133 ACCC ‘Fuel Throughput Levies—Report Pursuant to the Commission’s Monitoring Functions
Under The Prices Surveillance Act 1983’, December 1998, p. 9.
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of service monitoring for the relevant Phase 2 airports134 (and Sydney
Airport) have not yet been finalised.  The Department sought comments
from airport operators on a discussion paper it had prepared on the
matter.  DoTRS advised ANAO on 26 May 1999 that it has now received
these comments and, in consultation with the ACCC, has commenced
preparing draft regulations for the relevant Phase 2 airports and Sydney
Airport.

5.34. The focus of the ACCC’s quality monitoring is on the facilities
and services provided by, or which can be influenced by, the airport
operator.  For the Phase 1 airports these include; airside facilities such as
runways, taxiways and aprons; terminal facilities, such as international
departure lounges and baggage claim, car parking and taxi and bus pick
up and drop off points.  Not included are domestic terminals owned
and/or operated by airlines. ACCC’s quality of service monitoring also
recognises that airlines, Airservices Australia and other service providers
also contribute to quality outcomes at the airports.135

5.35. Quality of service monitoring is intended to complement the prices
oversight arrangements.  Under price cap regulation there is an incentive
to increase profits by reducing costs.  In some cases such cost cutting
could lead to a lower quality of service.  Quality of service monitoring is
a means of providing indication of whether this may by occurring over
time and for seeking further information from the airport operator.136

5.36. The results of monitoring will be compared with future years’
monitoring to assess whether quality is improving, remaining static or
deteriorating.  The first year of monitoring will establish a base for
comparison with experience in future years.137  In the first year, the ACCC
will take into consideration, in respect of deficiencies identified in the

134 Under Part 8 of the Airports Act,  core regulated airports and leased airports as specified in the
regulations are subject to quality of service monitoring by the ACCC.

135 The objectives of quality service monitoring are to provide transparency about airport performance;
discourage airport operators from providing unsatisfactory standards for services which are
associated with significant market power; and assist the ACCC assess airport operator conduct
as part of the review of prices oversight arrangements which the ACCC must undertake towards
the end of the first five years  of the price cap.

136 The information sources of quality monitoring comprise customer perception surveys conducted
by airport operators, surveys of airlines and data provided on the quality indicators by Australian
Customs Service and Airservices Australia.  The airport operators also provide data against the
quality indicators, as required under the Airports regulations, such as the number of passengers,
aerobridges and the size of aprons.

137 It is not designed, nor intended, that the results of the surveys be used to compare airports.  In
making comparisons from year to year, the ACCC has stated that it will take into consideration the
variety of factors outside the immediate control of airport operators which have the capacity to
influence results (for example, staffing by airlines of check-in facilities and similarly Customs and/
or Immigration service provision).  Using the range of data sources, the ACCC intends to allow for
these in reporting on quality and in its review of oversight arrangements for prices.
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monitoring process, that the airport operator may not have had sufficient
time to make improvements.  For example, there will be a lag between
an increase in passenger and flight numbers and an increase in the capacity
of terminal infrastructure.  The ACCC has acknowledged that there is a
cost-quality trade-off and that improvements in quality may not be made
where the cost could not be justified in relation to the expected benefits.
The results of the first year of monitoring at individual airports will act
as a benchmark and be used as a basis for comparison with those of
future years for the airport.

Review of Regulatory Arrangements
5.37. Toward the end of the first five years of the airport leases, the
ACCC will review the prices and oversight arrangements for airports.
The review will be based on the premise that the price cap applied to
aeronautical charges during the first five years will no longer operate.
The review will aim to develop arrangements targeted at those charges
where the airport operator has the most potential to abuse market power.
The existing set of aeronautical charges will be examined, on an airport-
by-airport basis, with the review assessing whether services should be
added or removed from surveillance.

5.38. A key objective of the review will be to ensure that the aviation
industry retains appropriate protection.  The guidelines also make it clear
that the ACCC can recommend stronger forms of prices oversight if
operators have a constant track record of abusing their market power.
The review will give airport operators the opportunity to suggest
alternative forms of oversight, ideally with the backing of their customers.
The Government’s aim is that airlines and airport operators form close
and cooperative working arrangements.

