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AIRPORT COOPERATIVE RESEARCH PROGRAM

Airports are vital national resources. They serve a key role in trans-
portation of people and goods and in regional, national, and inter-
national commerce. They are where the nation’s aviation system
connects with other modes of transportation and where federal respon-
sibility for managing and regulating air traffic operations intersects
with the role of state and local governments that own and operate most
airports. Research is necessary to solve common operating problems,
to adapt appropriate new technologies from other industries, and to
introduce innovations into the airport industry. The Airport Coopera-
tive Research Program (ACRP) serves as one of the principal means by
which the airport industry can develop innovative near-term solutions
to meet demands placed on it.

The need for ACRP was identified in TRB Special Report 272: Airport
Research Needs: Cooperative Solutions in 2003, based on a study spon-
sored by the Federal Aviation Administration (FAA). The ACRP carries
out applied research on problems that are shared by airport operating
agencies and are not being adequately addressed by existing federal
research programs. It is modeled after the successful National Coopera-
tive Highway Research Program and Transit Cooperative Research Pro-
gram. The ACRP undertakes research and other technical activities in a
variety of airport subject areas, including design, construction, mainte-
nance, operations, safety, security, policy, planning, human resources,
and administration. The ACRP provides a forum where airport opera-
tors can cooperatively address common operational problems.

The ACRP was authorized in December 2003 as part of the Vision
100-Century of Aviation Reauthorization Act. The primary partici-
pants in the ACRP are (1) an independent governing board, the ACRP
Oversight Committee (AOC), appointed by the Secretary of the U.S.
Department of Transportation with representation from airport oper-
ating agencies, other stakeholders, and relevant industry organizations
such as the Airports Council International-North America (ACI-NA),
the American Association of Airport Executives (AAAE), the National
Association of State Aviation Officials (NASAO), and the Air Transport
Association (ATA) as vital links to the airport community; (2) the TRB
as program manager and secretariat for the governing board; and
(3) the FAA as program sponsor. In October 2005, the FAA executed a
contract with the National Academies formally initiating the program.

The ACRP benefits from the cooperation and participation of airport
professionals, air carriers, shippers, state and local government officials,
equipment and service suppliers, other airport users, and research orga-
nizations. Each of these participants has different interests and respon-
sibilities, and each is an integral part of this cooperative research effort.

Research problem statements for the ACRP are solicited periodically
but may be submitted to the TRB by anyone at any time. It is the
responsibility of the AOC to formulate the research program by iden-
tifying the highest priority projects and defining funding levels and
expected products.

Once selected, each ACRP project is assigned to an expert panel,
appointed by the TRB. Panels include experienced practitioners and
research specialists; heavy emphasis is placed on including airport pro-
fessionals, the intended users of the research products. The panels pre-
pare project statements (requests for proposals), select contractors, and
provide technical guidance and counsel throughout the life of the
project. The process for developing research problem statements and
selecting research agencies has been used by TRB in managing cooper-
ative research programs since 1962. As in other TRB activities, ACRP
project panels serve voluntarily without compensation.

Primary emphasis is placed on disseminating ACRP results to the
intended end-users of the research: airport operating agencies, service
providers, and suppliers. The ACRP produces a series of research
reports for use by airport operators, local agencies, the FAA, and other
interested parties, and industry associations may arrange for work-
shops, training aids, field visits, and other activities to ensure that
results are implemented by airport-industry practitioners.
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FOREWORD

By Theresia H. Schatz
Staff Officer
Transportation Research Board

ACRP Report 54: Resource Manual for Airport In-Terminal Concessions provides guidance
on the development and implementation of airport concession programs. The report pro-
vides information on the airport concession process; concession goals; potential customers;
developing a concession space plan and concession mix; the Airport Concessions Disadvan-
taged Business Enterprise (ACDBE) program; and concession procurement, contracting,
and management practices. Case studies are provided to illustrate key areas. This report will
help airport managers understand market potential and implementation requirements for
an effective in-terminal concession program while recognizing evolving challenges. This
report will serve as a valuable tool for use by airport staff involved in and responsible for the
business decisions affecting the development of concession programs and plans. It also
serves as an informational tool for other stakeholders, including but not limited to, airport
board members, airlines involved in creating concession programs, and concessionaires.
In-terminal concessions are defined as food and beverage, retail, amenities, and services
(e.g., vending, banking, luggage carts, postal services, telephones and wireless communica-
tions, advertising, and personal services).

Airport in-terminal concessions provide an important and necessary passenger service
amenity and have been shown to be a key contributor to overall passenger satisfaction. A
well-implemented concession program can also provide measurable financial benefits to the
airport’s operating budget. Requirements for design and delivery of these services have
changed dramatically over the past 10 years as services have moved inside the secure envi-
ronment. In addition, as passengers continue to spend more time inside the secure termi-
nal area, meeting changing needs has become even more important. As a result, many air-
ports have transformed their retail and service offerings from generic non-branded food
and news and a predictable set of services into an integrated set of offerings featuring
national and regional food concepts, a wide variety of specialty retail brands, and services
tailored to both meet and stimulate passenger needs. With these changes, there is a greater
need to understand the market potential and challenges as well as a variety of viewpoints
(e.g., domestic and international airports, other retail, transportation centers, and other
commercial venues).

A report documenting the research method used to develop the resource manual has
been posted on the ACRP Project 01-11 web page at http://apps.trb.org/cmsfeed/TRBNet
ProjectDisplay.asp?ProjectID=2571. This research effort was conducted by LeighFisher as
the prime contractor with Bruce Boudreau serving as the Principal Investigator in associa-
tion with Exstare Federal Services Group, LLC.
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CHAPTER

Introduction to Airport
In-Terminal Concessions

ACRP Report 54: Resource Manual for Airport In-Terminal Concessions is the end product of
ACRP Project 11-01, “Understanding Airport In-Terminal Concession Programs.” This intro-
ductory chapter provides general background information, presents the methodology used to
develop this resource manual, discusses its potential benefits, and outlines its organization.
Lastly, the use of icons intended to help the reader navigate through the manual is discussed.

1.1 Changes in Airport In-Terminal Concession Programs

The evolution of airports from rudimentary airfields to today’s sophisticated centers of
commercial transportation is paralleled by the development of in-terminal concession pro-
grams at airports.

In the opinion of airport concession managers interviewed for this project, in-terminal
concession programs have over the years gained a higher profile and become more impor-
tant contributors to the financial and operational success of today’s airports. Developing and
managing in-terminal concession programs requires the application of sound commercial
practices adapted to the unique constraints of airport terminals, an understanding of the needs
of passengers, and an understanding of the public procurement requirements under which indi-
vidual airports operate.

The rapid growth in airline travel following World War IT was characterized by a highly reg-
ulated airline industry and a growing need for new, modern terminals and airfield capacity.
The introduction of jet aircraft in the late 1950s made airline travel faster and more conven-
ient, and required further expansion of airfields and terminals. While the need for new invest-
ment was great, airports at that time were unproven credit risks. To support the required new
investment, airport sponsors turned to long-term lease and use agreements with the airlines
and long-term concession agreements, often exclusive, which provided guaranteed revenues
over the life of the agreements.

Airline deregulation in the late 1970s resulted in new startup airlines, expanded airline service,
cheaper airfares, and rapid growth in numbers of passengers, followed by a significant period of
terminal expansion. Major new terminals at the airports serving Atlanta, Dallas/Fort Worth,
Denver, Phoenix, and Pittsburgh, among others, were planned to accommodate the expansion
of airline hub-and-spoke route systems. The terminals at airports in other cities were expanded
to meet current and forecast demand.

Also, in the 1970s, a few forward-leaning airport sponsors, such as those overseeing Washington
National and Miami International airports, introduced branded concessions to supplement the

1
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large contracts that characterized the airport industry at that time. Operators of other airports,
including Portland International Airport, successfully brought local brands to the airport.

Federal mandates to expand opportunities for minority businesses were introduced in the
1980s, and airport sponsors restructured concession agreements to provide opportunities for
Minority Business Enterprises (MBEs, later changed to Disadvantaged Business Enterprises, or
DBEs), adding to the scope of existing concession programs.

Over time, airport sponsors became less reliant on revenue guarantees and more concerned
with improving the food and beverage, retail, and service concessions offered to passengers. The
reduced reliance on exclusive contracts and long-term guaranteed revenues—based on a real-
ization that the local market, and not individual airlines, was the driver of passenger demand—
brought an end to the belief that passengers were a “captive market” most efficiently and profitably
exploited by a few long-term concession agreements. From a contracting perspective, the award
of concession agreements evolved from straight bids based solely on guaranteed revenues toward
more customer-focused processes emphasizing customer satisfaction and convenience as well as
revenue. Passengers showed clear preferences for concessions that more closely resembled their
choices outside the airport.

In 1992, the new Pittsburgh International Airport terminal opened with a concession program
run by a developer, BAA USA, a subsidiary of the U.K. airport operator BAA plc, the privately
owned successor to the former British Airports Authority. Allegheny County, operator of the
airport, and the hub airline, US Airways, wanted a new, sophisticated concession program that
would help attract connecting passengers and make the airport more competitive with other hub
airports. The Pittsburgh concession program featured international, national, and local brands
and a major commitment to specialty retail. The program was a big success and marked a turn-
ing point in the evolution of in-terminal concessions. Soon, traditional concessionaires were
embracing branding and offering portfolios of brands.

The increased competition and ease of market entry that led to the expansion of airline ser-
vice and new airlines also put the older legacy carriers under financial pressure. Increased com-
petition and excess capacity left these airlines vulnerable to economic downturns. Airlines
pushed airport sponsors to reduce their rates and charges in the short term and to decrease their
reliance on airline rates and charges by growing nonairline revenues. As a result, airport man-
agers became even more focused on improving their concession programs.

Once considered ancillary services that offered basic passenger conveniences, in-terminal con-
cessions have increased in importance as airport sponsors seek to increase nonairline revenues
while meeting higher passenger expectations. Fortunately, there is a direct connection between
the two.

1.2 Purpose of the Resource Manual

The purpose of this resource manual is to provide airport concession managers and other
stakeholders, such as airport senior management, board members, concessionaires, and airlines,
with an easy-to-use reference for understanding, planning, evaluating, managing, and develop-
ing airport in-terminal concession programs.

1.3 Methodology and Data Collection

Data to support the findings and recommended practices in this resource manual were col-
lected through several means including a literature review and surveys.
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1.3.1 Literature Review

An extensive survey of recent literature was conducted to determine the overall depth and
breadth of available information. While numerous industry presentations and association pub-
lications are available in the literature, few scholarly works or in-depth articles on the subject of
airport concessions exist. Events and trends in the industry press have received considerable cov-
erage, albeit at a general level. Much of the material is, at its core, promotional material, providing
information on recent improvements, successes, or innovations. While considerable informa-
tion is available on the broader categories of food and beverage, retail, and advertising, a good
portion of the literature does not take into account the unique nature of airports. The scale of
airport concession programs has grown steadily; however, airport concessions represent a tiny
fraction of the broader categories of, say, food and beverage or retail.

Information was also obtained from Airports Council International-North America (ACI-NA)
and the American Association of Airport Executives (AAAE).

1.3.2 Survey of Concession Managers and Other Practitioners

To support the development of this resource manual, a two-tiered interview program was
developed to gather detailed information from concession managers and other practitioners
on the state of the industry and current management and business practices. First, a web-based
survey was conducted targeting commercial managers at large, medium, and small hub U.S.
airports, as well as at nonhub U.S. airports. This survey included questions related to the char-
acteristics of current concession programs, the types of concessions currently offered, busi-
ness terms, and contracting practices. Questions were also structured to identify what airport
concession managers thought were the airport sponsors’ goals for the concession programs, and
the priorities used in planning and contracting. A total of 49 concession managers responded to
the web survey.

A similar, although less extensive, web survey was forwarded to a group of concessionaires,
ranging from large national companies to regional and local concession operators. The focus of
this survey was capture this group’s views on current concession practices at airports and the
issues that they believe are important going forward. A total of nine concessionaires participated
in this web survey.

Other survey groups included airline representatives responsible for concession programs in
airline terminals, a concession-planning consultant, and several concession managers at over-
seas airports. Follow-up oral interviews were also conducted with most of the participants in the
web surveys.

For a variety of reasons, airports outside the United States have long had larger and more
sophisticated concession programs. To identify differences between U.S. and non-U.S. airports,
particularly those with well-developed concession programs, the research team supplemented
the literature search with oral interviews of concession mangers at five non-U.S. airports. The
research team also interviewed executives from companies that operate concessions in sports
venues and on university campuses to compare and contrast business practices.

References to “the survey” in this resource manual pertain to the web surveys and interviews
conducted for this research project, unless otherwise specified in the text.

1.3.3 Use of Financial and Other Data in the Resource Manual

Financial data, the basis for commonly used metrics such as sales per enplaned passenger and
revenue per enplaned passenger, change each year. Over the long term, concession sales at most

3
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airports generally grow at a rate at or above the rate of inflation. During most of the first decade
of this century, sales and revenue per enplanement grew at a pace well above the rate of inflation
save for the recession and other changes following the attacks of September 11, 2001, and, in
particular, the world financial crisis and economic downturn that began in late 2008. These
economic downturns affected each airport differently, but in most cases, materially.

Airports that are expanding terminals, implementing new concession programs, or making
changes to their existing programs can show significant improvement from one year to the next.
Changes in airline service can also have a dramatic effect on concession performance, on the air-
port as a whole, at a terminal, or within a terminal. For these reasons, the user is encouraged to
use the most current data when benchmarking against comparable airports or considering
changes to concession programs.

The user is encouraged to use the financial data, and to a lesser extent, space-related data
included in this resource manual as relative indicators. This resource manual is not intended to
serve as a repository of current sales and revenue data. Financial reports, often available on air-
port websites or the Airport Revenue News Annual Fact Books, can provide current data that are
useful for benchmarking and other analyses.

It is hoped that this resource manual will be updated from time to time to reflect the current
state of the industry. However, the data included in any update will lose their currency shortly
after publication, and the user will be encouraged to obtain current data.

1.4 Potential Benefits of the Resource Manual

This resource manual reflects current practices in the industry. The underlying purpose of this
research project is to create a document that has practical value for practitioners in the field of
airport concessions. It is intended that this resource manual will offer a number of potential
benefits, including the following:

e Helpingairport concession managers and others in the field understand the differences among
airports and how these differences affect concession programs.

e Helping airport concession managers and their staffs understand the rationale for many of the
industry practices currently in use.

¢ Helping those involved in airport concession programs recognize opportunities for improve-
ment and potential solutions to problems by applying the techniques and practices included
in this resource manual.

¢ Providing a primer for small businesses looking to adapt their food and beverage, retail, or
service business to meet the demands of the airport operating environment, thereby improv-
ing and increasing the range of potential concession offerings available at airports.

It has been said, “If you’ve seen one airport, you’ve seen one airport.” Each airport can be char-
acterized according to multiple variables, all of which affect the development and management
of concession programs. Passenger numbers, the airline mix, terminal configuration, passenger
demographics, and many other factors have shaped the long-term decisions of concession man-
agers, airport executives, and airport board members.

With the exception of a few large cities with multiple airports, each commercial airport in the
United States operates under a different set of state and local legal requirements that apply to air-
port contracting practices and concession agreements. Therefore, generalizing about best prac-
tices or preferred approaches must be done with caution, as some practices may not be feasible,
appropriate, or even legal in all situations.
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1.5 Navigating the Resource Manual

This resource manual is intended for use by a wide range of stakeholders, including elected
officials and other policymakers, concessionaires, airport executives, concession managers, and
others involved in supporting the development and management of airports. Each potential user
of the resource manual will have different needs. For this reason, the following icons are used to
assist in finding material that is relevant to each user’s needs:

e The “thinker” icon denotes content that provides an introduction to the topic for readers with
limited familiarity with the topic or for nonpractitioners looking for a general introduction to
the subject.

-

e The “windsock” icon highlights content that is suggested reading because it may challenge
commonly held assumptions about practices at an individual airport.

e The “checkmark” icon denotes recommended practices that have been established and are
widely used in the industry.

e The “asterisk” icon denotes alternative practices used at some airports. These practices are not
necessarily recommended, but are provided to reflect current practices in the industry.

NP

Copyright National Academy of Sciences. All rights reserved.
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CHAPTER 2

Overview of Airport Concession
Programs

This chapter provides an overview of revenues from in-terminal concession programs at
U.S. airports; an introduction to the major types of in-terminal concessions, all of which are
) addressed in greater detail in later chapters of this resource manual; and a summary of recent

) trends and events that have shaped today’s airport concession programs.

2.1 Revenues from In-Terminal Concessions

Although numbers of enplaned passengers at our nation’s airports have been volatile at times,
airports and concessionaires have benefited from generally steady long-term growth in numbers
of enplaned passengers, along with real growth in concession spending. This section presents an
overview of traffic growth at U.S. airports, aeronautical and nonaeronautical revenue sources,
and average passenger spending at U.S. terminal concessions.

2.1.1 Traffic Growth

Over the last four decades, the numbers of enplaned passengers on U.S. airlines have grown,
on average, in 4 out of every 5 years. Since 1970, numbers of U.S. enplaned passengers have
increased fourfold, at an average annual growth rate of 3.7%. In 2009, U.S. commercial enplaned
passengers totaled 695 million, about 8.8% lower than the all-time high of 762 million in 2007.

In-terminal concession revenue correlates strongly with changes in passenger traffic. Figure 2-1
illustrates the long-term growth in numbers of U.S. enplaned passengers since 1970. Over this
period, growth in passenger traffic was interrupted five times by recessions, wars, and the terrorist
attacks of September 11, 2001. Although growth in passenger traffic is occasionally disrupted by
macroeconomic events, the recovery periods are typically short, and positive growth has returned
relatively quickly. Of the five instances when year-over-year passenger traffic declined, in only three
instances did the downturns extend for more than 2 consecutive years. This record of positive traf-
ficand revenue growth has attracted strong interest in airports by potential concessionaires, as well
as service providers, lenders, and investors.

2.1.2 Airport Revenue Sources—Aeronautical and Nonaeronautical

Airport revenues are classified by the FAA as either aeronautical or nonaeronautical. “Aero-
nautical revenues” generally refers to revenues from the use of airfields, aircraft aprons, and air-
line terminal buildings. “Nonaeronautical revenues” generally refers to revenues from other
activities, including passenger-related sources, such as parking, rental cars, and terminal conces-
sions, and nonpassenger-related sources, such as commercial ground leases, sale of mineral
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Sources: Air Transport Association of America 2011. FAA Forecast and Performance Analysis Division 2010, Table S-10, p. 22.

Figure 2-1. Enplaned passengers per year since 1970.

rights, or other revenue-producing activities. Figure 2-2 shows the split between aeronautical
and nonaeronautical revenues for all U.S. commercial service airports (i.e., airports with at least
one scheduled airline aircraft operation per day). The data are for 2009, as extracted from the
FAA Compliance Activity Tracking System (CATS) reports filed by each airport operator (FAA
n.d.). Airport operating revenues totaled nearly $15.7 billion in 2009. Of this amount, nearly
$6.7 billion, or 43%, came from nonaeronautical sources.

Figure 2-2 also shows revenue from in-terminal concessions, which account for, on average,
about 21% of total nonaeronautical revenues. In-terminal concession revenue, as reported to the
FAA, total $1,408 million and include revenues from food and beverage ($465 million); retail,
including duty free ($570 million); and services ($373 million). These amounts represent pay-
ments to the airport sponsors from concessionaires and other service providers. The FAA does
not provide a separate breakout for retail excluding duty free.

The contribution from nonaeronautical revenues varies widely among airports and depends
on a number of factors, including the following:

e Availability of land for commercial or other nonaeronautical uses

¢ Distance from the major population centers and availability of alternate forms of ground
transportation, which can affect demand for automobile parking and rental cars

¢ Passenger demographics, which can affect spending

e Numbers of international passengers, which can produce duty free and higher overall retail
spending

e Time spent in the terminals by passengers (also referred to as dwell time), which can also affect
spending

Copyright National Academy of Sciences. All rights reserved.
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Non-Passenger
Aeronautical Revenue

e Food and
Beverage Retail and
$465 Duty Free

$570
Services
$373

Parking and

. Gliauie . Rental Cars
Passenger Airline Transportation
. $1,417
Aeronautical Revenue $2,799

$7,328

Hotels
$33

Land and Non-Terminal
$527

Total Operating Revenues .
$15.695 Billion Total Nonaeronautical Revenues

$6.735 Billion

Source: FAA n.d.

Figure 2-2. Total 2009 operating and nonaeronautical revenues for all U.S. commercial
service airports (dollars in millions).

¢ Terminal configuration, which can dictate concession space layouts and sales performance
e Airport management practices and emphasis on developing nonaeronautical revenues
e Other factors unique to each airport

Figure 2-3 shows the variation in the percentage of nonaeronautical revenues for a represen-
tative group of airports in 2008 based on FAA CATS Report 127 filings by airport operators (FAA
n.d.). The cost of providing new and expanded terminal and airfield facilities may result in higher
airline charges, therefore lowering the share of nonaeronautical revenues, which can account for
as much as 85% of total revenues (at Richmond International Airport) and as little as 33% of
total revenues (at Chicago O’Hare International Airport).

Based on 2009 data reported to the FAA, on average, small hub airports earn 54% of their
operating revenues from nonaeronautical sources. This percentage decreases to 49% for medium
hub airports and to 40% for large hub airports.

Figure 2-4 shows the shares of total U.S. terminal concession revenue according to airport
hub status. Terminal concession revenue tends to decline with passenger activity levels, reflect-
ing the economies of scale of larger airports. The 30 airports classified as large hubs accounted

) )) for 80% of total terminal concession revenue and about 70% of total U.S. airline passengers
E ) in 2009. The 38 airports classified as medium hubs accounted for about 14% of total terminal
concession revenue and about 19% of total passengers. The 68 small hub airports accounted
for 5% of total terminal concession revenue and about 8% of passengers. The 383 nonhub
commercial service airports accounted for only 1% of terminal concession revenue and about

3% of total airline passengers.
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Source: Jacobs Consultancy, Inc., 2008, Table 8, p. 51. Data are for 2008 as reported by individual airports on FAA CATS
Report 127 (FAA n.d.).

Figure 2-3. Nonaeronautical revenues as a percentage of total revenues for selected
airports and airport systems—FY2008.

Copyright National Academy of Sciences. All rights reserved.
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Source: FAA Compliance Activity Tracking System (CATS) Reports as of December 4, 2010 (FAA n.d.).

Figure 2-4. Total 2009 concession revenues by category and airport hub size (dollars in millions).

Figure 2-5 shows the changes in concession revenues at all U.S. commercial service airports
by major FAA hub category between 2000 and 2009. After the downturn in traffic in 2002 fol-
lowing the attacks on September 11, 2001, there were six straight years of growth until 2009 and
the global recession. Between 2001 and 2009, the services category grew by 157%. Food and bev-
erage and retail revenues grew 24% and 23%, respectively.

2.1.3 Average Passenger Spending

In 2008, passenger spending on food and beverage, specialty retail, convenience retail, and
duty free averaged $7.77 at small hub airports, $7.66 at medium hub airports, and $15.97 at large
hub airports. Figure 2-6 presents a summary of 2008 concession performance by category and
by hub size.

2.2 Types of In-Terminal Concessions

The number, type, and variety of concessions vary by airport. The major categories of in-
terminal concessions discussed in this resource manual are food and beverage, convenience
retail, specialty retail, duty free, advertising, and services.

2.2.1 Food and Beverage

At U.S. airports, food and beverage concessions generally occupy the most space and are the
most productive in terms of sales and revenue. Food and beverage concessions typically
occupy approximately 60% of concession space, although the total amount of concession
space varies widely. Food and beverage concessions at large hub, medium hub, and small hub
airports average 4.5 square feet, 6.5 square feet, and 10.4 square feet of space per 1,000 passengers,
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Figure 2-5. Changes in concession revenues at all U.S. commercial service airports 2000-2009 (dollars in millions).
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Figure 2-6. 2008 average concession sales per enplaned passenger by
category and hub size.