5.39. Beyond the central issue of ‘market power’, it is not intended
that the review place further obligations on airport operators in respect
of pricing.  As with the initial five year period, the Government will not
mandate the use of a single till approach to airport pricing.  The outcome
of the review will take the form of recommendations from the ACCC for
consideration by the Government, allowing decisions to be taken before
the end of the initial five year pricing period.

Overall conclusion
5.40. Finding:  The 1998 sale of leases on 14 Phase 2 Federal airports
achieved the Government’s sales objectives.  In respect of the actions
taken by agencies in addressing the Government’s ongoing privatisation
objectives the ANAO found that:

Ongoing Privatisation objectives
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• Diversity of ownership objective:  Diversity of ownership was
achieved with nine different consortia acquiring leases for 14 Phase 2
airports.  Two of these consortia had been successful in the Phase 1
sales: the purchaser of Melbourne airport acquired Launceston; and
the purchaser of Perth airport acquired the Northern Territory airports.
In addition to ownership diversity, all bids received for the Phase 2
airports were consistent with the Government’s policy of cross-
ownership restrictions between Brisbane and Coolangatta; Hobart and
Launceston; and Melbourne and Adelaide.

• Access by aircraft operators objective:  The objective of ensuring airport
access on reasonable commercial terms to aircraft owners was
addressed by insertion into the airport leases on core-regulated
airports of a requirement that the lessee provide for access to the
airport by intrastate, interstate and international air transport.  Lessees
of the non-core regulated airports are required to provide for access
to the airport by intrastate and interstate air transport.

• Responsive and effective development objective:  DoTRS is undertaking the
development of appropriate administrative procedures to monitor the
ongoing development of the leased Federal airports, including guidance
for itself and operators to inform assessments as to whether the airports
are being developed to the required standard.  The Department has also
instituted annual meetings with each of the lessees to assist it to monitor
compliance with the Airports Act and the Airport Leases, including
development expenditure the lessees have committed themselves to (in
the case of core-regulated airports) or planned (in the case of non core
regulated airports) over the initial 10 years of their lease.

• Pricing policy objective:  The post sale economic regulation framework
which applies to the core regulated airports has been effectively
implemented by the Australian Consumer and Competition
Commission.  Scope exists under the current arrangements for the
detail of the framework to be adjusted in light of experience and the
Commission is to undertake a review of pricing oversight arrangements
as a basis for recommending to the Government the arrangements to
operate after the first five years of the price cap.

Canberra ACT P.J. Barrett
21 June 1999 Auditor-General
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Appendix 1

Recommendations and comments from ANAO
Audit Report No. 38 1997–98, Sale of Brisbane,
Melbourne and Perth Airports .

The ANAO recommends that, where applicable for
future trade sales, the Office of Asset Sales and IT
Outsourcing, ensure more flexible data access
arrangements in order to minimise the costs of buyer
due diligence and assist potential buyers develop bids.

Agreed: AGS

Agreed with qualification: OASITO

The ANAO recommends that, the Office of Asset Sales
and IT Outsourcing institute procedures to improve
transparency and accountability in future trade sales
by requiring bid documents to be numbered
consecutively on opening, recorded in a register of
tenders and formally signed-out to officers and/or
contractors.

Agreed: AGS.

Agreed with qualification: OASITO

The ANAO recommends that, the Office of Asset Sales
and IT Outsourcing strengthen its contracting for
services by:

a) improving planning for major contracts by
identifying the critical path for the selection and
appointment of all  major consultants and
competitively tendering contracts wherever
possible; and

b) improving its contract management by including
performance monitoring arrangements in all major
contracts such as reports on progress, resources
used and costs.

Agreed with qualification: OASITO

Appendices

Recommendation
No. 1

Recommendation
No.2

Recommendation
No.3
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The ANAO recommends that, for future trade sales,
the Office of Asset Sales and IT Outsourcing in
outsourcing tasks, where applicable, include:

a) provisions in major adviser contracts that require
advisers who are authorised to let contracts on
behalf of the Commonwealth to comply with the
Commonwealth Procurement Guidelines; and

b) caps for sub-contractor fees and expenses in major
adviser contracts to ensure that the
Commonwealth does not bear the commercial risk
of cost overruns.