Copyright National Academy of Sciences. All rights reserved.
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respectively. The range of food and beverage space varies between 2 square feet and 10 square feet
per 1,000 enplaned passengers at large and medium hub airports and between 4 square feet and
as much as 17 square feet at small hub airports (with one small hub reporting 26 square feet per
1,000 enplaned passengers).

The types of food and beverage services offered at airports generally include the following:

¢ Casual dining restaurants offering meals, snacks, and full bar service, typically with wait staff
and table service.

¢ Quick-serve (also called quick-casual) units offering specialized meals, snacks, and nonalcoholic
beverages, typically using counter service. Quick-serve is the broadest service category and
may include snack concepts (ice cream, frozen yogurt, cookies, and generic snack bars) and
Mexican, Asian, sandwich, delicatessen, pizza, hamburgers, and many other concepts. Quick-
serve units are often co-located in food courts where they share customer seating and back-
of-house facilities and create a major destination for food and beverage services.

¢ Bars offering a full range of alcoholic beverages, as well as snacks and light meals, using wait
staff or counter service.

e Specialty coffee units offering premium coffee and espresso drinks, tea, pastries, juices, and,
in most cases, packaged sandwiches and salads.

The number of primary passenger routes of travel through the terminal (i.e., flows) leading to
departure gates and the volume of passengers in each separate flow are major determinants
regarding the number of concession units that can be supported.

At many airports, food and beverage services are considered the most important concession
from a customer service standpoint. Unlike specialty retail or duty free, which are discretionary
purchases, food and beverage services are a necessity for many passengers and achieve the high-
est sales penetration by passengers. According to multiple surveys at airports by Airport Inter-
viewing and Research, a survey research company, 73% of passengers on average make purchases
at concessions. Of these, 68% make a food and beverage purchase, 25% make a newsstand pur-
chase, and 11% make a specialty retail purchase. Some passengers make purchases in multiple
categories. Food and beverage concessions are also used by airport employees more than any
other concession. The operators of some airports, such as Fort Lauderdale-Hollywood and
Sacramento airports, encourage concessionaires to offer employee discounts by assessing a lower
percentage rent on sales to employees.

2.2.2 Convenience Retail

Convenience retail includes traditional airport retail concepts such as newsstands and news/
gift shops, as well as newer hybrid retail concessions, such as convenience stores. Convenience
retail concessions offer a merchandise mix that has few parallels outside of transportation
terminals.

Newsstands are the most ubiquitous convenience retail concession, offering a merchandise
mix centered on a large assortment of newspapers, magazines, and hardback and paperback
books. Other newsstand merchandise typically includes sundries, candies, mints, gum, cigarettes
and tobacco, health and beauty aids, traveler conveniences, and a range of souvenirs and general
merchandise.

News/gift shops are larger, traditional airport retail units that offer newsstand merchandise,
but devote a significant amount of overall space to souvenirs, gifts, packaged foods, and general
merchandise. Although they are still the dominant form of airport retail concession, news/gift
shops at larger airports have been supplemented by specialty shops.
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Most airport operators allow convenience retail units to offer bottled water, juices, and other
cold beverages as a passenger convenience. A recent addition to the convenience retail category
is the convenience store, offering typical newsstand merchandise along with snacks, delicatessen
items, and cold and hot beverages. The convenience store concept serves as a “one-stop shop”
that can provide the time-limited passenger with the most often purchased items in a single
transaction.

According to a national concessionaire surveyed for this project, 15% to 45% of airport pas-
sengers typically make a purchase at some type of convenience retail concession.

2.2.3 Specialty Retail

Specialty retail refers to a retail shop offering a specialized line of merchandise, such as jew-
elry, leather goods, personal care products, luggage, gadgets, travel accessories, sports apparel,
shoes, cosmetics, regional arts and crafts, clothing, toys, candy/chocolates, or other merchan-
dise. Specialty retail includes in-line shops as well as kiosks, retail merchandise units (RMUs),
carts, and, more recently, sophisticated vending machines. Specialty kiosks and RMUs are often
branded and may include established national and international brands, local brands, and some
airport-only brands.

Specialty retail shops require greater numbers of passengers and, depending on the concept,
certain types of passengers. Surveys have shown that less than one-quarter of airport passengers
visit specialty retail shops, with only 10% to 15% of passengers making a purchase at such shops.

In-line specialty retail shops tend to be smaller than newsstands or news/gift shops, typically
between 500 square feet and 900 square feet, although some concepts may support up to 1,300
square feet of space. In addition to in-line shops, specialty retail kiosks are an important part of
the retail program at airports, where concession space is limited. Specialty retail kiosks may range
in size from 200 square feet to 450 square feet and can be located along walls within circulation
corridors of concourses.

Figure 2-7 shows an example of specialty retail kiosks at Oakland International Airport. The
kiosks are located across from a row of food and retail concessions bordering the circulation cor-
ridor and holdroom space. The airport operator used the kiosks to provide an expanded retail
offering and create a dynamic concession cluster featuring a food court, a newsstand, a Mexican
casual dining/bar restaurant, and the specialty retail kiosks.

Figure 2-7. Specialty retail kiosks at Oakland
International Airport.

13
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2.2.4 Duty Free

Duty free shops are retail shops that mainly sell high-end luxury goods in five traditional core
categories: perfumes and cosmetics, liquor, tobacco, fashion, and candy/chocolates/confectionery.
Duty free shops, with some exceptions, sell merchandise that is free of import duties, excise taxes,
and local and state sales taxes. Sales are, by law, limited to departing international passengers.

Merchandise to be sold is purchased by a duty free operator directly from manufacturers and
suppliers rather than through normal distribution channels, such as regional wholesalers and
distributors, thus avoiding wholesale markups. Merchandise is delivered “in-bond,” that is, in
sealed containers under the supervision of Customs authorities. The combination of direct pur-
chase from manufacturers and tax and duty free status results in large gross margins, which
translates into attractive pricing for customers, particularly on expensive luxury goods. Airport
operators share in these high margins through high guaranteed and variable percentage rents.

Depending on the size of the market and the nationalities and preferences of the international
passengers, the duty free operator may also provide branded luxury boutiques or branded shop-
in-shop displays featuring men’s and women’s fashion items, gourmet foods, single-malt scotch,
or other luxury goods.

The value proposition for duty free shops varies with the customers’ nationalities. Passengers
from countries with high import duties, high sales taxes, or value-added taxes (VATSs) or coun-
tries that levy high excise taxes on certain luxury items are most likely to find duty free shopping
attractive. Generally, passengers from Europe and, in particular, Asia come from high-tax envi-
ronments and are avid duty free customers. Customers from Asia also tend to be very brand con-
scious and are heavy consumers of branded luxury goods.

The difference in the international passenger mix at airports can make a material difference
in duty free sales and revenue. Duty free sales for U.S. East Coast airports averaged about $8.50
per enplaned international passenger in 2008, while duty free sales at U.S. West Coast airports
with higher percentages of passengers from Asia averaged just over $13.00 per enplaned inter-
national passenger.

Outside the United States, major international airports, such as Dubai International, London
Heathrow, and Seoul Incheon International airports, produce duty free sales approaching $1 bil-
lion annually because of their large volumes of international passengers, limited domestic traf-
fic, and airline service to high-tax, high-duty destinations.

2.2.5 Advertising

In-terminal advertising includes traditional static airport advertising displays such as wall
posters, backlighted wall displays, wall wraps, and large-format displays.

Other advertising media in airports may include interior and exterior loading bridge wall
wraps, ads on luggage cart panels, banners and column wraps, and dynamic displays including
flat-panel monitors, video projection systems, and displays with alternating, changeable printed
media. The development of light-emitting diode (LED) displays, such as those used as high-
definition video walls in sports stadiums, is providing new opportunities to create free-form,
custom displays capable of dynamic graphics and video. Figure 2-8 shows a large and dramatic
wall wrap at a highly trafficked area in the terminal at Munich airport.

Airport operators have also implemented nontraditional advertising strategies including air-
port advertiser-based, closed-circuit audio programming (in-terminal radio); advertising-
supported television in holdrooms, such as the CNN Airport Channel; manufacturer-sponsored
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Figure 2-8. Example of large format airport advertising display at Munich Airport.

televisions in holdrooms, such as the sponsored Samsung displays that usually offer local pro-
gramming; sponsored childrens’ play areas; sponsored business centers; and naming rights
arrangements, such as exclusive pouring rights for soft drink companies.

Advertising using wall wraps within loading bridges is also becoming common and, in many
cases, can provide advertisers with access to passengers travelling to a specific destination when
the assignment of departure gates is well established.

In-terminal advertising is mostly managed by a few specialist companies; however, some air-
port operators use local out-of-home advertising contractors, and the operator of at least one
airport, Jacksonville International Airport in Florida, manages its advertising program in-house.

2.2.6 Services
Services include a variety of amenities and personal services for passengers, such as the following:

e Automated teller machines (ATMs), usually provided through a bank, although sometimes
installed in airports by commercial vendors.
e Baggage storage services, where luggage can be stored for a few hours or a few days. Lockers
are also available in some airports, although security regulations have restricted their use. )]
¢ Business centers offering express delivery pickup, copying, printing, computer use, and other E )
business services.
¢ Foreign exchange kiosks, booths, or in-line units offering currency exchange services, sale of
travelers’ checks, and cash advances on credit cards.
e Game rooms offering coin- or token-operated video games. Changes in technology, availabil-
ity of home and portable gaming devices, and noise concerns have reduced the viability of these
machines in airports.
¢ Hair salons and barber shops.
e Internet kiosks.
e Luggage carts, which in the United States are usually offered on a pay basis. Free use of carts
is offered in the international arrivals areas of some airports. Internationally, luggage carts are
most often provided for free by the airport operator and carry paid advertising.
e Luggage wrapping, where suitcases are covered with clear plastic for protection, and luggage
shipping, mainly for international passengers as an alternative to paying excess airline bag-
gage charges.
e Massage services and spas offering a variety of massages, manicures, pedicures, facials, and
other spa services. Figure 2-9 shows a typical spa unit at San Francisco International Airport.
e Medical clinics, offering urgent care to passengers, prescriptions for travelers in need, and gen-
eral medical services to employees. Medical clinics may also provide employment and FAA

15
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Source: San Francisco Airport Commission.

Figure 2-9. Spa concession at San Francisco
International Airport.

flight physical examinations, treat work-related injuries on behalf of airport employers, admin-
ister drug screening tests, administer flu shots and vaccinations, and provide other services.

¢ Pay telephones. Demand for pay telephone services has declined dramatically with the popu-
larity of cell phones, but are still a necessary service for many passengers.

¢ Postal services, including the sale of postage, express mail, mailboxes, mail drops, and other
postal services. At larger airports, a service center may be staffed by the U.S. Postal Service.

e Shoeshine stands.

e Wi-Fi, which was first offered on a pay basis, but is now offered by many airport operators
through sponsorships or as a free service.

The availability of these services will depend upon such factors as the layout of the terminal
building, numbers of passengers, and availability of suitable locations. Airports with efficient
layouts and concentrated passenger flows are best able to offer a broad range of services. Clus-
tering services together can make them easier for passengers to find.

2.3 Attributes of Successful Concession Programs

The profile of airport concessions has increased steadily over the years. Passenger surveys show
that concessions, which are used by more than half of all passengers, are an important factor
in evaluating the overall passenger experience of the airport. The highest-rated airports in the
United States and around the world all have highly regarded concession programs.

The 2009 ACI World Airport Service Quality passenger survey, a voluntary, fee-based pro-
gram administered by ACI, which involves surveys of passengers around the world, ranked Seoul
Incheon International, Singapore Changi, Hong Kong International, Beijing Capital Interna-
tional, and Ghandi Hyderabad International airports as the best airports worldwide (Airports
Council International 2010). All of these airports have well-regarded concession programs.

In North America, the airports serving Austin, Halifax, Ottawa, Jacksonville, and Portland,
Maine were ranked as the best airports in terms of their well-regarded concession programs. The
ACI-World 2009 Airport Service Quality Index award winners are shown on Table 2-1 (Airports
Council International 2010).
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Table 2-1. ACI World 2009 airport service quality index
award winners.

BEST AIRPORTS WORLDWIDE

Incheon (ICN)
Singapore (SIN)
Hong Kong (HKG)
Beijing (PEK)
Hyderabad (HYD)

abrwnhE

BEST AIRPORT BY SIZE OF AIRPORT

Fewer than 5 million passengers 5 — 15 million passengers
1. Halifax (YHZ) 1. Hyderabad (HYD)
2. Ottawa (YOW) 2. Austin (AUS)
3. Portland (PWM) 3. Cancun (CUN)
4. Guayaquil (GYE) 4. Nagoya (NGO)
5. Jackson (JAN) 5. Jacksonville (JAX)
15 — 25 million passengers 25 — 40 million passengers
1. Baltimore/Washington (BWI) 1. Incheon (ICN)
2. Taipei (TPE) 2. Singapore (SIN)
3. Shenzhen (SZX) 3. Tokyo Narita (NRT)
4. New Delhi (DEL) 4. Kuala Lumpur (KUL)
5. Salt Lake City (SLC) 5. Shanghai Pudong (PVG)

Over 40 million passengers
1. Hong Kong (HKG)
Beijing (PEK)
Denver (DEN)
Dallas Fort Worth (DFW)
Houston George Bush (IAH)

akrown

Source: Airports Council International 2010.

Successful concession programs share a number of key attributes.

e Aesthetics. Successful concession programs are characterized by concession units that are con-
temporary in design, visually interesting, built with durable high-quality materials, and invit-
ing to potential customers, and that complement the terminal building and surroundings.

e Capacity. The ability to meet customer demand during seasonal and daily peaks affects
customer service and revenues. The peak demand characteristics of airports vary and must
be taken into account in planning the concession program.

¢ Customer service. Most purchases are discretionary. Passengers do not travel to the airport
to shop or eat. Providing helpful customer service is important to maximizing sales and
encouraging multiple purchases.

¢ Revenue production. Revenue production is a principal objective of any concession program.
However, airports with successful concession programs have demonstrated that revenue pro-
duction is not an end in itself; rather, it is the result of successfully incorporating multiple
attributes into the concession program and providing passengers with an array of concession
choices that meets their needs.

¢ Sense of place. Successful concession programs often reflect the unique attributes of their city
and region, offering passengers from other places a brief look into the local community and
culture. Whether it is barbecue in Memphis, Cuban food in Miami, seafood in Seattle, or
beignets in New Orleans, concession programs benefit by offering local favorites. Bringing in
successful local food and retail concepts and incorporating local materials and design aesthet-
ics can also help create a sense of place that differentiates the airport from others.

Copyright National Academy of Sciences. All rights reserved.
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¢ Value. Historically, value for money has not always been a widely held attribute of airport con-
cession programs, with some airport operators allowing concessionaires to charge customers
what the market will bear. Airport operators have adopted a variety of pricing policies, rang-
ing from true “street pricing” to no pricing policy at all. While pricing is important, it is not
the only component of creating value for customers.

e Variety. Passengers want choices in food and beverage, retail, and services. The broader the
range of choices, the more likely it is that the customer will find something he or she wants,
and the more likely it is that the concessionaire will achieve higher sales and that the airport
operator will have higher revenues.

e The “wow” factor. Passengers spend considerable time in airports, and concessions provide
choices on how to use that time. Concessions that are unique, visually interesting, and excit-
ing add to the overall passenger experience.

2.4 Recent Trends in Concessions

In recent years, a number of broad trends have helped shape the current state of in-terminal
concession programs. These trends include the following:

3  Raised expectations. As airport operators improve their concession programs, frequent trav-

elers including elected officials, members of the media, civic leaders, and other influential
residents, will naturally compare airports they visit with their home airport. As concession
programs have become larger, more developed, and more successful, the attention they receive
in airport industry publications, the business press, and the general media has increased.

¢ Decline in airline meal service. With changes in airline competition, particularly the rise of
low-cost carriers (LCCs), airlines have reduced costs—including limiting free meal service—
to remain price competitive. The decline in free meal service has increased demand for in-
terminal food and beverage services, including food that can be taken aboard the aircraft
and enjoyed in-flight. Airlines compete for this business with in-flight snack and meal sales,
but the offerings are limited compared with what can be offered within terminals.

¢ Healthy, fresh food. Airport operators have responded to changes in customer demand for
fresher, healthier foods by adjusting their concession mix to include freshly prepared foods,
including foods cooked or prepared to order within concession units, often in sight of the cus-
tomer. At the same time, the use of centralized commissary food preparation has declined. Pas-
sengers have embraced good, fresh food and rewarded concessionaires and airports that have
emphasized quality and diversity in their food and beverage offerings. In the 1990s, offerings
at airports were expanded to include more branded foods, including fast foods. While tradi-
tional fast food brands still have a place at airports, fresher, higher quality concepts that respond
to the preferences of passengers seeking better or healthier foods are also being offered.

¢ Local and regional brands and concepts. According to the survey conducted for this research
project, about 29% of the food and beverage brands at airports are local or regional, while
about 26% of specialty retail brands are local or regional. Another 10% of newsstands carry
the name of a local or national newspaper or magazine, a news or business television network,
or a local television station.

¢ Local and national “celebrity” chefs. Recent competitive proposals for airport food offerings
have spurred a rise in food and beverage concepts that are licensed or created by celebrity chefs
made popular through cable food networks. Kathy Casey, Todd English, Masaharu Morimoto,
Wolfgang Puck, and Martin Yan are a few of the well-known chefs who have created success-
ful restaurant concepts for airports. Similarly, cable television’s Food Network and the Culi-
nary Institute of America have partnered with airport concessionaires to create new and unique
food and beverage offerings.

¢ Smaller leasing packages, more concession agreements. As airport concessions have grown
in scale and sophistication, airport operators have sought to increase the level of competition
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and attract a broader range of concession concepts to their airports. To effect this change,
the operators of larger airports are awarding multiple concession agreements and using more
direct leasing to improve their concession mixes and attract high-quality specialist tenants.

¢ Branding. For passengers, travel involves a series of decisions and risks, and brands are a way
of minimizing the risk of a poor decision while in the airport. Passengers have indicated a strong
preference for the proven and familiar. Brands can also provide a proven, built-in quality con-
trol system with external monitoring that reduces the airport operator’s risk of substandard
operations. For example, brands with off-airport locations can be used as a benchmark for
ensuring that prices are consistent with the pricing policy at the airport.

¢ Kiosks, retail merchandise units (RMUs), and wall-huggers. With airport concession space
often constrained by the needs of airlines, many airport operators are incorporating RMUs or
kiosks in their concession programs as a means to increase revenues, expand the concession
offering, and provide services in underserved areas of the terminal. For example, at Hartsfield-
Jackson Atlanta International Airport, retail and food and beverage RMUSs have been installed
on concourses where passenger demand exceeds the supply of concession space. Wall hug-
gers, a form of RMU that takes minimal floor space and stands against an available wall, are
also effective in space-constrained airports.

e Less time pre-security. Online check-in and self-service check-in terminals have decreased
the time passengers spend in pre-security areas, allowing them to proceed directly to the secu-
rity checkpoint.

¢ Increased security checkpoint processing times. Although automation is reducing the time
passengers spend at ticket counters, they are spending more time in security queues undergo-
ing more stringent security inspections. TSA security checkpoint procedures have increased
passenger processing times and lengthened queues, which has, in turn, reduced demand
for pre-security concessions and increased demand for post-security concessions. Stress and
anxiety related to security inspection also reduces spending, as illustrated conceptually in
Figure 2-10.

Source: LeighFisher.

Figure 2-10. Passenger stress and willingness to spend.

Copyright National Academy of Sciences. All rights reserved.
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¢ Volatility in passenger demand. Until the attacks of September 11, 2001, there were few exam-

ples of “systemic shocks” that could broadly affect airline passenger demand. Previous events,
including air traffic controller strikes and airline bankruptcy filings, did not compare to the
sudden downturns caused by security concerns following the attacks of September 11, 2001, or
the decrease in demand resulting from the “great recession” of 2008-2010. (The 20022003
severe acute respiratory syndrome [SARS] epidemic also caused sharp declines in passenger
travel, mostly to or within Asia.) The heightened sensitivity to systemic declines in passenger
demand has caused concessionaires and airport operators to consider the financial effects of a
decline in traffic and the effect of such a decline on the obligation to pay minimum guarantees.
While long-term passenger demand is expected to grow, the concern over a sudden traffic
decline is being factored into decisions by concessionaires, particularly where the length of term
is short and there is less time for a recovery.

Changes in the airline industry. LCCs claimed a 27% share of domestic passenger traffic in
2009 and in 2010 provided more than 29% of available domestic seats. Much of this share is
taken from the established network, or legacy, carriers, and the remainder is new traffic stim-
ulated by new service and lower fares. Other changes in the airline industry include the rapid
growth in LCC traffic at secondary airports serving major cities, a decrease in the share of
connecting traffic flowing through major hubs, and a shift to LCCs in price-sensitive leisure
markets. Airline bankruptcies and consolidations through mergers (AirTran Airways and
Southwest Airlines, Delta Air Lines and Northwest Airlines, US Airways and America West
Airlines, Continental and United Airlines) have resulted in some significant shifts in traffic,
particularly at connecting hub airports.

Integration of concession areas with holdrooms. Some new airport terminals are blurring
the line between airline-leased holdrooms and concession areas with good effect, making it
easier for passengers to use concessions without losing sight of their departure gates. The
JetBlue Airways terminal at John F. Kennedy International Airport in New York includes
devices for remote ordering of food and beverages along with holdrooms with tables and
counters so that passengers can eat close to their departure gates. At San Francisco Interna-
tional Airport (see Figure 2-11), in its redevelopment of Terminal 2, food and beverage con-
cessions are located closer to departure gates, and alternative types of seating (including
benches, tables, and chairs) and traditional airport seating are mixed to allow passengers to
enjoy their food and beverage purchases closer to their departure gates.


http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

Overview of Airport Concession Programs 21

Source: San Francisco Airport Commission 2009, p. 20.

Figure 2-11. Example of concessions integrated with holdrooms.

Copyright National Academy of Sciences. All rights reserved.
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CHAPTE

R 3

Establishing Goals for
the Concession Program

In-terminal concessions provide important services to passengers while generating needed

revenue for airports. This chapter discusses various elements of an airport concession program
and some of the issues involved in developing a concession program, including the following:

Competing stakeholder demands

Concession program planning process

Assessment of customer satisfaction

Establishment of realistic expectations

Differences between domestic and international passengers and terminals
Optimization of sales and revenues

Preparation of a SWOT analysis

Common concession program goals

3.1 Competing Stakeholder Demands

Because airports are public entities, airport operators face competing demands from stake-

holders with an interest in the concession program. These stakeholders typically include the

3 following:

Current concessionaires interested in continuing their tenure under the most advantageous
and profitable terms.

Prospective concessionaires secking a place in the concession program. These could include
national companies specializing in airports, regional and local businesses with little or no air-
port experience, and minority- and women-owned businesses that qualify under the federal
Airport Concession Disadvantaged Business Enterprise (ACDBE) Program. An airport held
in high regard by the community would be expected to generate strong interest from busi-
nesses seeking to associate with a successful, high-profile community asset.

Airlines, which have an interest in the development of nonaeronautical revenue sources,
which may reduce the airport’s reliance on airline fees and charges. Many airlines prefer that
their passengers enjoy the benefit of a well-developed concession program, which strengthens
the competitiveness of the airport and, by extension, the airline. Airline managers have noted
that airport terminals are an extension of the airline’s brand and the customer experience, as
identified in their passenger surveys.

Concession employees, who have an interest in employment stability and, in some cases, may
advocate policies that support a union-friendly outcome.

Airport management, which has an interest in growing its revenue base and offering a conces-
sion program that enhances the reputation of the airport. Management may also have compet-
ing interests that require consideration, such as minimizing capital investment or staff costs.
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e Policymakers, including appointed and elected officials who make the ultimate decisions regard-
ing the concession program. Policymakers may have different views than airport management
about the concession program as well as views that airport management sees as unrealistic.
Policymakers may also be lobbied heavily by other stakeholders pursuing their own interests.

In recent years, airlines have become supportive of in-terminal concession programs. Airline
managers recognize that higher concession revenues help reduce the airport enterprise’s reliance
on airline landing fees and terminal rentals, thereby diversifying the financial base of the airport
enterprise.

Web surveys and interviews conducted for this research found that 67% of airport concession
managers believed that the airline influence on concession programs was positive and con-
tributed to a good program, although 79% thought that the overall airline influence was weak.
Airport concession managers’ views on airline influence, as represented in a survey conducted
for this resource manual, are summarized in Figure 3-1.

Concessionaires, however, held a different view, with a plurality holding that airlines did not
have a positive influence on the extent and character of concession programs. A similar per-
centage held a neutral view, and only 14% indicated that airline influence was positive.

Airlines were not always supportive of concession programs, but this has changed in recent
years as airlines have given greater attention to the entire passenger experience, including the
experience on the ground. As one airline representative noted, airlines may be more supportive
of improving concession programs if they are consulted and included in the planning process.
Airlines operating major hubs understand that connecting passengers have a choice when it
comes to the airport at which they change planes, and the concessions available during their
transfer can be a factor in that decision. In markets with competing airports, good concession
programs can contribute to creating a positive overall passenger experience and can strengthen
an airport’s competitiveness. One airline manager interviewed for this study noted that many
airlines have come to see the airport terminal experience, including concessions and services, as
an extension of the airline brand.

Airlines that operate unit terminals—that is, terminals built, financed, leased, and operated
by the airline—have also become participants in planning and managing concession programs.
Airlines have developed well-regarded concession programs, including those at JetBlue Airways’
Terminal 5 and American Airlines’ Terminal 7 at John F. Kennedy International Airport in
New York, and Continental Airlines’ Terminal 3 at Newark Liberty International Airport.
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Source: Airport concession manager survey.

Figure 3-1. Airport concession managers’ view of airline influence on airport concession programs.

Copyright National Academy of Sciences. All rights reserved.
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Airlines own and operate unit terminals with concession programs in only a few airports, most
notably John F. Kennedy International Airport, LaGuardia Airport, and Newark Liberty Inter-
national Airport, all operated by the Port Authority of New York and New Jersey. At most other
airports where the airlines build and operate terminals, the concession programs are adminis-
tered by the airport operator.

3.2 Concession Program Planning Process

Before establishing overall goals for the concession program, it is a good idea for the conces-
sion manager to solicit senior management and board-level input on the most important aspects
of the concession program and reflect that input in the planning, implementation, and manage-
ment of the concession program.

Figure 3-2 presents a conceptual diagram of the concession-planning process, highlighting the
key steps in establishing concession program goals, the first major task in the planning process.

CONCESSION PLANNING PROCESS

Establishing Goals for the
Concession Program

Assess Current Program

L5

Prepare SWOT Analysis

<L

Benchmark Comparable Terminals

<~

Establish Overall Program Goals

S b

Prepare Space Plan

-

Prepare Concession Mix

-

Prepare Financial Plan

=

Establish Business Terms

¢

Prepare Contracting Strategy

=

Prepare, Conduct Solicitation

(-

Implement New Program

Figure 3-2. Overall concession planning
process and four steps for establishing
concession program goals.

Copyright National Academy of Sciences. All rights reserved.
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To some, the concept of establishing goals may seem elementary. Some airport managers
and concession managers feel they have an intuitive understanding of program goals. How-
ever, the value of establishing written goals rests as much in the process itself as in the final
outcome. Determining goals can help establish priorities, provide guidance for balancing
competing interests, and provide a vehicle for soliciting input from others. Importantly, such
goals can be used to create reasonable expectations of what the concession program can (and
cannot) be.

Establishing goals consists of four steps:

1. Assess the current program.

2. Prepare a strengths, weaknesses, opportunities, and threats (SWOT) analysis to guide future
planning and decision-making.

3. Benchmark comparable terminals that provide a common framework based on what is achiev-
able at an airport with a similar passenger mix, traffic volume, customer demographics, and
other attributes.

4. Draft and establish a broad statement of goals based on the above. Once established, the goals
will provide a basis for guiding large and small decisions during the planning, solicitation,
and implementation phases of a new concession program.

3.3 Assessment of Customer Satisfaction

There are few entirely new airports under development around the world, and, in the United
States, only a handful of new airport terminals have been developed in recent years. Few conces-
sion programs are planned with a completely clean slate, and airport operators will want to eval-
uate their current concession program’s performance before planning a new program or updating
an existing one.

Successful concession managers use a variety of techniques to measure customer satisfaction.
Ongoing measurement allows for continuous improvement of the concession program. Depend-
ing on the measuring technique used, concession managers can identify issues related to customer
service, hours of operation, pricing, product mix, and other matters important to passengers as
well as areas needing improvement.

3.3.1 Sales Performance Monitoring

At a macro level, careful analysis of sales trends, particularly on a per-enplaned-passenger
basis, allows for evaluation of relative performance and can be used to identify favorable or
unfavorable trends. A reasonable expectation is for sales performance on a per-enplaned-passenger
basis to grow at the rate of inflation. While periods of economic recession may reduce demand in
some categories of concessions—particularly specialty retail and duty free—in periods of normal
economic growth, it should be expected that sales per enplaned passenger would grow faster than,
or at least as fast as, inflation. Between 1998 and 2008, a period that included one recession, but
excluded the financial crisis and recession of 2008—2009, the average sale per enplaned passenger
for combined food and beverage and retail increased an average of 6.3% per year, or about 3.5%
annually when adjusted for inflation.

Atamicro level, sales performance of individual concession units can be compared with units
in the same category (say, newsstands) or within the same area of the terminal building with
similar exposure to passengers.

Outside of the United States, airport operators with highly developed concession programs,
including privately owned airports, use detailed sales and revenue per passenger data to track

25
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and evaluate performance against plan. Variances from the plan are a cause for investigation.
Privately owned airports are very reliant on terminal concessions and other nonaeronautical
revenues for their profits, as aeronautical charges are typically regulated.

3.3.2 Passenger Surveys

A standard set of evaluation questions asked on a consistent and periodic basis can, over time,
provide a benchmark of customer satisfaction. Positive or negative deviations from an estab-
lished baseline can indicate favorable or unfavorable trends requiring further analysis and action.
Once a baseline is established, ongoing surveys can provide a strong basis for overall program
assessment and early identification of trends. BAA, the U.K. airport operator with an excellent
reputation for its concession programs, relies heavily on quarterly passenger surveys to monitor
performance and identify changing customer preferences.

3.3.3 Customer Comment Cards

Long a staple at airports, comment cards in concession units and information kiosks can pro-
vide an easy means for collecting customer comments, compliments, or complaints.

3.3.4 Complaint Letters

Letters and emails from customers may be indicators of a significant problem requiring inves-
tigation, especially if multiple complaints are received from different customers.

3.3.5 Social Networking Sites

Social media have skyrocketed in popularity in recent years and are used by many companies
and organizations to establish relationships with customers, supporters, and users. The opera-
tors of Detroit Metropolitan Wayne County and Tulsa International Airports use social network-
ing sites such as Facebook and Twitter to collect comments, complaints, and suggestions about
their airports, including the concession programs. Social networking sites can provide a means
for an airport operator to establish a relationship with airport users and learn more about their
attitudes and concerns.

3.3.6 Mystery Shoppers

Third-party professional shopping services (sometimes called “mystery shoppers” or “secret
shoppers”) can provide trained professional shoppers who provide written documentation of all
aspects of the customer experience, including, for example, the attitudes of employees, mainte-
nance and cleanliness of facilities, and time waiting for service. Use of a third-party service pro-
vides a degree of objectivity that may be helpful if disputes rise to a higher level of management,
involve elected officials, or are headed to litigation. An extensive mystery-shopping program is in
place at Dallas/Fort Worth International Airport, with units shopped and reported on an average
of more than once a month. The Airport board uses this information in evaluating individual
tenant performance and in exercising its options to extend a lease term.

3.3.7 Focus Groups

Focus groups that include regular airport users under the direction of a skilled facilitator can
identify the strengths and weaknesses of a concession program and provide more in-depth and
subjective analysis and discussion than can be achieved through surveys and other means.

Copyright National Academy of Sciences. All rights reserved.
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3.3.8 Website Comments

The airport website can also be used to solicit comments from customers and suggestions '
about future concession improvements, such as new food and beverage concepts or passenger
services. L

3.4 Establishment of Realistic Expectations

Airports have different strengths and weaknesses. It is not reasonable to expect the operator
of a small hub airport to create a concession program on par with that of a major international
gateway or for an airport with an older, less efficient terminal to be able to provide the conces-
sion space needed to take full advantage of the market.

Figure 3-3 summarizes the major factors affecting concession program demand and potential
for high performance.

These factors are the following:

¢ Terminal configuration. The layout of the terminals and the number of passenger flows affect
the ability to create concessions seen by large numbers of passengers. Older terminals were
generally not optimized for concessions.

e Average trip length. Passengers making short trips tend to arrive later and spend less time in
the terminal. On average, short-haul passengers spend less money than long-haul passengers,
who are more likely to make convenience retail purchases and food and beverage purchases
for use or consumption during their trip.

e International versus domestic. As noted in the preceding section, international passengers
generally make longer trips, have favorable demographic and income characteristics, and have
a higher propensity to spend. An international passenger connecting to a domestic flight also
tends to spend more when using a domestic terminal compared with a passenger making a
purely domestic connection. Airports with significant international connecting traffic, such
as Miami and San Francisco International Airports, have higher passenger spend rates in their
domestic terminals due to their numbers of connecting international passengers.

¢ Passenger dwell time. Longer dwell times in the terminal correlate with stronger concession
sales, particularly in food and beverage concepts, such as casual dining restaurants, and in spe-
cialty retail shops.

Source: LeighFisher.

Figure 3-3. Factors affecting concession program demand and performance potential.
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¢ Originating versus connecting. Connecting passengers have limited time to deplane and
transfer to their connecting gates and, therefore, on average have less time to use concessions
compared with origin and destination (O&D) passengers. The average spending of connect-
ing passengers is about 70% of that of originating passengers.

¢ Purpose of travel. In most concession categories, leisure travelers have a higher propensity to
spend than business travelers, although business travelers are also good convenience retail and
food and beverage customers.

e Passenger demographics. Not all passengers are alike. Airports serving affluent communities
with high disposable incomes have an advantage. Similarly, airports serving major tourist des-
tinations have a higher spending passenger mix and higher spending on gifts and souvenirs
than airports mostly serving business travelers or travelers visiting friends and family.

e Traffic peaks. Heavy activity peaks can strain the ability of concession units to handle demand,
resulting in suboptimal performance. Providing sufficient capacity is particularly challenging
at connecting hubs, which may have between four and eight busy periods of intense passenger
activity per day, with relatively low activity in between. On the other hand, airports with mostly
point-to-point service are less subject to peaks and better able to accommodate demand
throughout the day.

¢ Location of concession space. As in all types of real estate, location is critically important. The
best concession spaces have exposure to large numbers of passengers. The ideal location will
be visible and available to 100% of passengers in a post-security location. Specialty retail shops,
in particular, need exposure to large numbers of passengers to be successful.

¢ Quantity of concession space. Providing the optimal amount of concession space is challeng-
ing for all but a few airport operators. As terminals age and accommodate higher volumes of
passengers, there is heavy competition for the use of space and the ratio of space to numbers
of passengers decreases. Providing additional concession space can be expensive and may not
be cost-effective in most cases because of the high cost of expanding a terminal.

Evaluation of the factors listed above can be useful in identifying the appropriate benchmark
airports and setting reasonable concession program goals. A small hub airport with only domes-
tic traffic and short-haul flights cannot be expected to produce a concession program on par with
that at a major international gateway airport. However, the small hub airport can be compared
with airports that have similar characteristics and traffic levels to gain insights into what can real-
istically be achieved. Identifying airports that are “best in class” can be particularly helpful in
establishing reasonable goals and the business strategies that can help achieve those goals.

3.5 Differences between Domestic and International
Passengers and Terminals

International terminals, particularly at some major overseas hub airports, have concession
programs that produce the airport industry’s highest sales and revenue and the largest conces-
sion space relative to passenger traffic. This section describes the key differences between inter-
national and domestic passengers and international and domestic terminals and some of the
underlying reasons for the differences.

3.5.1 Differences between Domestic and International Passengers

Compared with domestic passengers, international passengers have a number of desirable char-
acteristics that make them attractive as concession customers. On average, international passengers

e Arrive at the airport earlier and spend more time in the terminal
e Take flights with longer stage lengths (distances), thereby increasing their needs for food, read-
ing material, and other amenities
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e Have higher average incomes

¢ Tend to be more sophisticated travelers and customers than domestic passengers

e Often come from countries with high consumption taxes, such as value-added taxes
(VATS), excise taxes on luxury goods, and higher import duties and, therefore, have more
incentive to make high-value purchases to realize savings

3.5.2 Domestic versus International Terminals

Busy international terminals at U.S. airports typically have higher sales and revenue potential
because of the more attractive passenger demographics and purchasing power of the typical
international traveler. International terminals do somewhat better than domestic terminals in
food and beverage sales because of the longer flights; furthermore, the less-frequent service to
long-haul destinations encourages earlier arrival at the airport and longer passenger dwell times.
The longer trips also encourage more spending on reading materials, health and beauty items,
snacks, travel accessories, and other traditional convenience items.

The greatest difference between international and domestic terminals is the higher spending
in duty free shops and, to a lesser extent, specialty retail shops in international terminals. Duty
free shops are a major draw in most international terminals and produce the highest sales per
enplaned passenger and sales per square foot among all airport concessions. Specialty retail shops
also benefit from international passengers and their higher propensity to spend. Longer passenger
dwell times and more attractive passenger demographics provide a stronger base for supporting
specialty retail sales.

Duty free performance varies more widely than other concession categories because of differ-
ences in spend rates that correspond with the nationalities of departing passengers. Airports on
the U.S. West Coast serve more of the higher spending Asian visitors. (Spending by nationalities
is discussed further in Chapter 4.)

Foreign currency exchange concessions are a lucrative source of revenue in busy international
terminals, although they face increased competition from ATMs, which provide funds in local
currency from foreign accounts, often at a lower cost to the customer than foreign currency
exchange concessions. Nevertheless, foreign currency exchange concessions produce strong rev-
enues and are seldom viable in domestic terminals.

International terminals can support more concession space than domestic terminals. (Estab-
lishing space requirements using a supportable space model is discussed in Chapter 5.)

3.5.3 Comparison of U.S. and Overseas Concession Programs

There are fundamental differences between U.S. airports and their overseas counterparts. U.S.
and non-U.S. concession programs should be compared using caution because of differences in
passenger characteristics, local taxation, historical attitudes toward airport concessions, and
other factors.

Airports outside the United States often accommodate a higher percentage of international pas-
sengers and a lower percentage of domestic passengers compared to airports in the United States,
where domestic activity is dominant. For example, of the three airports with the highest conces-
sion sales—London Heathrow, Seoul Incheon International, and Dubai International Airports,
each with annual sales over $1 billion—the percentage of departing international passengers is
very high—more than 80% at London Heathrow, around 98% at Seoul Incheon, and 100% at
Dubai. By contrast, the three busiest U.S. airports have relatively small shares of international
passengers—Chicago O’Hare (16%), Hartsfield-Jackson Atlanta (10%), and Los Angeles (28%)
international airports. (The largest shares of international passengers among large airports are

Copyright National Academy of Sciences. All rights reserved.
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enplaned at Miami [49%] and New York Kennedy [47%] International Airports. The largest share
of international passengers overall is accommodated at a small hub airport, Orlando Sanford
International Airport, used as a gateway by European charter carriers.)

The relatively larger volumes of international passengers provide these airports with greater
sales and revenue potential and, therefore, the ability to support larger and more upscale con-
cession programs. However, this traffic is highly concentrated; in 2008, the 10 busiest U.S. air-
ports in terms of total passengers accommodated 70% of U.S. international passengers, and the
20 busiest U.S. airports accommodated 89% of all U.S. international passengers.

3.5.4 The European Experience

Airports in Europe were the first to exploit the commercial potential of retail in general and
duty free in particular. Shannon Airport in Ireland, once a popular refueling stop for flights
between North America and Europe, was the first airport to offer duty free shopping. In time, duty
free/tax free shopping became a mainstay of European airport concession programs because of
the high percentage of Europeans making intra-Europe flights that involved a border crossing,
thereby providing opportunities for passengers to buy heavily taxed luxury goods at low prices.

Because of the greater reliance on the VAT in Europe and the high duties on imported luxury
goods, airport shopping represented real value for money compared with prices in local “high
street” (main street) shops. The combination of savings, high percentages of international pas-
sengers, and high customer spending allowed the creation of small shopping malls in the termi-
nals of European airports. High taxes and duties are major drivers of demand. Figure 3-4 presents
a summary of VAT rates for member states of the Organisation for Economic Co-operation and
Development (OECD) in 2008. Figure 3-5 presents a summary of taxes on liquor, and Figure 3-6
presents a summary of taxes on cigarettes in OECD countries in 2007 (the latest year for which
such data are available). For passengers residing in the United States, duty free shops do not have
the same appeal as they do for residents of other countries. In the United States, import duties are
relatively low, and local taxes are a fraction of the VAT levied in many industrialized countries.
Supermarkets, department stores, and “big box” discount retailers sell at prices that are compet-
itive with U.S. duty free shops.

The large volumes of international passengers and the demand for luxury goods also drive ter-
minal design. International terminals in Europe often feature a single security checkpoint that
leads to a major concession area. The single flow of passengers is ideal for creating a large and
diverse concession program. Terminals are designed to take full advantage of the spending
potential of international passengers.

With the 1999 abolition of duty free sales for passengers traveling between European Union
(EU) member countries, a coalition of airports, duty free concessionaires, and product suppli-
ers agreed on a plan to continue the strong value proposition of airports, with each party con-
tributing to keep prices relatively low. Airport operators reduced rent, concessionaires reduced
their margins, and suppliers reduced their costs to create what are known as travel value or travel
retail shops. Many of these shops offer two-tier pricing, with passengers departing for destina-
tions outside the EU able to buy at lower prices and realize even greater savings. This two-tiered
system offers relative value for the intra-EU passenger while offering larger savings for interna-
tional passengers, replacing much of the revenue that would have been lost after the EU move to
abolish intra-EU duty free sales.

The European experience offers a distinct contrast to the evolution of concessions at U.S. air-
ports. Historically, European airports offered genuine savings and an extensive mix of retail
shops; U.S. airports evolved from a model characterized by large, often exclusive, contracts
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Source: OECD n.d., Table IV.1

Figure 3-4. Value-added tax rates for select countries (2010).

awarded to the highest bidder, driving prices higher and limiting selection to high-margin mer-
chandise. The result was high prices and low levels of service, usually in generic and utilitarian
concession units. While European passengers have long expected competitive pricing and good
value, the same has arrived relatively recently at U.S. airports, where changing customer percep-
tions on pricing and value have taken considerable time and effort, mostly in the last 20 years.

Local regulations can also make a difference. For example, by law, local shops in Amsterdam
must close at 6 p.m. and on Sundays, while the airport is exempt from this requirement. In
response, an extensive pre-security concession program serving the substantial numbers of arriv-
ing passengers and employees has been developed at Amsterdam Airport Schiphol. Frankfurt
Airport has similar advantages, including a license to sell alcoholic beverages after regular local
closing hours and on Sundays.

3.5.5 Airports in Asia

Asian airports also provide their passengers with good value. In addition to high consump-
tion taxes, excise taxes, and import duties, in many Asian countries, luxury brands are not widely
sold and are restricted to sale in a few department stores, limiting price competition. Cosmetics
are particularly expensive in Asia, and airport duty free shops offer a strong selection of brands
at attractive pricing compared with local department stores.

Copyright National Academy of Sciences. All rights reserved.
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Source: OECD n.d., 2009, Table IV.5.

Figure 3-5. Comparison of 2007 local excise taxes on liquor (in U.S. dollars).

Copyright National Academy of Sciences. All rights reserved.
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Figure 3-6. Comparison of local excise taxes on cigarettes
(200 cigarettes) in 2007 (U.S. dollars).

Asian travelers are also very brand conscious and are more willing to spend large sums on lux-
ury brands and fashion while travelling abroad. In Korea, a bottle of whisky carries an excise tax

equivalent to 100% of the price of the product, making duty free shops at airports outside of Asia )
quite attractive to Asian residents. 2
For years, the most desirable international passengers were Japanese. According to McKinsey J

& Company, a consultancy, Japan is the world’s second largest luxury goods market after the
United States and accounts for between 10% and 20% of luxury goods sales depending on which
categories are included in the definition of luxury goods (Atsmon, Salsberg, and Yamanashi 2009).
A combination of domestic taxes and duties, cultural traditions, high brand consciousness, and
relative affluence made Japanese passengers the most desirable in the world for concessionaires
at airports outside of Japan.

In recent years, Japanese travel and spending have declined following a decade of economic
stagnation. According to Generation Research, a duty free consultancy, Japanese duty free sales
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have declined over the past decade, as has Japan’s tradition of omiyage, or gift giving (Generation
Research 2010). There has also been a decline in the number of young single women travelers, a
fashion-conscious market that boomed prior to the economic downturn.

Meanwhile, numbers of passengers from China are growing at a rapid pace, as are their spend
rates. While their purchasing preferences differ from other Asian travelers, Chinese passengers
are expected to grow in terms of numbers and relative affluence.

3.6 Optimization of Sales and Revenues

Concession sales and revenues can be optimized over the long term by ensuring that the con-
cession program is sufficiently sized to take advantage of the market potential. Many U.S. air-
ports are undersized relative to total passenger demand; lack concession space where it is needed,
in post-security departure areas; and have too much space where it is not needed, particularly in
pre-security areas and locations that are not along the primary passenger flow.

There are two primary ways to improve revenues and customer service: increase the scale and
increase the scope of the concession program. Figure 3-7 illustrates conceptually how sales and
revenues can be optimized by increasing the scale (amount of viable concession space) and scope
(adding supportable new concepts that increase customer choice and encourage incremental
sales) of the concession program.

3.7 Preparation of a SWOT Analysis

For concession managers, a good starting point for the concession planning process is to pre-
pare a SWOT analysis for the concession program, juxtaposing the current program’s strengths,
weaknesses, opportunities, and threats. Strengths and weaknesses refer to internal matters that
can be controlled by the airport operator, while opportunities and threats refer to external mat-
ters over which the airport operator has little or no control other than to adopt measures to mit-
igate the potential threats (i.e., risks).

« Expand cmar(r‘em concession
areas to add capacity Ao
« Add space in underserved OptImIZ(.i‘d
areas Concession
« Add carts, kiosks where
space is limited Preram
+ Reallocate use of existing
spaces
4 T
|
<
(@] + Add new
n concepts
Current Concession o EyEEEERa
Program offerings in
existing
concessions
* Add new
concessionaires
to increase
competition

SCOPE
Source: LeighFisher.

Figure 3-7. Optimizing revenue by
increasing the scale and scope of the
concession program.

Copyright National Academy of Sciences. All rights reserved.
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Table 3-1.

STRENGTHS

Strong origin-destination market

Consistent long-term growth in traffic

Relatively good layout for concessions

Local economy growing at a faster rate than national
economy

Strong interest in our concession program by potential
concessionaires

Planned terminal expansion will provide new
concession spaces

Establishing Goals for the Concession Program

Example of a concession program SWOT analysis.

WEAKNESSES

Lack of post-security space to meet demand

Lack of utilities in some concession units limits cooking
and types of food concepts

Lack of local food and retail concepts

Surplus of pre-security space

Some older concessions appear dated

Some concepts are weak, tired

Below average spend rate compared with benchmark
airports

High sales per square foot in post-security areas of
terminal indicate a lack of capacity

OPPORTUNITIES

Additional low-cost airline service could stimulate
traffic and concession sales

Expiration of major concession agreements in 2013
allows time to plan a new program

Well known local food concepts could boost spend
rates

Low spend rate compared to other benchmark airports
shows good upside from an updated program

Specific opportunities for more specialty coffee, more
specialty retail, and food court expansion

Source: LeighFisher.

THREATS

Terminal expansion may dilute traffic in some areas of
the existing terminal, requiring rebalancing

One airline is financially weak and may fail or be
acquired, with unknown consequences in terms of future
passenger demand

Lack of consensus on need for concession at Board
level

Current concessionaires may oppose program
expansion

Using the evaluation measures described in Section 3.3 and interviews with concessionaires
and peers at other airports, as well as industry consultants, the concession manager can develop
a set of attributes that helps define the current program.