Agreed: AGS and OASITO part (a)

Disagreed: OASITO part (b)

The ANAO recommends that, for future asset sales, the
Office of Asset Sales and IT Outsourcing ensure that
logistics consultants are engaged early in the sale
process to allow:

a) a formal, written contract, including indemnities
and confidentiality provisions, to be drafted and
signed prior to work commencing;

b) expert advice on logistical aspects to influence the
tender timetable and procedures;

c) appropriate planning of logistical activities; and

d) efficient and effective management of sale costs.

Agreed with qualification: OASITO

The ANAO recommends that, for future trade sales,
the Office of Asset Sales and IT Outsourcing enhance
transparency and accountability of decision making
in the tender process by evaluating the merits of
incorporating, as part of the tender evaluation
planning process, the development of appropriate
priorities which set out the relative importance
attaching to each evaluation criterion.

Agreed: AGS

Agreed with qualification: OASITO

Recommendation
No.4

Recommendation
No.5

Recommendation
No.6
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The ANAO recommends that the Office of Asset Sales
and IT Outsourcing enhance transparency and
accountability in future major trade sales by
considering structures such as a tender evaluation
committee.

Agreed: AGS

Agreed with qualification: OASITO

The ANAO recommends  that the Department of
Transport and Regional Development develop a
comprehensive framework and procedures to monitor
and enforce lessee compliance with the airport leases.

Agreed with qualification: DoTRS

The ANAO recommends that the Office of Asset Sales
and IT Outsourcing, in consultation with the
Department of Transport and Regional Development:

a) for future airport trade sales, develop an agreed
framework for the post-sale disposition of sale
documentation including providing for
appropriate safe custody arrangements for the
original signed sale documentation in an
appropriate legal form for the duration of the
lease term, and placing, in the records of each
agency, a full set of copies of the signed sale
documentation; and

b) establish appropriate safe custody arrangements
for the original signed sale documentation relating
to the Phase 1 airports sales, in an appropriate legal
form, for the duration of the lease term.

Agreed: OASITO; DoTRS; and AGS.
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The ANAO recommends  that the Department of
Transport and Regional Development develop and
implement comprehensive administrative procedures
to monitor ongoing development of the Phase 1
airports as required by the Airports Act 1996 and
airport leases.

Agreed with qualification: DoTRS.

The ANAO recommends that, in future trade sales,
agencies ensure adequate disclosure of all costs
connected with the purchase of Commonwealth assets
is made to bidders prior to requiring the submission
of binding bids.

Agreed: DoTRS.

Agreed with qualification: OASITO.

Recommendation
No.10

Recommendation
No.11
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Series Titles

Titles published during the financial year 1998–99
Audit Report No.1 Performance Audit
Corporate Governance Framework
Australian Electoral Commission

Audit Report No.2 Performance Audit
Commercial Support Program
Department of Defence

Audit Report No.3 Performance Audit - Follow-up
Assessable Government Industry Assistance
Australian Taxation Office

Audit Report No.4 Performance Audit
Client Service Initiatives
Australian Trade Commission

Audit Report No.5 Performance Audit
Commonwealth Agencies’ Security Preparations for the Sydney 2000 Olympics

Audit Report No.6 Audit Activity Report
Audit Activity Report: January to June 1998
Summary of Outcomes

Audit Report No.7 Performance Audit
Management of the Implementation of the New Employment Services Market
Department of Employment, Education, Training, and Youth Affairs

Audit Report No.8 Performance Audit
Safeguarding Our National Collections

Audit Report No.9 Performance Audit
Accountability and Performance Information
Australian Sports Commission

Audit Report No.10 Performance Audit
Sale of One-third of Telstra

Audit Report No.11 Performance Audit
OGIT and FedLink Infrastructure
Office of Government Information Technology

Audit Report No.12 Performance Audit
Taxation Reform
Community Education and Information Programme

Audit Report No.13 Performance Audit
Aboriginal and Torres Strait Islander Health Program
Department of Health and Aged Care
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Audit Report No.14 Performance Audit
Prescribed Payments System
Australian Taxation Office

Audit Report No.15 Performance Audit
Postal Operations
Australian Customs Service

Audit Report No.16 Performance Audit
Aviation Security in Australia
Department of Transport and Regional Services

Audit Report No.17 Performance Audit
Acquisition of Aerospace Simulators
Department of Defence