This simple technique, used in many aspects of business analysis, can also help provide an eas-
ily understood snapshot of the current concession program that can be readily understood by
senior management, policymakers, airport staff, and other stakeholders.

Table 3-1 presents an example of a concession program SWOT analysis.

3.8 Common Concession Program Goals

For some, a statement of goals for the concession program may seem like a statement of the
obvious. However, during concession program planning and implementation, it may become
apparent that some concession program goals are in conflict with others. This section presents
an overview of some common concession program goals.

35
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3.8.1 Good Customer Service

Concession programs should strive to provide good service to customers. There are several
factors involved in good customer service:

e Concession staff who are well trained, knowledgeable, friendly, and motivated
¢ Reasonable pricing, offering value for customers

e Variety in the concession offerings that provide plenty of choices for customers
e Hours of operation that match passenger demand

¢ Capacity to ensure good levels of service, even during peak periods

¢ Consistent product quality

3.8.2 Branding and Sense of Place

High-performing concession programs create a strong and cohesive identity. To frequent
travelers, airports tend to look similar, as do the concessions. The operators of many airports
with successful concession programs have differentiated their programs by including local
brands, cuisine, shops, merchandise, and services in their programs, offering local passengers
both familiar brands and local favorites and nonlocal passengers variety and choice. Local brands
can help differentiate the airport and create a sense of place.

3.8.3 Concession Theming

Developing a common theme creates a unity of design and brings the attributes of the local
community into the airport. Use of local materials, architectural references, history, and culture
can contribute to concession theming. Vancouver International Airport is an example of an air-
port with strong use of theming (see Figure 3-8). Local materials, such as stone and wood, are
used in Vancouver International Airport’s décor; cultural references, such as native art and
totems, are incorporated in its design; and exterior views of nearby mountains are also incor-
porated. Concessions at the airport reflect this theme through the use of design features and
materials that complement the passenger terminal, creating a unity of design.

Source: LeighFisher

Figure 3-8. Example of concession theming
(Vancouver International Airport).

Copyright National Academy of Sciences. All rights reserved.
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3.8.4 Effective Design and Aesthetics

Strong retail design can motivate customers to visit concessions. For concession managers and '
concessionaires wishing to create effective designs, a natural tension often exists between the base
building architect and the interests of good retail design. In major overseas terminal projects, it L

is common for a separate retail architect to be engaged to ensure that the concession program is
represented in the planning and design process of the terminal.

3.8.5 ACDBE Goals

ACDBE participation goals vary from airport to airport and within concession categories
because the goals are based, in part, on the availability of ACDBEs and all other businesses in the
market that are ready, willing, and able to seek a particular concession opportunity. ACDBE
goals largely reflect local values and sensitivities, which are often influenced by minority and
women’s business groups, local community organizations, trade associations, and the interest
in concession opportunities by DBEs. Approaches for achieving ACDBE participation goals
through various contractual arrangements are addressed in Chapter 7. Although the emphasis
on ACDBE participation will vary depending on local circumstances, such participation is usu-
ally reflected in most goal statements.

3.8.6 Local Participation

Incorporating local businesses and their concepts and products in an airport’s food service '
and retail offerings can help differentiate the airport, stimulate additional sales, and create a sense
of place that is comforting to local users and passengers and interesting to visitors and connect- L

ing passengers.

Under the terms of 49 Code of Federal Regulations (CFR) Part 23, Participation by Disadvan-
taged Business Enterprises in Airport Concessions, airport operators cannot grant preferences
to local businesses in the award of concessions. However, preferences can be granted for local
brands or concepts, as these can be operated by both local and national companies. Major
national concessionaires have become skilled in licensing local brands and adapting them for the
different airport operating environment. Nevertheless, the use of local operators and concepts
requires managing some risks. The local brand may not be as effective as a national brand, and
the local operator may have difficulty operating in the complicated airport environment. How-
ever, there are numerous examples where local businesses have been successfully incorporated
into the airport concession program, such as Dallas/Fort Worth, Denver, Philadelphia, and San
Francisco International Airports, among others. The airport operator can help potential opera-
tors understand the challenges and risks through local outreach sessions and by educating inter-
ested companies.

3.8.7 Social Responsibility and Sustainability

Airports are economic engines in the communities they serve. Policymakers are increasingly
focused on both economic development and social responsibility, which can be defined as the
impact of the airport on society at large. The Airports Council International-North America’s
Airport Sustainability Committee defines airport sustainability, as follows (2010):

viability, Operational efficiency, Natural resource conservation, and Social responsibility

A holistic approach to managing an airport so as to ensure the integrity of the Economic @
(EONS) of the airport.

Copyright National Academy of Sciences. All rights reserved.
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Sustainability is one aspect of social responsibility. New terminals are being developed to meet
a specific level of Leadership in Energy and Environmental Design (LEED) standards. LEED
standards were developed by the U.S. Green Building Council to serve as an internationally rec-
ognized green building certification system.

Airport operators have responded to the concerns of policymakers by adopting a range of
techniques to create concessions that minimize environmental impacts and increase long-term
sustainability. The emphasis on sustainability will vary widely, largely reflecting the standards of
the local community. Some major concessionaires have voluntarily adopted sustainability stan-
dards for all of their operations and incorporate LEED planning principles in the design and con-
struction of new concession units.

3.8.8 Minimizing the Administrative Burden

The administrative costs of managing a concession program vary according to such factors as
the overall size of the airport, the number of contracts and concessionaires, the relative sophis-
tication of concession management staff, and other factors. Airport operators seeking to mini-
mize their administrative costs tend to use concession agreements covering a larger percentage
of concession space, up to and including multiple prime or master concession agreements. Min-
imizing administrative costs is unlikely to increase concession revenues over the long term, how-
ever, as the relative performance of airports using larger, fewer concession agreements differs
from that of airports with more contracts and tenants. (See comparison of concession manage-
ment approaches presented in Chapter 8.) Minimizing administrative costs may not be cost-
effective if the concession program performance is suboptimal.

3.8.9 Investment and Revenue Goals

Revenue is not a stand-alone goal. Experience has shown that airports with well-developed and
highly regarded concession programs are also among the highest revenue producing airports. Not
all airports are created equally and, in establishing revenue goals, the realistic assessment of the
revenue potential of the airport must be made, which is best accomplished by benchmarking
terminals with similar characteristics. Similarly, full development of the airport concession pro-
gram’s revenue potential may not be possible without capital investment in concession space;
modifying existing terminal areas to add concession space; constructing common areas, such
as food courts; adding utility capacity; or other investment.

3.8.10 Pricing and Value Goals

Airport operators typically adopt pricing policies that influence the nature of the concession
program. However, pricing is only one factor in creating value for the customer. Street pricing,
while popular with customers, is only achievable if the cost structure for concessionaires, includ-
ing rent, is viable.

The goals described above are not exhaustive. Local issues may result in the introduction of
other goals into the planning process. Figure 3-9 presents a conceptual diagram illustrating how
goals are used as input when creating the optimal concession program.

The importance of concession program goals changes with the size of the airport, as shown in
Table 3-2. Respondents to surveys conducted for this research ranked customer service as the
most important goal regardless of airport size, while goals such as increasing competition and
managing the administrative burden were least important. Pricing was more important at
medium and small hub airports, perhaps reflecting the smaller number of concessionaires and

Copyright National Academy of Sciences. All rights reserved.
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Balancing Common Program Goals
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Figure 3-9. Balancing common concession program goals.

lack of internal competition typical of such airports. Design and aesthetics were considered of
similar importance at all airports.

Overall, the top-ranked goals for all airports were customer service, pricing, and securing the
best tenants in each concession category. As an example, goals used during redevelopment of the
concession program at Seattle-Tacoma International Airport were the following:

e Represent Seattle and the Northwest

e Provide increase in nonairline revenue

e Provide competitive “street pricing”

e Include both local and national concepts

e Provide great customer service

e Be responsive to market dynamics

¢ Provide seamless transition management

¢ Adhere to reasonable Port of Seattle staffing requirements

Table 3-2. Relative importance of concession goals from survey.

Goal Large Medium Small
Hubs Hubs Hubs
Customer service 1 1 1
Securing the best tenant in each category 2 6 2
Financial (increasing revenue to the airport) 3 2 3
Design/aesthetics 4 4 4
Local brand/"sense of place" 5 5 6
Reasonable pricing 6 3 3
Competition 7 7 8
Managing the administrative burden 8 8 7
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Copyright National Academy of Sciences. All rights reserved.
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CHAPTER 4

The Passenger and Customer Profile

Developing an in-depth understanding of the customer profile specific to the airport is impor-
tant in planning the future program and maximizing its performance in terms of customer ser-
vice, customer satisfaction, sales, and airport revenue. This chapter addresses the several elements
to be considered in defining an airport’s customer profile including the following:

e The airport and its customers

¢ Passenger segments

e Other customer segments

¢ Demographics and market segmentation

e Identifying gaps—why certain market segments do not patronize concessions
e Customer surveys and focus groups

4.1 The Airport and Its Customers

Often, international and domestic passengers are processed in separate and distinct con-
courses, and the numbers of passengers in each of these segments may be quite different. Con-
courses may accommodate different airlines serving different destinations, with one enplaning
a significant number of business travelers and another enplaning a high percentage of leisure
travelers. The concession program will require some adjustments to best serve each of these
segments.

Other variables, such as demographics, nationality, destination of passengers, reason for travel,
and whether they are O&D or connecting passengers, will affect passenger behavior, their pur-
chasing habits, and their wants and needs at the airport.

Market researchers use a more sophisticated market segmentation methodology in advertising
and marketing research than is usually used in planning an airport’s retail concessions. Market
segmentation involves breaking down the universe of potential customers into distinct groups.
As an example, one international food and beverage concessionaire has developed a Consumer
Profile Matrix based on seven consumer mindsets, ranging from low interest in food to a highly
discerning approach, and on six basic need states, ranging from time-driven to environment-
driven. At the airport level, a market segmentation approach is used at Dallas/Fort Worth Inter-
national Airport. This approach, described in more detail later in this chapter and in a case study
included in Chapter 14 of this resource manual, allows the airport board to segment its passen-
gers by demographics, “life stage,” urban density, and other factors to determine propensity to
purchase, brand preferences, and other factors used in concession planning.

Other nonpassenger segments may also generate a significant portion of the concession sales.
The specifics of these additional market segments are also discussed in this chapter.
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The success of any concession program partially results from developing a thorough knowl-
edge of the airport’s market segments and adapting the concession mix to the needs, wants, and
preferences of these segments. These market segments must first be identified and defined and
may vary significantly from one airport to another and from one terminal or concourse to another
in the same airport. For example, Terminal 4 at New York’s Kennedy International Airport has
a very different customer profile compared to the customer profiles at other terminals at the
airport because of the large and diverse number of airlines operating from that terminal.

Furthermore, the wants and needs of the customers should be defined in terms of their pref-
erences for concession types and categories, products, services, and brands. The definition of
these preferences is most often determined using market research tools, such as direct customer
surveys. Only after these preferences are defined will it be possible for the airport operator to
fine-tune its concession program to respond accordingly, optimizing the locations of conces-
sions and maximizing the level of service, gross sales, airport revenue, spend per passenger, and
space productivity.

4.2 Passenger Segments

Passengers using an airport may be divided into several subgroups that behave quite differ-
ently while circulating throughout the terminal building. This behavior affects their propensity
to patronize the concession program and influences the locations of the concessions, as well as
the products and services offered. Several variables may be used in segmenting an airport’s cus-
tomer base. The most common passenger segments are described in this section.

4.2.1 International Departing Passengers

The proportion of international passengers flying out of an airport will affect the size and loca-
tion(s) of the duty free outlets, the types of specialty shops, and the types of food offered. Market
research has demonstrated that international departing passengers have a far greater propensity to
spend at airport concessions than other passenger segments. In addition, these passengers are the
only ones eligible to purchase goods on a duty and tax free basis at duty free shops, although some
duty free operators are now offering a limited selection of tax-paid merchandise to all passengers.

Because of their specific check-in and boarding processes, airlines may often require that inter-
national passengers arrive at the airport more than 2 hours in advance of their scheduled depar-
ture time. This longer dwell time is conducive to shopping and eating. Airport operators should
try to capitalize on this longer dwell time as much as possible. Conversely, airlines may place lim-
its on how early a passenger can check baggage for a flight, creating demand for landside con-
cessions (pre-security).

4.2.2 International Arriving Passengers

The international arriving passengers have special needs, such as currency exchange services and
baggage carts within the post-security international arrivals zones. International passengers expect
these needs to be accommodated, as they are considered customary at international airports.

Although arriving passengers typically show minimal interest in food, beverage, and retail
concessions compared to departing passengers, careful consideration should be given to conve-
niently locating some service concessions of interest to these passengers. International terminals
have certain advantages compared with domestic terminals. First, these arriving passengers are
deplaning from long international trips and have just experienced the stress of Immigration and

41
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Customs inspection. Second, international passengers reaching their destination are more likely
to be met by friends or relatives. Finally, arriving international passengers are more likely to be
funneled through a single exit from the secure Customs area, allowing for concessions geared to
arriving passengers and their meeters and greeters to be clustered, preferably in visible locations.

4.2.3 Domestic Departing Passengers

Departing domestic passengers account for the largest percentage of concession sales at many
airports. The types and numbers of these passengers should be carefully considered in determin-
ing the concession mix and the location of the concessions and in evaluating the overall perfor-
mance of the terminal concession program. These passengers are often encouraged to arrive at
the airport at least 2 hours before their flights are scheduled to depart, which, in many cases, allows
ample time for clearing security and making purchases at the post-security concessions. In addi-
tion, because of the reduction in the offer of onboard food, domestic departing passengers have
become major consumers of grab-and-go food that they can take with them on their flight.

4.2.4 Domestic Arriving Passengers

Although arriving domestic passengers are most often anxious to leave the airport to reach
their ultimate destinations, they may constitute a good market for the purchase of convenience
items to take home or to their place of accommodation. A limited amount of concessions offer-
ing concession services to domestic arriving passengers may be viable, but the revenue potential
is likely to be limited. Arrivals area concessions are often not financially viable on a standalone
basis, but may be marginally profitable when packaged with other concession units serving
departing passengers.

4.2.5 Connecting Passengers

The circulation pattern of connecting passengers within the terminal building is significantly dif-
ferent from that of O&D passengers. Furthermore, layover times can be short for connecting pas-
sengers, so concessions on these passengers’ circulation path or near the departure gates are best
located to take advantage of this segment’s buying potential. Some connecting passengers may
remain airside while others may need to exit the security area to access another secured terminal
area. The specific circulation pattern at the airport and the route and volume of passengers should
be assessed to ensure that the right assortment of concessions in the right locations is offered to this
passenger segment. The importance of this segment can vary considerably from one airport to
another, depending on the number of connecting passengers and their behavior patterns.

4.3 Other Customer Segments

Concession customer segments may be determined using other segmentation variables, such
as demographics, nationality, destination, or trip purpose (business or leisure). These variables
greatly influence passenger behavior and the propensity to shop and make purchases at airport
concessions. The value of the transaction is also influenced by these variables, as well as by vari-
ables such as the income of the passenger.

An airport’s customer base also includes nonpassenger segments, such as meeters and greeters
waiting for arriving passengers, well-wishers accompanying departing passengers, and employees
who can generate a significant portion of a concession program’s sales. These segments are
described in more detail in the following sections.
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Figure 4-1. Concession managers’ preferences
regarding the location of concessions before and after
security inspection.

4.3.1 Connecting versus Origin and Destination Passengers

The volume of connecting passengers within a specific airport’s customer base influences the
locations and sizes of concessions and the types of concessions in the concession mix.

The propensity of passengers to spend pre- or post-security varies greatly depending on the
composition of the passenger market. As part of the research conducted for this study, airport
concession managers were asked what they thought would be the preferred split of concession
space pre- and post-security. Figure 4-1 shows the combined responses to this question of 32 large
and medium hub airport concession managers. The percentage of respondents indicating that
10% or less of space should be located pre-security and the percentage of respondents indicating
that 11% to 20% of space should be located pre-security were the same.

Figure 4-2 illustrates the average time spent by passengers before and after security ata U.S. West
Coast airport. The time varies from one terminal building to the other. Again, only a thorough
knowledge of passenger behavior will allow the airport operator to determine the optimal split.
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Source: Survey conducted by LeighFisher in 2004.

Figure 4-2. Average time passengers spend before and after
security by terminal at a U.S. west coast airport.

Copyright National Academy of Sciences. All rights reserved.
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4.3.2 Business versus Leisure Travelers

Passenger surveys and studies have demonstrated that business and leisure travelers exhibit
different behavior and spending patterns. The typical leisure traveler, who is using discretionary
income to travel, is naturally more sensitive to pricing than the business traveler on a corporate
expense account. The proportions of business and leisure travelers affect the mix of products,
services, and concessions in a concession program, as well as the pricing strategy.

Business travelers tend to arrive at the airport much closer to their departure times and thus
have shorter dwell times in the terminal building. Concessions must be located directly on their
circulation path, as these travelers do not have much discretionary time or inclination to wan-
der and browse in a terminal to find what they might like to purchase.

On the other hand, leisure travelers, especially those who do not fly frequently, are more likely
to arrive at the airport earlier than business travelers and, thus, have longer dwell times in the
terminal to browse and shop. Additionally, leisure travelers are more likely to be accompanied by
family members or other traveling companions, which will also influence the products/services
included in the concession mix.

4.3.3 Meeters and Greeters

Surveys have shown that the ratio of meeters and greeters to passengers varies significantly
with the demographics of the passengers served at an airport. This ratio is much higher for some
nationalities than others. Meeters and greeters tend to remain in the arrivals area and are not
likely to wander far from the location where they can meet arriving passengers.

The optimum concession locations to serve this market vary depending on the terminal. In
some cases, meeters and greeters congregate on the departures level near the exit from security
or in conveniently located “meeting places” established by the airport operator. In other termi-
nals, arriving passengers exit the secure zone in the baggage claim area.

Where passenger flow is dispersed among many exits from the secure area, the opportunity to
create a critical mass of concessions in one location and a profitable concession program is
reduced. Ideally, meeters and greeters would wait on the same level as baggage claim, creating a
larger market for concessions in the arrivals area.

4.3.4 Well-Wishers

Similar to meeters and greeters, well-wishers, or people accompanying departing passengers,
are not allowed in the post-security areas. Pre-security concessions offer an opportunity to serve
this segment before the accompanying passengers enplane. For example, people accompanying
departing passengers may wish to have a meal or a beverage with the passenger(s) they accompany
before they proceed through security. The optimal amount and the proportion of pre-security
concessions are influenced by the specific ratio of people accompanying departing passengers to
departing passengers at an airport.

Cultural differences can affect demand in this market segment; people accompanying depart-
ing passengers from some cultures are more likely to spend time with passengers at the airport
before they leave on a trip.

4.3.5 Employees

Employees represent an important market segment of potentially repeat customers and may
generate a significant portion of concession gross sales, especially in the food and beverage and
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Source: Survey conducted by LeighFisher in 2004.

Figure 4-3. Percentage of airport employees visiting concessions
at a U.S. west coast international airport.

convenience retail categories. This segment is often overlooked, but surveys have indicated that
employees can account for as much as 40% of some quick-serve sales, particularly for fast food
concepts with low price points. To illustrate this fact, Figure 4-3 shows the proportion of employ-
ees visiting retail and food/beverage concessions on a daily and weekly basis at a U.S. West Coast
international airport as determined through a survey.

Figure 4-4 illustrates the average weekly expenditure of airport employees in retail and food
and beverage concessions at the same airport.

While some employees may only have pre-security access, some have a security clearance and
may be potential customers for post-security concessions. It is therefore important that the air-
port operator consider the proportion of employees with post-security access when determin-
ing the concession mix and price points.

Retai -$6.44

$0.00 $5.00 $10.00 $15.00 $20.00 $25.00 $30.00 $35.00 $40.00 $45.00

Average expenditure per week
Source: Survey conducted by LeighFisher in 2004.

Figure 4-4. Average employee expenditures per week at airport
concessions.

Copyright National Academy of Sciences. All rights reserved.
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4.4 Demographics and Market Segmentation

The demographics of passengers and other customer market segments have a strong influence
on customer needs and wants and on the concession mix and the products/services offered at the
concession units in each commercial zone of a terminal building. A good example is the major
international fast food chain, McDonald’s, which adapts its products to satisfy the needs and wants
of its specific markets around the world. In Belgium and Germany, McDonald’s serves beer, while
at its units in India, beef is not on the menu. In Costa Rica, rice and beans are available in addition
to fries, as are shrimp burgers in Japan. Customizing the offer to meet local needs makes sense for
concessionaires, as well as for airport operators.

Demographics also have a major influence on the discretionary revenue of individual pas-
sengers and their propensity to shop, which, in turn, influences the targeting of the conces-
sion. For example, should the concessionaire be selling high-end, medium-end, or lower-end
watches? Or should it be selling different watches in different terminals, with high-end
watches in the international terminal and lower-priced watches in terminals used by leisure
travelers?

The destination of outbound passengers, especially international passengers, can also signif-
icantly influence shopping behavior and spending patterns and, in turn, significantly affect the
performance of a concession program as well as its composition. Figure 4-5 illustrates the
results of a recent survey of a major Eastern U.S. international airport terminal. At that specific
airport, passengers traveling to Britain/Ireland had an average spend rate significantly higher
than other groups, followed closely by passengers headed to Asia and Eastern Europe. This
information differs from the information collected by nationality, as it relates to preferences for
all passengers traveling to a specific destination regardless of nationality.

UK. and Ireland | $39.00
Asia [ $27.40

Eastern Europe [ $25.30

western Europe [ $14.40
U.S.and Canada | $13.90

Central America [ $12.90

South America _ $10.30
South Asia _ $8.60

Africa [ $8.10
Caribbean [ $5.40

Middle East [ $4.60

Mexico [l $3.10

$0.00 $10.00 $20.00 $30.00 $40.00 $50.00

Source: LeighFisher, from survey conducted at a major eastern U.S. airport’s
international terminal in 2007.

Figure 4-5. Average total spend rate per enplaned passen-
ger by destination.

Copyright National Academy of Sciences. All rights reserved.
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Information relevant to successful airport concession planning can be gathered through or
extracted from customer surveys. Information typically collected through such surveys includes
the following:

e Household income

o Age

¢ Nationality (discussed below)

e Travel characteristics of the airport’s passengers (e.g., O&D or connecting, trip destination,
number of flights per year, number of non-travelers accompanying them, average time at air-
port, average time spent before and after security, business vs. leisure travel)

e Average spend by
— Nationality
— Destination
— Airline
— O&D/connecting
— Business vs. leisure
— Age
— Household income

In addition to demographic data, surveys may also collect customer preferences that can be asso-
ciated with the demographic data, including preferences for restaurants and shops not currently at
the airport and passengers’ assessments of how well the current program meets their needs, includ-
ing strengths and weaknesses. The global performance of a concession program is linked to all of
these factors, as they provide valuable information regarding an airport’s concession program. The
more a concession program is adapted to these characteristics, the better its performance will be.

The differences in spending by international destinations are significant. The same principle
can be applied to domestic passengers through survey research, with spending patterns identi-
fied for an airport’s major markets. The differences may not be as great, but the information can
be helpful in tailoring an airport’s concession program.

4.5 Identifying Gaps—Why Certain Market Segments
Do Not Patronize Concessions

Even well-planned concession programs are not patronized by a percentage of passengers. Fig-
ure 4-6 presents some of the reasons given in a passenger survey for not buying. Figure 4-6 indi-
cates that some consumers still think that prices at airport concessions are higher than street
prices.

4.6 Customer Surveys and Focus Groups

The importance of gaining an in-depth knowledge of the various segments of an airport’s cus- '
tomer base—in terms of demographics, wants, needs, and preferences—to be able to develop a
concession program that will perform well was discussed in previous sections. An airport oper- L

ator can gain this knowledge in several ways. The methods used most frequently are customer
surveys and focus groups. A wide variety of survey methodologies are available to airport oper-
ators. For more details on these methodologies, please refer to ACRP Report 26: Guidebook for
Conducting Airport User Surveys (Biggs et al. 2009).

The surveys and interviews conducted as part of this research project indicate that approxi-
mately 80% of airport operators conduct some type of customer/passenger survey. However, a

Copyright National Academy of Sciences. All rights reserved.
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Source: Survey conducted by LeighFisher In 2004.

Figure 4-6. Reasons given for not patronizing airport concessions
(U.S. west coast airport).

much smaller share of airport operators conduct customized surveys of various customer seg-
ments specifically designed to acquire better knowledge of the customer base, demographics,
wants, needs, and preferences to help adapt concession programs to accommodate these
parameters.

As discussed earlier, employees can generate a significant amount of concession program gross
sales, especially food and beverage. The survey conducted for this study indicated that only about
one-third of airport operators reported surveying employees, and just under half of airport oper-
ators reported surveying meeters/greeters and farewellers. Although these segments are small in
relation to the departing passenger segment, identifying the needs and wants of these market seg-
ments can strengthen the overall concession program and provide long-term incremental revenues
for the airport enterprise.

4.6.1 Passenger Surveys

Several factors should be considered when selecting a passenger survey methodology, includ-
ing speed, complexity of the inquiry, flow control, visual aids, and confidentiality.

The most common type of airport user survey, the passenger intercept survey, focuses on pas-
senger characteristics, preferences, and satisfaction with the airport. Usually completed by
trained survey staff at holdrooms, the intercept survey can obtain valuable information from pas-
sengers who have formed impressions after their use of concessions and just prior to their leav-
ing the airport.

About one-third of airport concession managers indicated that surveys were conducted at their
airports more than once per year, while only 18% of airport operators conducted surveys annu-
ally. About one-quarter of airport operators indicated that they conduct surveys only at the time
of new program development or never. These results are presented graphically in Figure 4-7. Fig-
ure 4-8 illustrates the percentages of airport operators using various sample sizes in their passen-
ger surveys. Sample sizes will vary according to survey objectives, number of terminals, and other
factors. ACRP Report 26: Guidebook for Conducting Airport User Surveys is a comprehensive
resource on airport survey research.
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Figure 4-7. Frequency of passenger surveys conducted by airport operators.

4.6.2 Meeter/Greeter and Well-Wishers Surveys

Surveys of meeters and greeters should focus on the characteristics of those meeting passengers,
the number of persons in the party, the distance traveled to the airport, the typical amount of time
spent at the airport, and customer buying or preferences for types of concessions. Numbers of
meeters and greeters are often estimated for airport or terminal master plans using broad-based ™~ 9
estimates based on other airports or using a rule-of-thumb ratio of meeters/greeters to passengers. E )
These kinds of estimating methods can easily overestimate or underestimate the numbers of per-
sons meeting/greeting passengers. Verifying the strength of the potential market through a survey
can help the airport operator (and its concessionaires) avoid making costly mistakes.

In some parts of a country, cultural differences result in stronger demand. For example, persons
of Hispanic origin in Miami tend to arrive at the airport in large groups to meet arriving pas-
sengers, as do persons of Italian descent in Montreal. In Los Angeles and San Francisco, Asian

32%
28%

20%
16%

managers responding

4%

500 orless 501-1,000 1,001-1500 1,501-2000 Over2000
Number of respondents surveyed

Percentage of airport concession

Source: LeighFisher using data from the airport surveys conducted for
ACRP Project 01-11.

Figure 4-8. Sample sizes used by airport operators in
passenger surveys.

49


http://www.nap.edu/13326

50 Resource Manual for Airport In-Terminal Concessions

residents travel to the airport to spend time and enjoy a meal with the traveler before departure.
This cultural trait can be best observed at airports in Asia, such as Singapore Changi and Seoul
Incheon International Airports, where there are multiple restaurants, both casual and formal, in
addition to quick-serve food courts in pre-security departure areas. Narita International Airport’s
Terminal 2 has 15 pre-security food and beverage units, including Japanese, Chinese, and west-
ern restaurants.

Understanding the available opportunities can help airport and concession managers make
sound long-term concession planning decisions. Survey questions for meeters/greeters and well-
wishers typically cover the following:

e Number of persons in party

e Age group

¢ Gender

¢ Frequency of visits to airport

¢ Opinion on concessions and services in terminal
e Preferences for concessions and services

e Time spent in airport

e Amount spent in airport

e Distance traveled to airport

e Household income

4.6.3 Airport Employee Surveys

Employee surveys are usually conducted to measure satisfaction with airport facilities and
services, obtain information for transportation or concession planning, and address issues such
as communications and knowledge of airport procedures. The survey questions typically cover
the following topics:

e Category of employer (airline, airport, tenant, or other)

¢ Full-time or part-time employee

e Frequency of concession visits and average spend per concession category
e Opinion on location of concessions within terminal

e Preferences in terms of brands, products, etc.

e Age group

¢ Household income

e Gender

4.6.4 Other Surveys

Several other survey methods are available to airport operators, such as the following:

¢ Self-completed surveys, which are handed out to passengers at or near their holdrooms, com-
pleted by the respondent, and then returned either in person or by mail. If the surveyor
remains near the passengers while they complete the survey, he or she can act as a resource if
some respondents have questions about some of the questions.

¢ Mail surveys, which are infrequently used at airports, mostly because of the wide distribution
of airport customers around the world. This type of survey often yields a low response rate.

¢ Telephone surveys, which are useful for surveying households and businesses in the area
served by the airport, but not practical for surveying passengers. Face-to-face interviews at the
airport are much more efficient than randomly telephoning the population of an airport’s
catchment area.

 Internet surveys, which are extremely inexpensive and have become increasingly popular in
recent years. Although convenient in certain situations, these surveys have been criticized,
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mostly because the sample of respondents could be biased. For example, people who are dis-
satisfied with one or more aspects of airport service and wish to complain about it have a
greater likelihood of responding to an Internet-based survey than fully satisfied customers.

4.6.5 Focus Groups

Focus groups are used when the detailed opinions of members of a specific group are desired.
Focus groups provide an opportunity for the airport operator or concession manager to discuss
certain issues in more depth than could be achieved using a standard customer survey, with rep-
resentatives of certain market segments, and to obtain qualitative data about the airport conces-
sion program. The selection of individuals forming the focus group is of paramount importance,
as these individuals greatly affect the results. A trained facilitator should be used to lead the dis-
cussions and elicit in-depth opinions and their underlying rationale.

4.6.6 Concessionaire Interviews

One often overlooked source of information that can be helpful in understanding an airport’s
customers is the existing airport concessionaires. Concessionaires, particularly local managers,
are on the front lines of customer service and can provide a wealth of knowledge about current
customer behavior, gaps in the current concession program, and preferences of particular mar-
ket segments. Regional managers and business development representatives of major concession
companies can also help airport operators in understanding broader industry trends and how
they may apply at specific airports. Concession consultants routinely interview current conces-
sionaires when preparing concession plans for clients. While concessionaire representatives may
be advocates of a particular view or policy that benefits their company, they can be a good source
of front line information. Regular meetings with concessionaires are recommended as a means
to develop an understanding of the market from those who serve it.

4.6.7 Advanced Market Research Techniques

Consumer product companies use market research to understand their customers’ demographic
status and lifestyle preferences. Consumer research firms conduct broad-based research of buying
trends, income, lifestyles, family status, and residence using census and zip code data typically used
in market research, advertising, retail location decisions, and other commercial applications.

This extensive demographic research has been applied at Dallas/Fort Worth International Air-
port using the Nielsen company’s Claritas market demographic identification and segmentation
system. Capturing the zip codes of the airport’s originating and connecting passengers allows seg-
mentation of passenger profiles into 63 distinct lifestyle groups that identify shopping and media
preferences as well as key demographic and socioeconomic characteristics. Lifestyle groups are also
characterized by urban density into four groups—urban, suburban, town and rural, and second
city—and further classified according to socioeconomic rank and “life stage” group, based on the
presence and age of children.

This market research enables airport concessions staff to develop an in-depth understanding of
their customers and their preferences for brands, products, and services. This information is also
provided to current and prospective concessionaires, to enable them to better understand their cus-
tomers. Furthermore, there is wide variation in the characteristics of the market in each of the air-
port’s five terminals, allowing for further segmentation and tailoring of the concession offerings.

The application of these advance market research techniques is discussed further in the case
study of Dallas/Fort Worth International Airport included in Chapter 14.
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CHAPTER 5

Developing the Concession
Space Plan

This chapter outlines the steps required to prepare the spatial elements of the concession plan,
considering the passenger profiles discussed in the previous chapter, and covers the following
topics:

¢ Space planning

e Supportable concession units based on traffic levels
e Sizing of concession units

e Location criteria

e Adjacencies

e International terminals

e Wayfinding and concession signage

e Return on airport investments in concession space

5.1 Space Planning

Concession space planning is a critical task in terminal program development. As airport
operators have realized that excellent concession programs not only increase revenues, but are
also closely related to passenger satisfaction with the overall airport experience, concession space
planning has become an integral part of the terminal design process.

In developing concession space plans and concession locations, the airport operator’s goals
are typically the following:

e Optimize concession revenues

e Increase customer penetration rates (the percentage of passengers and visitors using a conces-
sion) and average transaction levels (the average amount spent per transaction)

e Provide a wide variety of concessions with a broad selection of services and product choices

¢ Create interesting and entertaining concession choices for the customer

¢ Integrate food and beverage with retail to create synergy and encourage spending across
categories

e Allocate as much concession space as can be financially supported during the design life of the
terminal

e Promote open-sell rather than over-the-counter sales to promote spontaneous purchases

e Establish a strong commercial image and identity

As the airport concession industry has matured, a structured approach to planning has
evolved. Although industry consultants recommend a structured approach, 67% of airport oper-
ators surveyed indicated that they use a concession space planning metric or standard. About
60% indicated that they had adopted planning standards for concession support space.
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Figure 5-1. Concession planning
methodology flow chart.

Although minor variations exist, the general approach to concession planning at airports
is common throughout the industry, involving considerations of traffic volumes, customer
characteristics, location of customers in the terminal, amounts they can be expected to spend,
and anticipated sales per square foot and per enplaned passenger. The key objective in a struc-
tured approach is to determine the supportable concession space in each area of the terminal.
Supportable space is the amount of concession space that is financially viable for both the air-
port operator and the concessionaire. It is determined for the planning year by estimating
concession sales at reasonable levels of productivity using sales per square foot.

The methodology of concession space planning as described in this chapter is illustrated con-
ceptually in Figure 5-1. Each element of the structured approach to concession space planning
is examined in the sections that follow.

5.1.1 Supportable Concession Space

There is strong correlation between the amount of concession space at an airport and cus-
tomer spend rates. Figure 5-2 presents a scatter diagram showing the strong correlation between
space and spend rates for a number of large and medium hub airports, using concession space
per 1,000 enplaned passengers on one axis and the combined food and beverage and retail spend
rates on the other axis.

The concession-space-to-passenger-spend-rate ratios shown in Figure 5-2 are quantitative,
and do not reflect qualitative characteristics of the space or the passengers using these termi-
nals. Unlike other characteristics of a concession program, such as the tenant mix, the amount
of concession space to be provided is an investment decision with long-term implications,
especially for new or refurbished terminals, where the cost of providing more concession space
or reconfiguring existing terminal space to increase concession space allocations may be pro-
hibitively expensive.

Copyright National Academy of Sciences. All rights reserved.
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Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Figure 5-2. Relationship between concession space and sales—2008.

5.1.2 The Customers

Passengers are the core customers for concessions. Within the passenger category of cus-

tomers, however, there are subdivisions with very different characteristics—originating, termi-
nating, connecting, international, and domestic. As described in Chapter 4, passenger spends
vary by passenger characteristics, including the following;:

Passenger residence and nationality. Nonresidents typically spend more at an airport than
residents. As nonresidents include tourists, these travelers are more likely to purchase local
souvenirs and gifts, generating greater sales volumes for the retail program. Certain national-
ities also spend more than others.

Originating passengers. Originating passengers typically spend more time in the terminal
than connecting or terminating passengers and tend to spend more.

Dwell time. International passengers typically spend more time in the terminal than domes-
tic passengers and spend more money on both food and retail.

Trip length. Long-haul passengers typically travel in a relaxed and leisurely vacation mode.
They tend to be away from home longer and therefore are more likely to make purchases for
family and friends. Long-haul travelers usually spend considerable time in the terminal, cre-
ating enhanced opportunities to frequent retail shops and restaurants.

Leisure travelers. Leisure travelers, compared to business travelers, prefer to arrive earlier at
the airport; these passengers often represent the largest category of souvenir and gift buyers at
the airport. They are more price sensitive and value oriented than business travelers.
Business travelers. Business travelers tend to spend less time at airports and less time shop-
ping. They are good customers for convenience retail (newspapers, magazines) and for food
and beverage services, including alcoholic beverages and higher-quality restaurants. Business
passengers, often traveling on expense accounts, are less price sensitive and more service ori-
ented than leisure travelers. Business passengers may also be good customers for so-called
“guilt gifts” for spouses and children.

Frequent flyers. Generally, the more frequently passengers travel, the less time they are likely
to spend in the terminal building, and their propensity to spend is lower.

Copyright National Academy of Sciences. All rights reserved.
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¢ LCC passengers. Passengers on LCCs often spend as much or more than passengers on legacy
airlines. Airport surveys indicate that LCC passengers do not necessarily spend less than legacy
airline passengers in duty free and specialty retail units and are likely to spend more on food
and beverages.

¢ Spend per enplaned passenger. Of the airport operators surveyed, 81% reported that they use
the spend per enplaned passenger metric for planning and for evaluating concession perfor-
mance (100% of concessionaires indicated this as well).

5.1.3 Passenger and Other Customer Group Spend Rates

Figure 5-3 summarizes the average food and retail passenger spend rates by hub size at 93 air-
ports for which data are provided to Airport Revenue News.

For both food and retail, there is a pattern of increased spending with increased airport size.
The factors behind this pattern include more supportable offerings as traffic grows (more choices
in food and retail) and increased numbers of long-haul travelers in the mix at larger airports.

There are large variations in spend per enplaned passenger from airport to airport, even within
each hub category. Table 5-1 summarizes the average spend and the 95th percentile upper limit
(two standard deviations) by concession category and airport size. Airports that generate sales
above two standard deviations from the mean are likely to have exceptional characteristics that
make for an unreasonable comparison. For example, in 2008, Pittsburgh International Airport
produced the nation’s highest specialty retail spend rate of $6.49, twice that of the next highest
performing airport, due to a combination of factors that included terminal configuration, con-
centrated passenger flows, and the expertise and contracting flexibility of a third-party devel-
oper. In categories other than specialty retail, however, the airport’s performance was within two
standard deviations and would be reasonable for comparison.
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Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Figure 5-3. Average food and retail concession spending per enplaned
passenger by airport category—2008.

Copyright National Academy of Sciences. All rights reserved.
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Table 5-1. Average and upper 95th percentile range of concession spending
per enplaned passenger by airport size category—2008.

Catedor Small Hub Medium Hub Large Hub
gory Average | 95% Average | 95% Average | 95%
Food and beverage $3.49 $5.37 $4.50 $5.97 $5.34 $7.39
Convenience retail $2.17 $3.65 $1.95 $3.24 $1.88 $3.06
Specialty retail $0.27 $1.03 $1.21 $3.87 $1.71 $4.20
Total retail $2.42 $3.90 $3.15 $7.11 $3.53 $6.20
Total food and beverage and retail $5.92 $8.46 $7.66 $11.29 $8.87 $12.79
Duty free $0.00 $0.00 $4.98 $16.66 $7.05 $16.29

Note: At the 95% percentile passenger spend rates are independent. Performance in each category is independent of performance in other

categories.

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

As Table 5-1 shows, the variation in spending per enplaned passenger within each airport size
category is smallest (as a percentage) for food. Specialty retail shows high variations from airport
to airport, which is to be expected as some older terminals have very limited airside retail pro-
grams, and the terminal configurations preclude easy expansion.

In addition to passengers, there are other customer groups at the airport, including those who
accompany passengers to the airport or meet them there and airport and airline employees. Each
of these customer groups has access to different parts of the terminal and has different spending
characteristics.

Well-wishers and meeters/greeters accompany travelers to the airport to see them off or arrive
to pick them up. More specifically, well-wishers are nonpassengers accompanying departing pas-
sengers into the terminal. Meeters and greeters are nonpassengers meeting and greeting arriv-
ing passengers and accompanying them in the terminal. The numbers of well-wishers and
meeters/greeters vary widely from airport to airport. Typically, the ratio of well-wishers and
meeters/greeters to passengers has declined over time, as flying has become more commonplace.
Currently, these ratios are often in the range of 0.2:1 but can vary widely. There can be large vari-
ations from airport to airport in the ratio of well-wishers accompanying passengers to airports
and meeters and greeters visiting the airport to meet an arriving passenger. International termi-
nals typically have higher meeter/greeter and well-wisher ratios than domestic terminals.

Airport, airline, and other terminal employees use the concessions. Each airline operating
from the terminal has its own set of employees, including check-in and ticket agents and cabin
and cockpit crews. In addition, ground-handling, Immigration and Customs, and security staff
are key components of the terminal’s employees. These airline and airport employees represent
a significant potential target market for airport retailers, particularly for the outlets that are eas-
ily accessible pre-security. Airports with street pricing or employee discounts and branded food
court units generate higher employee spend rates. Estimating average spend per employee can
be difficult. Often the numbers of daily average airline/airport employees in the terminal are not
well known. Nonetheless, estimating this number is better than ignoring it. Employees can
account for a significant percentage of food court sales at many airports.

Although spend per enplaned passenger is used as the yardstick, this unit number obviously
varies by the type of customer, with arriving passengers, well-wishers, meeters and greeters, and
employees typically spending far less than enplaning passengers. Customer surveys at a number
of airports have indicated that the spending of enplaning passengers exceeds that of all other types
of terminal users by a wide margin. Table 5-2 illustrates the typical spending of these groups as a

Copyright National Academy of Sciences. All rights reserved.
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Table 5-2. Range of per person spend rates of
customer groups as a percentage of spend rates per
originating/enplaning passenger.

Customer Category Food Retail
Originating Enplaning
Passengers 100% 100%
Deplaning Destination
Passengers 0%—-5% 0%-5%
Connecting Passengers 40%-60% 40%-60%
Well-wishers/Meeters and
Greeters 30%—-40% 30%—-40%
Employees 10%—-20% 5%-10%

Employee spend is the average per employee workday.
Source: LeighFisher from airport customer surveys.

percentage of the spending of originating/enplaning passengers (in other words, each customer
category is presented as a percentage of the spending of enplaning/originating passengers). Note
that the average spend per enplaning passenger is the sum of spending by all customer categories
divided by the total number of enplaning passengers at the airport. Therefore, the overall average
spend rate per enplaning passenger may be higher or lower than the average spend rate per for
only originating/enplaning passengers when connecting passenger spending and non-passenger
spending by meeters and greeters, well-wishers, and employees is taken into account.

One additional factor in determining spend per enplaning passenger is the performance of the
existing concession program. A concession program that is too small, contributing to crowding
in restaurants and shops, or a program that does not meet customer needs will have a lower
spend per enplaning passenger than a successful program.

5.1.4 Space per 1,000 Enplaned Passengers

Space per 1,000 enplaned passengers is a standard metric used for comparing concession space
within and between airports. Figure 5-4 shows the average space per 1,000 enplaned passengers
for a range of enplaned passenger levels. Figure 5-4 also shows the reported space in square feet
for each major concession category. The ratio of concession space to enplaned passengers gen-
erally falls as passenger traffic volumes increase.

Figure 5-5 shows the data provided in Figure 5-4 expressed as a percent of the total available
space for airports within the same ranges of enplaned passengers. As passenger levels increase, the
share of total space devoted to convenience retail decreases, while the share of space devoted to
specialty retail increases. The share of total space devoted to food and beverage is fairly constant,
except for airports with numbers of annual enplaned passengers lower than one million, where
the share of space devoted to food and beverage increases to nearly 75% of all concession space.

An important step in determining the amount of supportable space is forecasting spend rates
per enplaned passenger by concession category—food/beverage, convenience retail, specialty
retail, and duty free. These spend rates are typically forecast using the following:

spending habits, desires, dwell times, etc.
¢ The performance of existing concession units in terms of spend rates per enplaned passenger

and sales per square foot A
e The performance of concessions at airports with terminals of similar size and passenger mix
e The concession planners’ experience in achieving increases in spending rates at other airports

e Customer surveys (passengers, employees, well-wishers, and meeters and greeters) on current '

Copyright National Academy of Sciences. All rights reserved.
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Figure 5-4. Space per 1,000 enplaned passengers by major concession category—2008.
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Figure 5-5. Percentage of space by major concession category—2008.
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5.1.5 Productivity per Square Foot

The productivity, or spend, per square foot is a planning number required to determine sup-
portable space. The productivity factor is the sales per square foot for each concession category
that would provide a reasonable return for both the airport operator and the concessionaire. A
number that is too low will result in too much space. It is important to select a productivity num-
ber that will result in a suitably sized concession program in the planning year. A number that is
too high will result in space requirements that are understated. Of airport operators and conces-
sionaires surveyed for this research project, 70% and 71%, respectively, indicated that they mon-
itor sales per square foot.

As concessions become heavily used, they lose sales at some point because customers see that
the units are congested. Many passengers will not wait in line to make a purchase, particularly if
it is a discretionary purchase.

The specific productivity planning number selected for an airport concession program will be
a function of the following:

e Airport size. Large hub airports will tend to have higher productivity numbers than smaller
airports. The operators of smaller airports tend to make decisions to have a reasonably sized
food and news/gift program that may result in low productivity.

¢ Peaks in passenger traffic. At airports with high daily peaks relative to total daily traffic, low
productivity numbers should be used for planning purposes to avoid overcrowding and lost
sales during peaks.

¢ The ability to provide space. For some renovations of existing terminals, airport operators
need to use high productivity numbers for planning purposes, simply because insufficient
space exists to allow the use of lower numbers.

Figure 5-6 illustrates the average productivity levels per square foot for food and retail for each
airport size category. Average or current productivity may not be appropriate for use in deter-
mining supportable space, as many terminals are undersized relative to current demand.
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Source: Airport Revenue News 2009.

Figure 5-6. Average food and retail productivity by hub size—2008.
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Table 5-3. Recommended range of productivity for planning (sales per square foot).

) Range of Sales per Square Foot
Concession Category :
Non Hub Small Hub Medium Hub Large Hub
Restaurants/food courts (incl. seating) $100 — $200 $400 — $700 $800 — $1,300 | $1,250 — $2,000
Retail $300 — $600 $650 — $1,200 $1,000 — $1,600 | $1,300 — $2,000
Duty free $500 — $1,700 | $2,200 - $3,600

Source: LeighFisher.

The increase in productivity with airport size is not a factor that has been well discussed in the
industry. Using a productivity factor appropriate for a small hub airport at a large hub airport
would not account for the high labor and operating costs and higher investment requirements at
large hub airports. Conversely, use of high productivity numbers appropriate for large hub airports
at smaller airports can result in programs that may be undersized, inefficient, and less productive.

Table 5-3 presents a summary of the range of productivity numbers recommended for use in
planning. The high end of the ranges should be used if the terminal is space constrained. In some
cases, a terminal may be incapable of providing the optimal amount of concession space indi-
cated by the supportable space analysis. The lower end of the ranges is recommended for new
terminals where flexibility is desired.

In selecting a productivity number for planning at smaller airports, some flexibility is required.
For example, a calculation of forecast sales per square foot for a specialty operation at a small
hub airport when combined with a typical productivity number may yield a shop that is unrea-
sonably small. The planner needs to consider either eliminating the shop entirely and including
a retail merchandising unit (cart) instead, or using a lower, yet still reasonable, productivity
number to arrive at a shop footprint that makes sense.

One element that may cause confusion is that the productivity number used for planning may
be lower than the current productivity at the airport. High sales per square foot do not, in them-
selves, indicate a successful concession program. As sales per square foot increase to a level well
beyond recommended levels, spend rates per enplaned passenger and total concession sales will
be lower than they could be with sufficient space as sales may be lost during peak or busy peri-
ods. Figure 5-7 illustrates this point conceptually.