Audit Report No.18 Performance Audit
Accounting for Aid–The Management of Funding to Non-Government Organisations
Follow-up Audit
Australian Agency for International Development (AusAID)

Audit Report No.19 Performance Audit
The Planning of Aged Care
Department of Health and Aged Care

Audit Report No.20 Financial Statement Audit
Audits of the Financial Statements of Commonwealth Entities for the Period Ended
30 June 1998
Summary of Results and Financial Outcomes

Audit Report No.21 Financial Control and Administration Audit
Costing of Services

Audit Report No.22 Performance Audit
Getting Over the Line: Selected Commonwealth Bodies’ Management of the Year
2000 Problem

Audit Report No.23 Performance Audit
Accountability and Oversight Arrangements for Statutory Bodies in the Former
Primary Industries and Energy Portfolio

Audit Report No.24–27 Performance Audit
DAS Business Unit Sales
No.24 Sales Management
No.25 DASFLEET Sale
No.26 Sale of Works Australia
No.27 Sale of DAS Interiors Australia

Audit Report No.28 Performance Audit
Sale of SA Rail, Tasrail and Pax Rail

Audit Report No.29 Performance Audit
Provision of Migrant Services by DIMA
Department of Immigration and Multicultural Affairs
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Audit Report No.30 Performance Audit
The Use and Operation of Performance Information in the Service Level
Agreements
Department of Social Security
Department of Employment, Education, Training and Youth Affairs
Centrelink

Audit Report No.31 Performance Audit
The Management of Performance Information for Special Purpose Payments—The
State of Play

Audit Report No.32 Performance Audit
Management of Parliamentary Workflow

Audit Report No.33  Audit Activity Report
Audit Activity Report: July to December 1998
Summary of Outcomes

Audit Report No.34 Performance Audit
Fringe Benefits Tax
Australian Taxation Office

Audit Report No.35 Performance Audit
The Service Pension
Department of Veterans’ Affairs

Audit Report No.36 Performance Audit
Pay-As-You-Earn Taxation—Administration of Employer Responsibilities
Australian Taxation Office

Audit Report No.37 Performance Audit
Management of Tax File Numbers
Australian Taxation Office

Audit Report No.38 Preliminary Study
Management of Commonwealth Budgetary Processes

 Audit Report No.40 Performance Audit
The Pharmaceutical Industry Investment Fund Program—Assessment of Applicants

Audit Report No.41 Performance Audit
General Service Vehicle Fleet
Department of Defence

Audit Report No.42 Performance Audit
The Establishment and Operation of Green Corps
Department of Education, Training and Youth Affairs

Audit Report No.43 Performance Audit
Networking the Nation—Regional Telecommunications Structure
Department of Communications and the Arts

Audit Report No.44 Performance Audit
Naval Aviation Force
Department of Defence

Series titles
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Audit Report No.45 Performance Audit—Follow-up
Food Safety Regulation in Australia
Australia New Zealand Food Authority

Audit Report No.46 Performance Audit
Redress of Grievances in the Australian Defence Force

Audit Report No.47 Performance Audit
Energy Efficiency in Commonwealth Operations
Department Industry Science & Resources
Australian Greenhouse Office
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Better Practice Guides

Administration of Grants May 1997

AMODEL Illustrative Financial Statements 1998 Jul 1998

Asset Management Jun 1996

Asset Management Handbook Jun 1996

Audit Committees Jul 1997

Cash Management Mar 1999

Controlling Performance and Outcomes Dec 1997

Corporate Governance in Commonwealth Authorities
and Companies–Principles and Better Practices Jun 99

Financial Statements Preparation 1996

Managing APS Staff Reductions Jun 1996

Managing Parliamentary Workflow Jun 99

Management of Accounts Receivable Dec 1997

Management of Corporate Sponsorship Apr 1997

Management of Occupational Stress in
Commonwealth Agencies Dec 1998

New Directions in Internal Audit Jul 1998

Paying Accounts Nov 1996

Protective Security Principles (in Audit Report No.21 1997-98)

Public Sector Travel Dec 1997

Return to Work: Workers Compensation
Case Management Dec 1996

Security and Control for SAP R/3 Oct 1998

Selecting Suppliers: Managing the Risk Oct 1998

Telephone Call Centres Dec 1996

Telephone Call Centres Handbook Dec 1996