Table 5-4 shows the five large hub airports with the highest sales per square foot among the
25 large hub airports for which data were submitted for the Airport Revenue News Fact Book 2009
(Airport Revenue News 2009). The airport with the highest sales per square foot, Chicago
O’Hare International Airport, ranked 16th overall in passenger spend rate. Hartsfield-Jackson
Atlanta International Airport ranked 3rd in sales per square foot, but 22nd out of the top 25 air-
ports reporting data in sales per enplaned passenger. Both airports are among the most chal-
lenged in terms of providing concession space to meet demand and could undoubtedly produce
higher average sales per enplaned passenger (and revenue per enplaned passenger) if more space
were available for concessions.

5.1.6 Optimum Productivity

The optimum productivity is the highest amount of space consistent with not losing a sale as
a result of congestion. Unfortunately, a mathematical model cannot be used to determine the
perfect number. The optimum productivity varies by airport and by concession type. As traffic
grows, sales can be lost due to congestion during peak periods, when passengers may bypass a

Copyright National Academy of Sciences. All rights reserved.
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Source: “Space Plan for Tom Bradley International Terminal,” unpublished, prepared by LeighFisher, 2010.

Figure 5-7. Effect of congestion on spending per enplaned passenger.

concession rather than wait. At an airport with relatively high daily flight peaks, sales will start
to be lost from congestion effects at a lower average productivity than at an airport that has rel-
atively even traffic throughout the day. This is particularly important at connecting hub airports,
where passengers changing planes may have limited time after locating their departure gates.

When concession space is limited, sales will vary depending on the type of concession. Some
effects of limited concession space on food, convenience, and specialty and duty free concessions

are the following:

e People are more likely to queue for food, so sales at undersized food units may continue to
increase. However, some sales will be lost as the units become more crowded and customers
are turned away. The level of passenger service deteriorates over time.

e At convenience units, people will tolerate some congestion and small queues for payment, but,
in general, these units are more sensitive to undersizing (the optimum productivity point

exceeded) than food or bar units.

e Specialty and duty free products are impulse buys, and if the unit looks to be difficult to nav-
igate because people with towed luggage are in many areas of the unit, or if there is a substan-
tial queue for payment, sales are certainly lost. With high-end merchandise, customer service

expectations may also increase as the amount of the purchase increases.

Table 5-4. Comparison of sales per square foot and sales per enplaned passenger

for selected large hub airports.

. Average sales  Rank among top islﬁznpee(; Rank among
Airport per square foot 25 airports ® P top 25 airports @
passenger
Chicago O'Hare International Airport $ 2,453 1 $ 858 16
Los Angeles International Airport $ 1,817 2 $ 8.93 12
Hartsfield-Jackson Atlanta International Airport $ 1,812 3 $ 755 22
Charlotte Douglas International Airport $ 1,775 4 $ 812 23
Las Vegas McCarran International Airport $ 1,721 5 $ 10.10 5

@ Top 25 large hub airports submitting data for Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Copyright National Academy of Sciences. All rights reserved.
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Table 5-5. Customer propensity to wait, level of service requirements, and range of transaction
values by concession type.
Required Level of Service Indicative
Category Propensity to Wait Low Medium High Range of Transaction Values
Restaurant High v v $12 to $25
Specialty coffee High v $2 to $5
Bar Low v v $7 to $12
Quick-serve High v $5 to $10
Convenience retail Moderate v $1 to $15
Specialty retail Low v v $10 to $100
Duty free
Perfume & cosmetics Low v $30 to $300
Liquor & tobacco Moderate v $20 to $125
Confectionery Moderate v $20 to $75
General merchandise Moderate v $20 to $1,000
Fashion Low v $50 to $5,000
Jewelry and watches Low v $200 to $20,000
Fashion boutiques Very Low vv $100 to $5,000

Source: LeighFisher.

Table 5-5 provides a summary of the propensity of customers to wait and other key decision
factors that affect productivity.

5.1.7 Benchmarking of Concession Space

Once the amount of supportable space has been estimated, it may be useful to benchmark
the estimated space against such space at other airports and contact peer (comparable) air-
ports to discuss their planning standards. At Dallas/Fort Worth International Airport,
for example, a planning standard of 10 square feet per 1,000 enplaned passengers has been
adopted.

In setting planning standards, such factors as the following should be taken into account:

¢ The efficiency of a terminal in terms of concentrating passenger flows

e Exposure to passengers

e The allocation of space pre- and post-security to reflect customer demand

¢ Configuration of the space in terms of frontage and depth preferred by concessionaires
e Passenger/customer characteristics

¢ Clustering of concessions to create desirable retail density

Figure 5-8 provides the concession floor areas per 1,000 enplaned passengers for selected air-
ports and, for comparison, selected international terminals at U.S. airports, and some airports
outside the United States to illustrate the range of concession space provided.

Caution should be exercised when using any airport as a benchmark. Many older termi-
nals are space constrained. Using these terminals or a group of terminals that includes space-
constrained terminals can result in unrealistic numbers. Similarly, concession units at some
airports may be oversized relative to demand because of changes in airline service, an over-
supply of pre-security space, the number of security checkpoints and separate passenger flows,
or other factors. For these reasons, use of a detailed supportable space analysis that indicates
concession space by terminal zone is recommended over a rule of thumb or comparison with
other airports.
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Source: LeighFisher. U.S. airport data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Figure 5-8. Comparison of concession space per 1,000 enplaned passengers for
selected airports and international terminals—2008.

5.1.8 Where Will the Customers Be?

With the amount of supportable space in the terminal determined, the next step is to allocate
this supportable space to the optimum locations. The first step in this allocation process is to deter-
mine where the customers will be in the terminal. Passenger volumes diminish as the distance from
the central core increases and the passenger flow is split to the terminal concourses. The approach
to determining customer locations is to split the terminal into zones. The actual number of zones
depends on the size of the terminal, but a typical subdivision into zones includes the following:

e Landside departures

e Airside core area departures
¢ Airside concourses

e Airside arrivals

e Landside arrivals

Copyright National Academy of Sciences. All rights reserved.
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Table 5-6. Example of determining traffic by zone (annual customers in the planning year).

. Transit Enplaned Deplaned . Meeters and Employees
Terminal Zones Well-wishers

passengers | passengers | passengers greeters (workdays)
Transit lounge 275,000 - - - - -
- 5,500,000 - 1,100,000 - 180,000
Airside core - 5,500,000 - - - 90,000
Departures lounge south - 2,970,000 - - - -
Departures lounge north - 2,035,000 - - - -
Baggage claim - — 5,500,000 - - -
Arrivals lobby - — 5,500,000 - 1,100,000 45,000

Note. Dashed lines indicate no value.

Each concourse would represent one or more zones. Where a terminal has multiple traffic sec-
tors (domestic, international), zones are typically developed for each area within each traffic sec-
tor. Table 5-6 presents an example of how customer volumes are determined by zone.

It is frequently useful to create traffic density diagrams to present the traffic volumes visu-
ally. Figure 5-9 is an example of this type of diagram. The determination of where customers
will be and the visual presentation of this information can prevent a frequent error in conces-
sion planning—the provision of excessive concession space where traffic volumes are low, such
as at the end of concourses.

The forecast supportable space can be determined by multiplying the expected spend rate in
each area of the terminal by the number of potential customers using each area. This produces
an estimate of gross sales by area of the terminal. Dividing these estimated gross sales by the pro-
ductivity factor illustrated in Table 5-3 produces the concession space by category for each zone
of the terminal. Table 5-7 presents space allocations by zone and category based on estimates of
customers in each zone and spend rates in each zone.

At this stage in the concession program development, individual units are not yet sized, but
space by category can be determined within each zone. Table 5-7 is an example of space alloca-
tion to each zone by category. Allocations representing small amounts of space may not be viable.

It may not be possible to provide the optimal amounts of space in each zone of the terminal.
In older terminals, or terminals operating at high levels of passenger activity relative to their

Figure 5-9. Example of traffic density diagram.

Copyright National Academy of Sciences. All rights reserved.
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Table 5-7. Example of concession space allocation by zone and category.

Terminal Area Egsg r:gg Con;/;r;iclence Specialty retail Duty free Services Total
Transit lounge 742 160 — 510 — 1,412
Landside departures 9,616 1,100 - - 63 10,779
Airside core 14,253 5,516 5,113 21,197 402 46,481
South concourse 1,524 917 - 582 - 3,023
North concourse 1,044 628 - 399 - 2,071
Baggage claim — — — - 48 48
Arrivals lobby 2,455 456 - - 47 2,958
Total 29,634 8,777 5,113 22,688 560 66,772

design capacity, providing optimal amounts of concession space may be impossible. Neverthe-
less, performing a supportable space analysis will help concession planners understand the rel-
ative magnitude of the shortfall, identify areas where additional concession space may be viable,
and provide inputs for future terminal planning studies.

5.2 Supportable Concession Units Based
on Traffic Levels

Within the framework of the supportable space, determining the types, numbers, and sizes of
individual concession units is a function of passenger traffic and the practical sizes for conces-
sion units. The scale effect can most easily be understood by considering very small local airports.
Typically, the concession program at these airports consists of a single food outlet and a news-
stand, possibly one with some gift items such as T-shirts. Considering the low traffic levels at very
small airports, specialty retail and service offerings are seldom viable. As traffic levels increase,
thresholds are reached at which multiple food offerings and specialty retail offerings are support-
able. For example, of the small hub airports in the survey conducted for this research project,
70% reported that they had food courts with multiple units. This percentage increased to 87%
for medium hub airports.

At larger airports, multiple convenience retail and food offerings become essential as walking
distances to gates increase. Table 5-8 presents an estimate of the enplaned passenger levels nec-
essary to support various types of concessions. Duty free is an unusual category in that, if the air-
port offers international flights, duty free offerings can be provided by mobile units at very low
traffic levels because of the high margins inherent in duty free sales.

Also of interest is that the Airport Revenue News Fact Book 2009 data appear to show an approx-
imately 10% “cannibalization” or reduction of convenience retail spending where a significant

Table 5-8. Estimated minimum enplaned passenger levels
to support concession units.

Concession Type Enplaned passengers Zztg?eoffez?)n SIS

Specialty Retail Units® 400,000 800-2,000
Three Unit Food Court? 900,000 1,500-2,400
Five Unit Food Court! 1,600,000 1,500-2,400
Multiple News/Gift Units 450,000 800-2,400

1. Excluding retail merchandising units (kiosks).
2. Including seating area.
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Copyright National Academy of Sciences. All rights reserved.
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specialty program has been introduced (Airport Revenue News 2009). This likely reflects com-
petition among concession units as well as a shift in sales of some items in newsstands or
news/gift shops to specialty retail shops. Overall, specialty retail programs add incremental rev-
enue in the retail category.

5.3 Sizing of Concession Units

The dimensions of concession units are often determined by the basic terminal configuration.
In concourses, holdroom depths are usually at least 30 feet, and concessions occupy the same
depth of space between the central corridor and the exterior walls.

In areas such as a large central core space, where the terminal dimensions do not drive con-
cession depths, the preferred approach is to keep retail concessions shallow (25 feet to 30 feet in
depth) and wide. This approach maximizes the passenger’s exposure to the shop. Unlike cus-
tomers at shopping centers, airport customers aren’t at airports to shop, so spontaneous pur-
chases are more important, and these are generated through exposure, which is maximized by
wider shop fronts.

5.4 Location Criteria

The location of the concession program has a dramatic effect on sales and customer satisfac-
tion. Location issues consist of the following:

¢ Pre-security versus post-security split

e Concentration into concession zones versus dispersion

e Contiguous concession spaces versus interruption of concessions
¢ Flow-past versus flow-through concession areas

e Departures level versus mezzanine level concessions

Each of these criteria is discussed in the sections that follow.

5.4.1 Pre-Security versus Post-Security Split

With implementation of passenger security screening, the location of the concession offerings
became an important issue because of the following:

¢ Almost the entire concession program at many older terminals was in areas that became
pre-security.

e With ever-more-stringent screening processes, the percentage of passengers who return to
pre-security areas after screening continues to decrease.

e Well-wishers are not permitted airside and, because of both security and processing capacity
issues, are unlikely to be permitted post-security in the future.

e Dwell times have increased post-security and decreased pre-security.

Although queue times for security processing have typically improved since the security
inspection changes were implemented in response to the attacks of September 11, 2001, the
uncertainties regarding queuing time still mean that, for most passengers, anxiety remains high
until they have passed through the screening checkpoint. Passenger surveys indicate that dwell
times are often longer than estimated by airport management and that passengers are anxious
to clear security. The uncertainty of queuing and processing times at the security screening
checkpoint means that passengers’ propensity to use concessions is much lower pre-security than
post-security.
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Table 5-9. Percentage of concession space and
concession sales pre- and post-security.

Concession Percent of Concession | Percent of Concession
Location Space Sales
Pre-Security 31% 24%
Post-Security 69% 76%

Source: LeighFisher using data from the airport surveys conducted for
ACRP Project 01-11.

While passenger attitudes are difficult to survey, many surveys capture passenger responses to
their dwell times pre-security and post-security; the evidence indicates that passengers typically
migrate to the post-security area as soon as they can. Passenger surveys at 10 airports that
included dwell time questions indicated a range of total dwell times between 83 minutes and
165 minutes (average of 109 minutes), of which an average of 60% was spent post-security. For
these airports, passengers finished all processing except boarding and had more than an hour to
spend post-security on average.

Ata few airports, passengers may arrive early due to tour group movements, early hotel check-
out times, or cruise ship schedules. Airline ticket counters may not be open or airlines may not
be able to accept checked baggage several hours before departure time. At international termi-
nals, small airlines may not be open for early check-in. This may require some passengers to
remain in pre-security areas and may increase demand for pre-security concessions.

In the current more stringent security environment, many airport operators have been relo-
cating the majority of their concessions post-security as terminals are modified or expanded.
Table 5-9 summarizes the percentage of concession space and sales located pre-security and post-
security for the airports surveyed for this research project.

Among the airports surveyed, post-security concession space is 43% more productive than
pre-security concession space in terms of sales per square foot.

The airport concession managers surveyed for this research project indicated that they would
prefer more of their concessions to be located post-security, as indicated in Table 5-10. The fact
that the current and recommended percentages of concession programs located post-security
increases with airport size is consistent with the increase in importance of retail as airports
increase in size, and the fact that retail tends to be an impulse purchase that requires the passen-
ger to have time and the appropriate frame of mind.

As indicated in Table 5-10, for the surveyed airports, the suggested post-security percent-
ages of the total concession program are significantly higher than the post-security percentages

Table 5-10. Current and suggested post-security
allocation of concessions by airport size category.

Airport Category PercentTIZ%:-/Security PerceSnLtj;goesstt-eS:curity
Small Hub 56% 68%
Medium Hub 69% 79%
Large Hub 76% 85%

Source: LeighFisher using data from the airport surveys conducted for ACRP

Project 01-11.

Copyright National Academy of Sciences. All rights reserved.
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currently found at many airports. Many older terminals were constructed before passenger
screening procedures were expanded and simply lack the space post-security to accommodate
a large concessions program.

Typically, as new terminals are built or major expansions are undertaken, the concession pro-
gram is substantially shifted to post-security locations. The operator of Manchester Airport in
the United Kingdom, as an extreme example, has implemented a 100% post-security program
on the departures level, with the only pre-security concession units on the arrivals level. Most
airport operators, however, want to retain some departures level pre-security concession facili-
ties, primarily to provide the opportunity for passengers to spend time (and money) with their
well-wishers. Pre-security units tend to be predominantly food and convenience retail.

Examples of airports with very large pre-security concession programs do exist, but in these
examples, such as Amsterdam Airport Schiphol, the airport terminal also serves as a commuter
hub for locals transiting from the airport neighborhood to the city core. Not many airports share
this characteristic.

Terminal 4 at Phoenix Sky Harbor International Airport has a sizable pre-security concession
program consisting of approximately 38,000 square feet of leased space. According to the air-
port’s concession manager, the pre-security program was developed because (1) the volume of
departing passengers using the terminal is triple what was originally planned and (2) the amount
of concession space post-security is very limited and cannot be expanded. The pre-security con-
cession program helps satisfy some of the demand that cannot be accommodated by the post-
security concessions and, by meeting some of the demand of originating passengers, frees
capacity for use by connecting passengers, particularly during traffic peaks.

Another example of a large pre-security concession program is the privately developed Ter-
minal 4 at John F. Kennedy International Airport, which has a large central pre-security conces-
sions hall. Although the program is successful, the terminal owner plans to relocate the main
security checkpoint so that the concessions area will be post-security and anticipates increased
spend rates as a result.

5.4.2 Concentration into Concession Zones versus Dispersion

In older terminals, concession programs, particularly post-security concessions, often appeared
to be fit into available space, resulting in a scattered program. As the focus on commercial revenues
and passenger services has increased, there has been a move toward creating concession zones with
a concentration of concessions, décor, and floor treatment that differentiate these zones from other
areas of the terminal.

In developing a concession program, the following should be taken into consideration:

¢ Convenience and location of the proposed concession program. One of the most important
success factors in retailing is convenience. Clearly, the location of concessions within the ter-
minal is crucial.

¢ Locations within passenger flows. Fundamental to designing a successful concession pro-
gram is ensuring that units are positioned along natural passenger flow paths.

¢ Centralization. Passengers prefer airport commercial retail facilities that are convenient, con-
centrated, and well positioned. In fact, a concentrated, well-placed, central concession area
will greatly influence the economic viability of the terminal’s concessionaires. Shops give life
to each other. Therefore, it is important that the locations are well considered and that the
right shops are placed in the right clusters, creating a critical mass of outlets forming a “retail
street.” Concentration, also referred to as retail density, is important, as experience has shown
that retailers will perform best when commercial concessions are highly visible, placed in the

Copyright National Academy of Sciences. All rights reserved.
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direct flow of high traffic areas, and clustered together to form a critical mass in complemen-
tary adjacencies.

e Visibility. A prominently visible location for the majority of the concession program, typi-
cally immediately post-security, augmented by signage, flooring, and lighting treatments that
clearly differentiate a shopping and dining zone, will increase the performance of the conces-
sion program.

e Service. In larger airports, where walking distances are long, food and news units should be
located beyond the clustered concession zones. Typically, a distance of every four gates on a
concourse with aircraft parked on only one side or every two gates where aircraft are parked
on both sides of a concourse should be considered for food and news services, even if they are
small and offer limited selection.

5.4.3 Contiguous Concession Spaces versus Interruption
of Concessions

For maximum effect, a contiguous format for the concession program is recommended, with (
minimal interruptions to the physical flow of concessions created by operational features such
as corridors, fire hoses, blank walls, utility rooms, columns, and restrooms. The benefits of cre- L

ating a “sense of place,” design theme, and effective signage are enhanced by minimizing inter-
ruptions to the visual and physical flow of the commercial retail area.

5.4.4 Flow-Past versus Walk-Through Concession Areas

“Walk-through” concession areas as a strategy bring the product offering more directly to the
traveler. Walk-through concession areas encourage the maximum number of passengers to buy @
something. Walk-through concessions versus flow-past concessions instantly increase passen-
ger flows, and, the higher the passenger flows, the greater the opportunity to convert passengers
into buyers (the capture rate) and the greater the opportunity to raise average spend per passen-
ger and average transaction spend. There is always some tension between a complete, walk-
through shopping and dining experience and the operational concerns of the airport operator.
Figure 5-10 shows a walk-through concessions area, with security inspection indicated by the
arrow. Once passengers have passed through the security checkpoint, they follow a serpentine

Source: BAA.

Figure 5-10. Example of flow-through concessions
(London Heathrow Airport Terminal 3).

Copyright National Academy of Sciences. All rights reserved.
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walkway through the large open-plan duty free space (indicated by the dotted line) leading to
the common departure lounges and seating areas. Other retail and food and beverage spaces are
clustered around the common seating areas, where passengers remain until their departure gate
is posted, about 1 hour before departure.

Walk-through concession areas are increasingly prominent at major airports outside the United
States where concession revenues, particularly retail, are major sources of revenue. Walk-through
concessions also require an accommodating terminal layout and large, concentrated passenger flows.

5.4.5 Departures Level versus Mezzanine Level Concessions

It is conventional wisdom that concessions should be on the enplaning level along major pas-
senger flows and that placing concessions on a mezzanine level, as is common in Europe and
Asia, will not work in the United States. Mezzanine level concessions at airports can be success-
ful in certain circumstances with careful planning, as demonstrated at two major U.S. airports,
Denver International Airport and Hartsfield-Jackson Atlanta International Airport, and at Calgary
International Airport in Alberta, Canada. The mezzanine level concessions at these airports are pre-
dominantly food and beverage concessions—mostly casual dining restaurants seeking to attract
passengers with longer dwell times, such as early-arriving originating passengers and connecting
passengers with longer connect times.

At the Atlanta and Calgary airports, the mezzanine concessions are all casual dining units or
food courts. At the Denver airport (see Figure 5-11), the mezzanine on the busiest concourse
also includes some specialty retail shops that take advantage of the foot traffic from the mezza-
nine food/beverage concessions. These include two large casual dining units, a large smoking
lounge with a bar, specialty coffee, ice cream, and a smoothie unit.

Successful mezzanine programs share common characteristics, including the following:

e Strong passenger demand that cannot be satisfied with the concession space on the departures
level alone

¢ Placement of concessions in high-traffic areas at the center of the concourse, where the con-
centration of passengers is greatest (for most airports, the equivalent would be the area imme-
diately post-security)

e Visible pairs of escalators offering easy access to and from the mezzanine level, which reduces
the passenger’s perceived risk of venturing off the departures level

Figure 5-11. Mezzanine concessions (Concourse B,
Denver International Airport).
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e Strong destination restaurant brands to help attract foot traffic
¢ Good visual access from the departures level to the concessions on the mezzanine level, with
prominent signage

While mezzanine level concession development may be viable in some busy terminals where
concession space demand is high, such development should be approached cautiously.

5.4.6 Appropriate Spaces
In developing appropriate locations for concessions, the following should also be considered:

e Restaurants and food court seating should be at the windows as much as possible to take
advantage of natural light and airfield views.

e Kitchens should be in spaces with single-story ceiling heights. Ventilation in kitchens can be a
significant issue—in many jurisdictions, lateral ventilation to an outside wall is not permissible.

e Iflocations are suitable, food units should have soft transitions into the holdroom areas.

e Duty free and specialty shops tend to be more successful when not located along an exterior
open window wall, which reduces display areas.

e Specialty shops, convenience retail, and duty free boutiques function best if they are in spaces
with conventional ceiling heights. High spaces work well for some food seating and can work
for duty free general operations.

e Service corridors should be considered when locating kitchens and high-volume duty free
operations (liquor, tobacco). This keeps deliveries, garbage, and trash out of sight of passen-
gers and avoids soiling carpets and public spaces.

5.5 Adjacencies

Many concessions work better together. As a simple example, the creation of shopping oppor-
tunities immediately across a corridor from food court seating enables customers to see the shop-
ping area while they are dining and enables family members to shop and return to the food court.
Figure 5-12 illustrates adjacencies that can contribute to a successful concession program.

smo|4 Jabuassed Bunuedaq

Arriving Passenger Flows

Source: LeighFisher.

Figure 5-12. Recommended concession
adjacencies.

Copyright National Academy of Sciences. All rights reserved.
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As a general rule, clustering concessions together increases exposure for all concessions, has
greater pulling power, and creates a concession zone where all tenants benefit from proximity.
Clustering concessions produces better overall performance compared with having concessions
isolated along passenger flows.

Other commonly used adjacencies include locating newsstands and specialty coffee units adja-
cent to one another; grouping specialty retail together, often with a convenience retail to increase
exposure and take advantage of the foot traffic created by convenience retail; taking advantage
of traffic created by restrooms to increase exposure to passengers; and clustering quick-serve
units together in food courts, which creates more of a destination and allows members of a trav-
eling party to stay together while using different concessions.

5.6 International Terminals

The locations of concessions will differ in an international terminal where high-value conces-
sions, such as duty free, should take precedence. The location, sizing, and configuration of the
duty free concession need to be well planned to maximize sales. The following should be taken
into consideration in planning for duty free concessions:

¢ According to a major international duty free concessionaire, experience at airports outside the
United States has shown that a cash and carry duty free approach can achieve as much as 20%
more sales compared to a gate delivery approach. Countries that permit cash and carry of duty
free goods typically require that all passengers leaving the departures level of the international
areas of the terminal either board an international flight or exit though the Immigration and
Customs area. No return past security on the departures level is permitted.

e In the United States, gate delivery is the prevalent mode of operation for duty free conces-
sionaires; however, cash and carry may be permitted with approval from local and district
Customs officials in locations where the purchased goods are restricted to secure concourses
with no domestic activity. Duty free concessionaires at San Francisco International Airport
and Los Angeles International Airport are permitted to operate on a cash and carry basis at
the discretion of Customs authorities when there are no domestic passengers present. Cash
and carry is a win-win proposition for the customer (who has the peace of mind that he/she
can take high-value purchases onboard the aircraft), for the concessionaire (which has addi-
tional time to make sales as well as reduced operating costs and higher sales); and for the air-
port operator (which achieves both improved revenues and improved customer service).

e Duty free is a draw for many international passengers. For passengers from countries other
than the United States, duty free is often considered an opportunity to purchase highly taxed
luxury items (cigarettes, liquor, jewelry, and fragrances), and these passengers are highly moti-
vated to seek out duty free. This creates the opportunity to use duty free as the “anchor store”
in a concession zone.

e Duty free is a mixture of luxury products (which are typically presented in a well-designed
environment) and high-volume goods (which require a different environment). A “store in
store” approach allows the store design and lighting to reflect the very different product lines
offered. International terminals with high traffic levels and spend rates can support a variety
of duty free items. It may be advantageous to separate the luxury goods (fragrances, luxury
accessories, and jewelry) from liquor and tobacco.

e Where there is volume to support them, branded duty free boutiques can be provided sepa-
rately from a duty free “general store.” As with boutiques on a luxury shopping street, duty
free boutiques allow for a very high level of customer service consistent with the brand’s stan-
dards and customer expectations.

Foreign currency exchange booths are also common in international terminals. Depending
on passenger traffic levels and the concentration of passenger flows, foreign currency exchange

Copyright National Academy of Sciences. All rights reserved.
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booths may be located in pre-security departures areas, in post-security departures areas, and in
arrivals areas outside of the Federal Inspection Facility (FIS) facility. Outside of the United States,
currency exchange booths are often located within the Customs baggage claim area or inside the
exits from the Customs area. These locations provide a quieter, more secure environment com-
pared with the typical international arrivals area.

Certain services, such as secure baggage storage, are also more common in international ter-
minals. Food and beverage, convenience retail, and specialty retail concessions in international
terminals are planned similarly to the way they are planned in domestic terminals, although the
spend rates in international terminals are likely to drive higher amounts of supportable space.

5.7 Wayfinding and Concession Signage

Effective concession signage and information programs can reduce confusion and increase
sales. The objectives of concession signage are the following:

¢ Inform passengers pre-security of the concessions they will find post-security and the conces-
sion locations

e Communicate brands to passengers as they walk past or through concession areas

¢ Communicate product or service information for unbranded concession units

e Create an interest in shopping or dining at the concessions

¢ Avoid interfering with basic passenger information regarding gates, washrooms, etc.

¢ Add color and vibrancy to the terminal

e Inform arriving visitors of the concession opportunities they will find when they depart from
the airport at the end of their trips

Various concession signage programs are used at airports today, ranging in effectiveness from
very poor to excellent. Some constraints that contribute to poor programs include basic termi-
nal designs that use soffits or store caps to house ductwork for ventilation and air handling, often
reducing ceiling heights and the area available for concession signage; restrictive terminal archi-
tecture controls on signage locations, sizes, colors, etc.; and low ceilings in older concourses.

In new terminals or extensive modernizations, it may be possible to reduce or eliminate these
limitations.

Modern, effective programs include blade signs, 3-D signs, and key signage (e.g., directories)
to guide the customers. Blade signs are particularly effective in post-security areas. The passen-
gers are moving quickly and seeking information on their departure gates. An effective blade sign
presents nearly instantaneous information on brand and product. An example of blade signs is
provided in Figure 5-13. 3-D signage is also very effective in communicating concession infor-
mation. Importantly, it can also be used to add color and drama, improve visibility, and com-
municate that an area of the terminal functions as a commercial zone (see Figure 5-14).
Concession directories are important at key decision locations such as pre-security to provide
information on concessions both pre-security and post-security and immediately post-security,
near the passenger security screening checkpoint, to provide information on locations, types,
brands, etc., in each concourse or gate area. An example of a concession directory is shown in
Figure 5-15.

5.8 Return on Airport Investments in Concession Space

Concession space typically yields airport revenues well in excess of the annualized capital and
operating and maintenance (O&M) costs of the floor space; therefore, even if extra concession
space is provided, the airport revenues would be expected to exceed the cost of providing the space.

V\J
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Figure 5-13. Example of blade sign (San Francisco
International Airport, Terminal 2).

Importantly, except at the productivity levels of nonhub airports, even the low end of typical
productivity ranges typically provides a revenue stream to the airport enterprise that will exceed
the costs of constructing and maintaining the floor space. Table 5-11 presents an example of a
financial analysis showing the internal rates of return (IRRs) for analysis of various combina-
tions of expected sales per square foot, percentage rent, capital costs for terminal space, and oper-
ating and maintenance expense. This type of analysis should be customized for the expected
sales, costs, and rent structure of each airport. In this example, low productivity from food and
beverage spaces and low percentage rent would produce low returns, with an exceptionally long
payback period and a low IRR. Other concession categories achieve reasonable paybacks and
internal rates of return. This suggests that there is an oversupply of food and beverage space that
will not be profitable at an average productivity of $500 per square foot.

Source: AirMall® USA.

Figure 5-14. 3-D concession signage (Baltimore/
Washington Thurgood Marshall International Airport).
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Figure 5-15. Concession directory (Washington
Dulles International Airport).

Developing the Concession Space Plan

Table 5-11. Internal rate of return for various combinations of productivity,
rent percent, and terminal capital and operating and maintenance costs.
i 0,
Productivity | Percentage Annug lized Payback @ 5.5% IRR
Category ($/SF) Rent Rent ($/SF) Capital & Real Interest (real)
Operating Costs (Years)
Food
High $1,200 12% $144 $85 8.0 14%
Low $500 9% $45 $49 27.0 1%
Retail
High $1,600 17% $272 $85 35 32%
Low $900 10% $90 $49 6.0 18%
Duty Free
High $1,600 28% $448 $85 1.9 55%
Low $900 15% $135 $49 35 32%

IRR = Internal rate of return
SF = Square foot

Source: LeighFisher.

Copyright National Academy of Sciences. All rights reserved.
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5.8.1 Impediments to Adding Concession Capacity

With a relatively high rate of return on investment in needed concession space, what prevents
airport operators from expanding concessions? Impediments typically include the following:

¢ Older terminals with very limited post-security space

e Narrow concourses

e Long concession agreement terms

¢ Dry concourses, without the utilities to support kitchen operations
e Failure to make the business case for expansion to the users

Typically, concession space is expanded as part of a broader terminal expansion program
designed to add overall terminal capacity, where the scale is sufficiently large so as to bring the
unit square footage costs down to affordable levels.

5.8.2 Strategies for Space-Limited Terminals

There are alternatives for space-limited terminals that can improve the concession program,
including retail merchandising units, wall hugger concession units, in-holdroom concessions,
pop-outs between gates, relocation of other activities, and automated retail machines, all of
which are discussed below.

Retail Merchandising Units

One approach to specialty retail units is the use of retail merchandising units (RMUs or kiosks),
which are self-contained, relatively low-cost, and small footprint units that can be used to pro-
vide concessions in space-limited terminals, to add specialty concepts to serve lower traffic levels,
or to add new concepts to an existing specialty program. These units range in size from 30 square
feet to 100 square feet and can fit in locations unsuitable for larger units. The operators of some
airports with wide concourses have installed RMUs down the center of the concourse.

Wall Hugger Concession Units

There is such demand for concession units to fit into very shallow spaces, particularly on con-
courses, that many news/gift, food, and specialty concessionaires have developed units specifi-
cally designed for very shallow spaces. These units often provide a wide frontage to present the
product, but occupy a depth of less than 4 feet.

In-Holdroom Concessions

Small units can be installed directly into holdroom space, subject to airline approval. These
units include coffee bars, fast food units, and bars (subject to state licensing regulations). The
placement of concession units directly in holdrooms typically requires consideration of the effects
on janitorial cycles and carpeting in the area.

Exterior Pop-Outs between Gates

As a general rule, the cost of creating or enlarging terminals for concessions alone is pro-
hibitive. Adding space solely for concessions, say, by building space onto a concourse, is expen-
sive because it requires two (or three) levels of building, and the construction must take place
in the secure air operations area, where building is expensive. Seldom will the net concession
revenues offset the full cost of constructing incremental concession space. There are examples,
however, where a business case has been made that the return on investment is sufficient to
justify the expenditure, and, if the terminal design is conducive to building out between gates,
a business case should be analyzed if the need for additional concession space exists.

Copyright National Academy of Sciences. All rights reserved.
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Relocation of Other Activities

Departures level space, particularly post-security, is valuable space with many demands. It
may be possible to increase concession space by relocating other activities, for instance:

e To provide additional post-security concession space, security at Chicago O’Hare Inter-
national Airport’s Terminal 5 is being modified and relocated under a long-term concession
agreement.

e Airline lounges are low-rent space compared to concessions and often function more effec- '
tively on a mezzanine level. Relocating lounges off the departures level can free up space for '
concessions. L

¢ There may be other functions not directly related to passenger services, such as station man-
agers’ offices or airline crew check-in lounges, on the departures level that can be relocated to
other levels.

Automated Retail

In recent years, the use of automated retail machines has increased. These machines com-
bine mechanical vending with touch-screen technology that provides detailed customer infor- @
mation and transaction processing. These units require only 28 square feet and a standard
110 volt power outlet and can offer a range of convenience merchandise or a range of branded mer-
chandise, such as cosmetics or electronics, as shown in Figure 5-16. With sharply reduced labor

Source: Zoom Systems, Inc.

Figure 5-16. Branded automated retail.

Copyright National Academy of Sciences. All rights reserved.
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costs and secure inventory control, these machines can operate in lower-traffic areas, operate
24 hours per day, extend the range of merchandise offered, and provide incremental revenues
without capital investment on the part of the airport operator. Machines can also be easily
relocated, requiring shorter lease terms and no buyout requirement if the space is needed for
other purposes.

While most often used for specialty retail, these machines can also fill other needs. For exam-
ple, at San Francisco International Airport, these sophisticated vending machines have been
installed outside of the international arrivals area, where they offer travel necessities and personal
care items as a service to passengers arriving on late night and early morning flights.
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CHAPTER 6

The Concession Mix

Developing the concession plan is a multistep process. Each step is necessary to maximize pro-
gram impact and performance. Once the sales forecasts, the space productivity goals (sales per
square foot) and the amount of commercially supportable space have been determined and the
locations of the concession areas (space plan) have been determined, the specific uses of these con-
cession areas must then be defined as accurately as possible. This chapter discusses the following:

¢ Achieving the right overall balance

e Program differentiation and creating a sense of place
e Concession theming

e Branded concessions

e The concession mix by category

6.1 Achieving the Right Overall Balance

In developing the concession program for a particular airport, all of the previously defined com-
ponents of the concession plan must be taken into account, including the concession types best
suited to the airport and the proposed configuration of the concession space, both pre-security
(landside) and post-security (airside). The airport’s passenger and customer profiles (see Chap-
ter 4), as well as their preferences in terms of wants and needs, are major inputs to defining the
concession mix.

Factors such as customer income; potential levels of service; local/regional flavor and theming;
incorporation oflocal, regional, and national brands; and customer preferences may also be con-
sidered in the definition of concession concepts. An effective concession plan requires balancing
a number of factors:

¢ The relative importance of the pre-security and post-security components of the concession
program

¢ The relative importance of each concession category in the concession program

¢ The relative importance of concept types within the concession mix for each of the proposed
concession categories

¢ The relative importance of branded versus generic concessions within the proposed mix

e The relative importance of national, regional, and local brands within the proposed mix

¢ The incorporation of recent trends in the concession program

¢ The judicious use of differentiating elements to create a sense of place

¢ The relative importance of revenue return and customer service

Table 6-1 shows an example of a food and beverage concession mix definition matrix recently
used in preparing an airport concession plan at a medium hub airport. The same type of matrix
is used for other concession categories.
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Table 6-1. Example concept evaluation matrix used to define a concession mix.
: . Consumer Preference
. Revenue Level of Local Regional National
Type of Service and Food ) . (from passenger
Potential Service  Appeal Appeal Appeal
surveys)
TYPE OF SERVICE [ 1)
Fast Food/Food Court $$$ (1) [ [ (1] (11)
Cafeteria (self-service) $ [ [ ]
Café (limited service restaurant) $$3 [ 1) [ [ (1]
Casual Dining Restaurant $$ (XX [ [ (1] (1]
Cocktail Lounge, Bar, Pub $$3 [ ) [ [ (1)
Specialty Food Kiosk or Cart $ [ [ [ [
TYPE OF FOOD
Pizza $ [ X (11)
Juice/Fruit $ [ ) (11
Specialty Coffee/Tea $$$ (1) (1) (1) (11 (11
Salads $ (1) (1]
Ice Cream/Frozen Yogurt $ [ 1) (1]
Hamburgers $$ (1) (11) (1]
Deli Sandwiches $ [ 1) [ [ (11) (1]
Chicken $$ (1) [ [ (1]
Health Food $ (1) [
Fish & Chips $ (1) [
Bakery $ (1) (1) (1) [
Italian $$ [ ) [
Steak/Ribs $$ [ 1) °
Chinese $ (1) (1) (1) °
Soup $ (1) [ [ ®
Seafood $$ (1) ° o °
Coffee/Donuts $$ [ (XX °
Pretzels/Popcorn $ [ (1) () ®
Other Asian $ [ (L) (L) ®
[ Low $
®® Medium $$
®00 High $$$

Source: LeighFisher.

In this matrix, each potential concept is evaluated for each of the selection criteria shown
across the top of the table’s columns. The income potential for the airport and the customer pref-
erences as derived from a customer intercept survey are the primary factors in concept selection.
Other factors are usually secondary. As part of the assessment of the types of services being con-
sidered, local appeal, regional appeal, and national appeal are considered.

Table 6-2 depicts an example of customer market segment preferences for different types of
food and beverage concepts and levels of service. Customer preference surveys are one of the
tools most often used in selecting the appropriate airport concession concepts and mix.

The judicious use of these planning tools, along with the space-planning criteria described in
Chapter 5, enable the concession manager to define a specific and optimal concession mix for
the airport. Table 6-3 illustrates a hypothetical example of a concession mix developed for spe-
cific areas of an airport.

When developing the concession mix, the theoretical amount of supportable space must be
adapted to the available concession space within the terminal. It is unusual for available conces-
sion space in all areas of the terminal to accommodate the full complement of commercially sup-
portable space. Nevertheless, understanding the differences between supportable and available

Copyright National Academy of Sciences. All rights reserved.
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Table 6-2. Food and beverage service preferences of surveyed customer
market segments.

Well wishers and
Passengers Employees

Type of product ) %) meeters/greeters
(%)

Types of food & beverage services

Fast food/food court 23 23 40
Cocktail bar, lounge, pub 19 14 23
Full (table) service restaurant 18 14 32
Cafe (limited service restaurant) 12 16 28
Cafeteria (self service) 9 14 18
Specialty food served at kiosk or cart 4 9 8
Types of food

Juice/fruit 45 28 41
Pizza 44 21 39
Coffee/donuts 44 16 57
Specialty coffee (espresso, cappuccino, etc.) 39 19 27
Salads 35 33 36
Health food 33 23 25
Hamburgers/hot dogs 32 14 28
Deli sandwiches 30 21 28
Italian food/pasta 30 9 14
Chinese 24 7 16
Seafood 21 12 14
Ice cream/frozen yogurt 20 26 27
Baked goods/pastry 18 19 26
Steak/chop house 15 12 19
Chicken 14 12 20
Soup 13 9 19
Fish and chips 10 5 10
Pretzels and popcorn 10 7 19

Source: From 2004 LeighFisher survey.

concession space allows for better decision-making and forces concession managers to evaluate
tradeoffs in the use of space. For example, where space is limited, food and beverage concepts
that allow faster throughput or that encourage sales of products that can be consumed in hold-
rooms or aboard the aircraft can make limited space more efficient than, for example, a sitdown
restaurant with lower seating densities and longer service times. Understanding the supply of
space compared with the demand for space can help the concession planner determine more effi-
cient uses of available space and offset some of the potential opportunity for loss of sales and rev-
enue resulting from lack of capacity.

6.2 Program Differentiation and
Creating a Sense of Place

In the not-so-distant past, and especially in the United States, airports have been criticized for
looking alike. In fact, some brands were so ubiquitous that they became identified by consumers
as being “airport brands.” More recently, regional and local brands have been added to airport
concession programs, which can help concession managers create a sense of place and differen-
tiate their programs from those at other airports.

Theming (i.e., incorporating local elements into the overall concession program design) can also
create a sense of place that differentiates one airport from another. Whether a new terminal is being

Copyright National Academy of Sciences. All rights reserved.
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Table 6-3. Example concession mix.

Nl:Jr:It:er Zone Areﬁa; (sq Suggested concept Comments/Potential Brands
F2 Arrivals - North 500 Specialty coffee News/gift operated by specialist
C1 Arrivals - South 500 News kiosk Convenience retail kiosk near exit from security
F1 Arrivals - South 500 Specialty coffee Subway, Quizno's, Heidi's, Charley's, other
c2 Central Landside Area 1,750 Newsstand News/gift operated by specialist
F3 Central Landside Area 850 Specialty coffee/bakery Starbucks, Peet's, SBC, Caribou, local brand, other
F4 Central Landside Area 850 Deli Subway, Quizno's,
S1 Central Landside Area 100 ATM Local bank; location to be determined
S2 Central Landside Area 400 Currency exchange Kiosk; specialist forex operator
C3 Central Airside Departures Core 1,600 News/books News/books operated by specialist
D1 Central Airside Departures Core 1,500 Duty free Full range of duty free merchandise
F5 Central Airside Departures Core 3,000 Casual dining with bar Chili's, TGI Friday's, Harvey's (local),
F6 Central Airside Departures Core 650 Specialty coffee Starbucks, Peet's, SBC, Caribou, local brand, other
R1 Central Airside Departures Core 800 Specialty retail Travel accessories or gadgets
R2 Central Airside Departures Core 500 Jewelry Jewelry kiosk
R3 Central Airside Departures Core 900 Specialty retail Fashion, designer clothing
R4 Central Airside Departures Core 600 Specialty retail Bluwire, InMotion, Airport Wireless
S3 Central Airside Departures Core 250 Shoeshine Local
C4 Concourse A Departures 1,450 Newsstand Newsstand operated by specialist
F10 Concourse A Departures 700 Specialty coffee Specialty coffee or coffee bakery, donuts, bagels, other
F7 Concourse A Departures 3,950 Food court with seating Three quick-serve concepts; Mexican, burgers, sandwich, pizza/pasta, other
F8 Concourse A Departures 1,500 Bar Concourse bar with limited food menu
R3 Concourse A Departures 1,000 Spa XpresSpa, Be Relax, d-parture, Absolute, others
S4 Concourse A Departures 100 ATM Local bank; location to be determined
C5 Concourse B Departures 1,450 Newsstand Full range of duty free merchandise
F12 Concourse B Departures 1,500 Bar News/books operated by specialist
F11 Concourse B Departures 700 Specialty coffee Specialty coffee or coffee bakery, donuts, bagels, other
F9 Concourse B Departures 3,950 Food court with seating Three quick-serve concepts; deli sandwich, sushi, others
R7 Concourse B Departures 750 Specialty retail Various; open to propose?
S5 Concourse B Departures 100 ATM Local bank; location to be determined

designed or an existing building is being renovated, these issues are best resolved at the planning
and design phases in partnership with the terminal architect or with a specialist retail architect. The
concession program design may differ from the other architectural rendering of the terminal build-
ing. However, this differentiation must be compatible with the general terminal environment.
Detailed concession design standards are an important tool in creating an overall concession theme
that complements the terminal, captures a sense of the local community, and provides a common
palette for the design of individual concession units in a way that is unique while consistent with
the overall concession theme. Additional information on concession design and construction can
be found in Chapter 12.

6.3 Concession Theming

Theming contributes to the differentiation of an airport’s concession program and to a sense
of place. Use of a theme can also contribute to differentiating the commercial areas of the termi-
nal building from other public and airline areas. While allowing for some differentiation, the
design of the commercial areas should be compatible with the general design of the terminal
building.

Figure 6-1 shows how a theme has been used to create a very local/regional sense of place at Van-
couver International Airport. Local materials, architectural styles, a color palette derived from the
Pacific Northwest, and native cultural icons such as totems and lodges are used to create a strong

Copyright National Academy of Sciences. All rights reserved.
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Figure 6-1. Concession design (Vancouver International Airport).

sense of place and a unique passenger experience. This sense of place is incorporated into the con-
cession design.

Figure 6-2 shows how a theme has been used at an airport in Barbados to create a sense of
place. Barbados is known for the chattel houses used by agricultural workers in the past. This
theme has been used judiciously in the design of the concession space to create an environment
that reflects both local design themes and the island’s cultural history.

Chicago Midway International Airport also represents a good example of the use of material
to create a sense of place, in this case an urban environment featuring traditional masonry and
building canopies typical of the Windy City, as shown in Figure 6-3.

6.4 Branded Concessions

There is a consensus among the operators of airports that branding contributes significantly to
the performance of a concession program. National brands are important for any airport, while

Figure 6-2. Examples of concession program theming at a Caribbean airport.

The Concession Mix
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Figure 6-3. Urban design for concessions (Chicago
Midway International Airport).

regional and local brands may be more important at airports with a larger domestic passenger base.
A main issue is the definition of what is considered a local brand or a regional brand, which may
be determined on an airport-by-airport basis.

The preferences of the airport’s customers in terms of branding can also be determined through
the survey process. Figure 6-4 illustrates the results of a passenger survey of types of food service
brands. This bar chart illustrates that almost 50% of passengers prefer a food program that includes
a good assortment of national and local brands. With respect to the airport employee market, 60%
prefer a concession program with a national and local assortment of brands. Of meeters/greeters
and well-wishers, 42% also prefer this type of program. Passenger interviews and focus groups have
noted that brands represent known quantities and safe choices that reduce the risk of a bad expe-
rience and provide a product of known (although not necessarily high) quality.

70% A
60% B Passengers
60% -
Employees
49% W Meeters/greeters/well wishers
50% A 2
42%
40% A
35% 34%
30% -
0/ -
20% 15%
12%
10%
10% A I
0% - T T
National and local Mainly national Mainly regional/local Brand not important

Source: From 2004 LeighFisher survey.

Figure 6-4. Branding preferences in one airport survey.

Copyright National Academy of Sciences. All rights reserved.
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Local or regional brands are often added to create an atmosphere that reflects the airport locale,
i.e., sense of place. National brands have flourished in airports because they generally provide
familiarity and consistency in product to customers. International brands that are offered at
some airports often provide an upscale image and more exclusive product offerings suited to
airport customers.

6.5 Food and Beverage Concession Category

The food and beverage category of airport concessions includes restaurants and bars; quick-serve
units, including fast food; specialty coffee; bar/lounges; and traditional snack bars. A concession
plan may include some or all of the following food and beverage concepts:

¢ Casual dining/table service restaurant with bar, a full-service or modified table service
(where food is ordered at a counter and then served to the customer at the table) restaurant
offering hot meals and full bar service.

¢ Quick-serve/fast food, including fast food prepared in advance and/or food made to order,
served over the counter, operated as a stand-alone unit or within a food court, and often with
a grab-and-go component.

¢ Cocktail lounge/bar, primarily offering alcoholic and non-alcoholic beverages with a limited
food menu.

e Specialty coffee, serving premium brewed coffee and espresso-based beverages, teas, juices,
pastries, and prepackaged salads and sandwiches.

e Café, a limited-service restaurant offering light meals, coffee, and other alcoholic and non-
alcoholic beverages covering all meal periods and parts of the day.

¢ Specialty food/snacks, served at a kiosk or cart and including pretzels, popcorn, candy
intended for immediate consumption (as opposed to packaged gift candy), and similar snack
offerings.

e Cafeteria, where food is offered through a serving line, selected by the customer, and taken to
a cashier for payment. Cafeterias were once a staple of airport food and beverage programs,
but have largely been replaced by more contemporary concepts.

Figure 6-5 illustrates the percentage of all hub airports included in the surveys conducted for
this research where each type of food and beverage service is offered as part of the concession

100% - 91%
90% - 84%
) 81% 79%
80% 70%
70% A
58%
60%
50% A
40% 1 35%
30%
20% A
10% - 2%
0% 4 T T T T T T T
Full Table Cocktail Food Court - Quick-Serve Fast Food  Café (limited Specialty Cafeteria
Service Lounge/Bar Multiple Units Restaurants service) Food/Snacks
Restaurant

Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 6-5. Percentage of surveyed airports offering food and beverage service types.
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mix. Figure 6-6 illustrates the percentage of airports including specific food and beverage con-
cepts in their concession programs.

In domestic terminals, food and beverage concessions are the strongest magnets drawing cus-
tomers into a concession or retail zone. A clustering of various types of conveniently located
retail shops and services near food service opportunities, especially post-security, as that is where
most sales occur, can help optimize sales. The primary market for food service is enplaning pas-
sengers, with a secondary market consisting of their well-wishers and airport employees.

In many international terminals, food and beverage concessions are placed in corner locations
to (1) preserve frontage for retail and (2) take advantage of the depth and width of corner loca-
tions. Food and beverage concessions then act as a draw to pull passengers in front of the retail
offerings. Compared with domestic terminals, international terminals earn higher revenues on
duty free and specialty retail sales, so preserving valuable frontage for retail is often a priority.

Specialty Coffee/Tea | NG 54
Deli-sandwiches |NNENEGgGNENENEEEEEE 54
Pizza | 7%
Hamburgers | 5%
Hot Sandwiches |G 7%
Bagel/Bakery |GG 3%
Juices/smoothies |G 60
Italian Food/Pasta | NG 60
salacs | 55
Mexican | 50%
ice Cream |GGG 5%
Hot Dogs [ 7
ponuts | £7%
Soup | 4%
chicken [N 4%
Chinese [IININGGEGEGE 40%
Frozen Yogurt |G 37%
Seafood | 33%
Barbeque | 23%
Wine Bar | 21%
Japanese/Sushi [ 21%
Pretzels/Popcorn | 19%

Other Asian Food | 16%
Vegetarian/Health Food [ 14%
Fish & Chips [ 14%

Steak House |l 9%

Other [l 9%

0% 20% 40% 60% 80% 100%
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 6-6. Frequency of airport food and beverage concepts
offered.
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6.6 Convenience Retail

The convenience retail concession category represents the traditional core of airport retail and
includes various kinds of newsstands (news/gift shops, news/book shops, news/book/coffee shops,
and convenience stores). This category consists of the merchandise most often sought by passen-
gers. A newsstand will typically offer a selection of daily newspapers, magazines, paperback and —
hardback books, small travel accessories (such as sleep masks and luggage locks and tags), pre- E )
packaged candies and snacks, bottled and canned drinks (at many airports), health and beauty
aids, and various other sundries popular with travelers.

Variations on the pure newsstand are news/gift shops, news/book shops, and news/book/
coffeeshops:

o News/gift shops have traditionally been the cornerstone concept in airport retail, particularly
where space or passenger traffic is limited. News/gift shops consist of newsstands providing tra-
ditional newsstand items along with gift items and general merchandise. News/gift shops typi-
cally offer higher-margin merchandise to take advantage of the foot traffic generated by the news,
magazines, and other newsstand items. Many larger airports have, in certain locations within the
terminals, shifted from large news/gift shops to smaller newsstands, with the recovered space
used to expand the specialty retail category.

e News/book shops devote the majority of their space to books, with some space devoted to
traditional newsstand merchandise. News/book shops may, at times, also include a coffee
element.

¢ News/book/coffee shops consist of a newsstand combined with a specialty coffee unit and may
include a smaller airport version of major bookstores.

¢ Convenience stores offer a range of prepared or self-serve food and beverage items along with
newspapers, magazines, books, candies, and various sundries. As with its off-airport counter-
part, the airport convenience store is intended to be a one-stop shop for passengers with limited
time or who value convenience, and add-on sales are encouraged across categories.

The convenience retail category implies quick service and must be readily available to the trav-
eler, but need not be in prime space, as customers will seek them out. Figure 6-7 illustrates the per-
centage of airports included in the surveys conducted for this research that offer the different
categories of convenience retail concessions described above.
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 6-7. Frequency of types of convenience retail services
at surveyed airports.
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6.7 Specialty Retail

The specialty retail concession category includes shops specializing in such merchandise as
books, bulk candy and fine chocolates, gourmet or packaged specialty foods, fashion accessories,
flowers, arts and crafts, sporting goods, high technology personal electronics and mobile acces-
sories, fine art, jewelry, gadgets, toys, clothing, and the like. Many specialty retail locations are
branded and include mall retailers that have developed smaller, airport-specific concepts.

The specialty retail category generates impulse shopping. People who purchase items at these
shops rarely plan to do so, but their interest is piqued when they see a store or an item, and they
make a purchase as a result. Therefore, it is very important that these shops be placed along major
passenger flow routes in prime locations. Additionally, synergy (the interplay among shops) is very
important in this category, as interest in one specialty shop may cause browsing and purchasing in
another. Similarly, synergy between food (often thought of as the “magnet concession”) and spe-
cialty retail locations is important. As a result, these concessions tend to be more successful when
clustered with other specialty retail shops or near major attractions, such as duty free or food and
beverage concessions, a major art/sculpture display, and the like.

Figure 6-8 illustrates the percentage of airports included in the surveys conducted for this research
that offer various specialty retail concepts within their concession program.

6.8 Duty Free

Duty free retail is the strongest “magnet” concession in an international airport terminal. Inter-
national passengers often seek out duty free shops at airports. This does not mean, however, that
duty free shops should be located in out-of-the-way spaces. Rather, the drawing power of duty free
should be used to anchor concession developments and enhance the synergy among concessions.
By locating concessions in this manner, duty free customers will be exposed to other, non-duty free
shopping opportunities (e.g., specialty retail) in the vicinity.

Duty free shops in the United States are generally operated in one of two ways: cash and carry
or gate delivery. At a few U.S. airports (Los Angeles International Airport, San Francisco Inter-
national Airport, and others), where there are no domestic passengers in the departures area, Cus-
toms authorities may permit conventional cash and carry shopping. The duty free concessionaire
is subject to fines equivalent to as much as five times the value of the merchandise if duty free
purchases are taken from the secure departures area to a place other than aboard a departing
international flight.

Gate delivery is not as successful as cash and carry because of the perceived risk on the part of
customers that the goods may not be delivered or that they will forget to claim the goods at the gate.
A major duty free operator has estimated that gate-delivery requirements may reduce sales by as
much as 20% to 25% compared with cash and carry. Outside of the United States, duty free shops
typically operate like any other airport shop in dedicated departures areas, with the customer
making a purchase on a cash and carry basis.

In recent years, U.S. Customs and Border Protection has accepted the presence of cash and carry
duty free shops in the departure areas of flights bound for the United States at Canadian airports,
where U.S. Customs and Border Protection and U.S. Citizenship and Immigration Service pre-
clearance services are available. However, the shops have limits on the value of merchandise that
can be purchased. Before entering U.S. inspection areas, passengers can typically access a duty
free shop that offers a broad range of cash and carry duty free items subject to the typical import
limits for arriving U.S. passengers.
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 6-8. Types of specialty retail concepts at surveyed airports.

The duty free shops and related storage and warehouse facilities are considered a class of
bonded warehouse, and their designs are subject to U.S. Customs and Border Protection
approval. The Customs service delegates considerable authority to its regional and district direc-
tors, so variations exist in how local duty free shops are built and operated. However, they must
meet the requirements for bonded warehouses in terms of the security of the merchandise to pre-
vent it from entering the domestic economy. Otherwise, no specific design standards exist for
duty free shops.
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Outside the United States, many countries allow arrivals duty free shops to be offered at their
airports. An arrivals duty free shop is usually located in the baggage retrieval area, close to the bag-
gage carousels, but prior to Customs inspection. Where arrivals shops are located outside of the
Customs inspection areas, they are often travel retail shops, not true duty free shops, and do not
sell bonded merchandise on a true tax free or duty free basis.

The common types of duty free merchandise include liquors and other alcoholic products, fra-
grances and cosmetics, and cigarettes and other tobacco products. Customers achieve the greatest
savings on these products because of their high price points and because they may be subject to
heavy duties and taxes. Over the years, duty free concessionaires around the world have diversified
into other luxury product lines such as confectionery, jewelry, watches, clothing, fashion acces-
sories, leather bags, etc. These items may or may not be subject to high duties and taxes, but appeal
to customers already open to making high-end retail purchases. (The incremental sales in this cat-
egory can be significant and highly profitable for both concessionaires and airport operators. At
the A. B. Won Pat International Airport serving the U.S. Territory of Guam, one Japanese vaca-
tioner made a single purchase totaling $103,000 according to the duty free concessionaire.)

The relative share of total sales of each duty free product category varies greatly from one airport
to another and is influenced by demographics of the passengers using the airport. In some coun-
tries, religious practices prohibit the sale of alcohol. Thus, the product mix to be offered in a duty
free shop should be assessed and developed carefully, using market research tools, such as surveys,
to determine the specific preferences of the airport market. The airport will want to have good
information on which to base decisions regarding the allocation of scarce retail and duty free space.
The detailed merchandise mix will be the responsibility of the concessionaire.

6.9 Services

This category of concessions includes various offerings that are provided to fulfill potential
customer needs, largely as an aspect of customer service. Most of these concessions are not sig-
nificant revenue generators for the airport on an individual basis.

The range of services offered will vary with passenger volumes and terminal configuration and
may include the following:

e Arcades and game rooms

e Automated teller machines

e Baggage carts

¢ Baggage lockers

e Baggage wrap

e Banks

e Business centers

e Clinics/medical centers

e Currency exchange booths and machines
e Florists, flower carts, or flower vending
e Hair salon/barber shop

e Internet kiosks or chairs

e Massage

e Movie/DVD rentals

e Nail care

¢ Shoeshine

e Spas

e Public pay telephones

e Wi-Fi
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Figure 6-9 illustrates the proportion of airports where each type of service is offered as part of
their concession programs according to the surveys conducted for this research project.

A subcategory of the services category is specialty entertainment, which includes virtual real-
ity simulators, mini-golf facilities, driving ranges, gaming machines, casinos, and the like. These
concessions are relatively new, with few examples at airports. Specialty entertainment facilities

Automated Teller Machines 91%
Shoe Shine
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Foreign Exchange
Spa/Massage Therapy

Internet Kiosks

State Lottery Ticket Sales

Business Center with email-
fax, copying

Nail Care

Courier Drop Boxes (FedEXx,

UPS)
Florist
Barber Shop/Unisex Hair
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Postal Services

Baggage Lockers/Storage

Arcade/Game Room

Clinic/Doctor's Office/Urgent
Care

Pay Lounges

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 6-9. Percentage of surveyed airports offering specific services.
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can often be located away from major passenger flows, as they are attractions that will draw peo-
ple if properly promoted and advertised.

Services have been a growth area for airports in recent years as illustrated in Chapter 2. Airports
have grown this category by adding new services and increasing the number of locations within the
terminal where the service is offered.

6.10 Advertising

In-terminal advertising represents a great revenue potential for airports and should be part of
any state-of-the-art concession plan. In recent years, significant developments have taken place
in this category of concessions.

The advent of vinyl substrate banners and wall wraps is an innovation in airport advertis-
ing that has expanded options for airports, advertising concessionaires, and advertisers in
recent years. It has changed the nature of traditional airport display advertising by making
many surfaces—walls, loading bridge interiors, soffits, windows, and columns—effective for
advertising displays.

On the other hand, the advent of plasma and other flat-panel digital screens has not revolution-
ized airport advertising in the way many thought it would. However, as the size of screens increases
(one manufacturer currently offers a 103-inch model, but at a high price), the reliability of the tech-
nology improves, and costs continue to decrease, the use of flat-screen monitors for advertising
will increase. The long-term potential is strong. Other types of dynamic displays, including custom-
sized LED displays, also offer the potential to create unusual, nonstandard advertising. Video pro-
jection systems are also occasionally used, but lack the brightness and overall visual impact of
flat-panel displays.

As airport operators invest in high-technology information technology (IT)/communication
networks, it makes sense to provide for advertising displays in these networks. Such networks have
also recently been used to provide closed circuit and/or satellite real-time television programming
to waiting passengers.

More recently, the advent of “intelligent portable devices” such as iPhones and BlackBerries,
with high definition color screens, has created new opportunities for concessionaires, airport oper-
ators, airlines, and other potential advertisers to promote, in real time, their products and services
to passengers and other airport users. For example, the operator of a duty free shop could adver-
tise various promotions to passengers on their mobile devices as they circulate within the terminal
toward their gates.

6.10.1 In-Terminal Advertising Program

A well-developed advertising program will ensure that all sites and media are fully integrated
with the terminal architecture and environment, all sites are located for maximum effectiveness
and sales, advertising does not conflict with wayfinding and other commercial signage, and the
latest sign/telecommunications technologies are incorporated where appropriate.

An in-terminal advertising program should include the following elements:

e Identification of the optimum media range for the terminal and the markets specifically served
by the airport
e Identification of the best locations for each type and size of advertising media
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e Identification of the optimal number of advertising units for the terminal, by type

e Sites and networks to promote airport retail and other services to passengers

e Identification of the rules that the advertising provider(s) will need to follow in operating the
advertising business at the airport

¢ Design guidelines for the key advertising units, including sizes and parameters to be respected
by the designers.

In-terminal advertising includes static displays such as dioramas, baggage claim device
wraps, baggage cart advertising, banners, wall wraps, product displays, concession advertis-
ing, digital screens, nontraditional advertising, sponsorships, and other creative advertising
locations.

Dioramas

dioramas are the most common type of advertising display. New lighting technologies, including

LED light sources, lower the energy costs of this type of advertising and improve reliability and vis-

ibility. Large dioramas, often called “spectaculars,” are effective along corridor walls and in large l
public areas where sufficient wall area is available. Large displays have a strong visual impact and

command premium rates. Figures 6-10 though 6-12 present examples of advertising dioramas.

Dioramas are back-lighted advertising displays using printed media. Single and double-sided ' ;

Baggage Claim Device Wraps

carousels. These wraps are relatively effective as passengers often stand by the baggage carousels

Some airport operators have successfully included advertising directly on their baggage claim
for long periods of time. @

Figure 6-10. Wall-mounted backlighted advertising dioramas.
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Figure 6-11. Floor-mounted backlighted
advertising diorama.

Figure 6-12. Large dioramas.


http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

The Concession Mix 95

Baggage Cart Advertising

In the United States, baggage carts are most often provided on a pay-per-use basis through a
concessionaire. Passengers pay a fee for each transaction using dollar bills, credit cards, or debit @
cards. International terminals are an exception, where airport operators often provide carts as a

service to arriving international passengers, who tend to travel with more checked baggage. Out-

side the United States, most airport operators provide baggage carts as a free service and offset the

capital and operating cost of the service by selling advertising on each cart. This could also be viewed

as a form of sponsorship when a single advertiser places advertising on all of the baggage carts and

where the advertising is long term (see Figure 6-13).

Banners

nal area. Banners are relatively easy and inexpensive to install and are especially useful for shorter
term event campaigns and retail promotions. The capital investment requirement is very low,
and their visibility is very good, especially when used in multiple locations within a given area
(see Figure 6-14).

Banners can be very effective, particularly where sufficient vertical height is available in a termi- @

Wall Wraps

Wall wraps have become more prevalent in airport advertising in recent years because of their
low cost and high degree of customization. The size of wall wraps invariably creates a high impact, @
and advertisers using them often consider themselves to be sponsors of an area of the terminal

building. These wraps can be used to cover whole walls or used around columns.

Wall wraps are relatively easy to install and remove, as they do not require investment in
supporting structures. Wall wraps can be highly effective, as shown in Figure 6-15, and can be

Figure 6-13. Advertising on free baggage carts.
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Figure 6-14. Advertising banner.

particularly effective in creating a total “branding” experience, where a single advertiser is
prominently displayed throughout an area of the terminal.

Product Displays
Exhibition areas, with or without staff, have enormous potential in many airports, particu-
larly those with the target passenger profile for an advertiser.

Many advertisers seek opportunities to interact directly with potential customers to demonstrate
their services or products and to establish a direct relationship. Staffed credit card sign-up booths
are an example. Automobiles are another form of common product display, and automobile dis-
plays can command premium fees (see Figure 6-16).

Concession Advertising

Advertising, whether on backlit dioramas, vinyl substrate, or other media, may also be attrac-
tive to retail and food and beverage concessionaires in the terminal, depending upon the

Figure 6-15. Wall wrap in a connecting corridor.
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Figure 6-16. Automobile display.

charges for their use. In international terminals, paid advertising for luxury brands is common
and is intended to promote sales of the brand in the duty free shops or specialty shops and
boutiques. Advertising outside of the shops is usually arranged through the airport advertis-
ing concessionaire.

Product advertising within retail stores, such as fashion or cosmetics ads within duty free
shops, or prominently displayed rows of identical magazine covers in newsstands, is usually pro-
vided in consideration for display allowances, usually in the form of wholesale discounts from
the manufacturer. Figure 6-17 shows a column wrap advertising a concessionaire’s product
offering.

Digital Screens

The main advantage of using digital screens for advertising is the ability to change messages '
instantly and to show movement or animation. Digital screens can also be used to show closed '
circuit or broadcast television programming in areas where passengers are waiting for long L
periods.

Units combining plasma screen and LED technologies have been developed for airports and
have been very successful in increasing the client base for advertising, as shown on Figure 6-18.
These units are especially efficient when used by government agencies to disseminate informa-
tion to passengers, as in the waiting areas before Immigration and Customs inspections. Tourism
departments and agencies also find these units to be attractive for institutional advertising or
tourism promotion.
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Figure 6-17. Column wrap advertising.

Nontraditional Advertising

Nontraditional advertising is increasing in airports that serve the passenger volumes capable
of supporting these new media. Nontraditional advertising includes the following (although
other terminal advertising locations can also be included):

¢ Flight information displays. Advertising is now being included on the flight information dis-
play system (FIDS) screens. FIDS screens can be a very effective advertising medium; however,
an airport operator must be careful not to hide important flight information with advertising,
as not being readily able to see such information could upset some passengers. It is much better
to dedicate one of the screens to advertising than to incorporate advertising directly on the same
screens as the flight information. Using screens not needed for flight information has limited

Figure 6-18. Video screen in arrivals area with advertising.
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potential, as the screens are vacant only during off-peak periods, when fewer people are avail-
able to see the advertisements.

¢ In-terminal radio station. In-terminal closed circuit radio, broadcast over the terminal sound
system, can feature paid advertising and promotion, music, or other local programming. This
type of advertising is considered by many to be intrusive, however, and has had limited applica-
tion at airports to date.

e Exterior and interior loading bridge advertising. Advertising on the interior and exterior of
loading bridges can be profitable, especially if the exterior of the loading bridge is visible from
the interior holdrooms of the terminal building. These are also frequently sold to a single adver-
tiser as a form of large-scale sponsorship. Wall wraps on the interior loading bridges can offer
targeted advertising. In determining revenue arrangements, ownership of the loading bridges
may need to be considered if they are not owned by the airport operator. Interior loading bridge
advertising is often bundled with exterior loading bridge advertising to create a strong advertis-
ing or sponsorship opportunity. International banks are particularly prominent buyers of this
type of advertising (see Figure 6-19).

Figure 6-20 illustrates the proportion of airports that have included each type of nontradi-
tional advertising in their concession programs according to the survey.

Sponsorships

Many airport operators have the potential to create sponsorship agreements. Depending on
the local market, some companies are willing to pay to brand an area or facility within the ter-
minal with their corporate name.

Boston Logan and Chicago O’Hare International Airports have popular children’s play
areas sponsored by local children’s museums. The operator of Bob Hope Airport in Burbank,
California, worked with a local television station to create a branded seating area within the
terminal featuring televisions and wall wraps. The Dallas/Fort Worth International Airport
Board has entered into an exclusive contract with a soft drink bottling company that includes
sponsorship payments, vending rights, and development of children’s play areas at the Dallas
airport. All concessionaires serving soft drinks at the airport are required to offer the brands
of the official sponsor. Las Vegas McCarran International Airport has clocks throughout the

Figure 6-19. Advertising on loading bridge exteriors.
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Figure 6-20. Percentage of airports surveyed using nontraditional types of advertising

media.

terminal sponsored by Rolex, while the operator of Miami International Airport has entered
into a similar arrangement with the Dominican Republic tourism board. Samsung sponsors
popular charging stations for laptops and cell phones at a number of airports, typically located
in or adjacent to holdrooms.

Other sponsorship opportunities may include business centers, smoking lounges, and common-
use airline clubs, as well as United Service Organizations (USO) facilities. Figure 6-21 illustrates the
percentages of airports with sponsored services in terminal buildings, according to the survey.

Other Creative Advertising Locations

Restroom advertising has limited potential. However, for certain types of personal care prod-
ucts, this type of location may be attractive (see Figure 6-22). Although limited in scale, this
type of advertising represents added value as it does not compete with sales from other types of
advertising.

6.10.2 Best Locations for Each Media Type

In choosing media types for each location, several factors should be considered, the most
important of which is the number of passengers that will be exposed to an advertising display.
Other factors should also be taken into account:

¢ Cost-effectiveness should be considered in the choice of media types and sizes for each loca-
tion. Investment in backlit wall dioramas may require several years of use to achieve payback.
Dynamic media, such as flat-panel monitors, are particularly capital intensive. Currently, only
locations with direct exposure to high passenger volumes can justify heavy capital investment.
In general, more conventional state-of-the-art, high-quality static advertising units should be
located in areas where people are in motion, and the latest high-technology plasma screens
should be located in areas where people remain for longer periods of time, such as the wait-
ing areas around the baggage claim units, inside the departure holdrooms, or in front of food
and beverage seating areas.
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Figure 6-21. Percentages of airports surveyed that have advertising sponsorships.

Figure 6-22. Advertising in restrooms.
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Table 6-4. Partial summary table: contents of an advertising master plan.

Total Proposed
Letter Code
on the Type of ’ Reoommenqed Specific Locations Numb_er of
Drawing | Advertising Unit SHE e et in This Terminal it
(location) Terminal (Advertising
Faces)

A Backlit column 55incheshigh | In locations where Double-sided, in the circulation 34
format by 37 inches people are on the move | areas of the plaza between the (68)
(singleor double | wide and not stationary octagons and in the bus stations
sided)

B Backlit horizontal | 40 inches high In locations where Double-sided, in the circulation 18
(single or double by 50 inches people are on the move | areas of the plaza, facing the (36)
sided) wide and not stationary restaurant areas

C Indoors spectacular | 8 feet high by In locations where On the washroom walls, facing the 35
backlit 10 feet wide people are on the move | main bus parking

and not stationary

D Wall wraps Various sizes Inside circulation Proposed to identify the sponsored 42
(very adaptable) | corridors; around zones. To be used around each

building columns; on main terminal column in the

jet bridges specific sponsored zone, which are
contiguous to the circulation
corridors with octagons, and the
circulation corridor where the main
food and concession areais located

E Exhibition areas Various areas In wide circulation In the large area between the main 1

for various areas where people plaza food and concession area and
products, with have time to browse the central check-in area
sales personnel

Source: LeighFisher.

¢ Double-sided display units should be used when space is available for freestanding units, and
single-sided display units should be used when they would be located on a wall. Sizes will vary
depending on space availability and passenger volumes.

e Banners can be used with dramatic effect where sufficient ceiling height exists.

Table 6-4 illustrates a partial summary table of the contents of an advertising master plan
prepared for an airport. This table depicts the types, sizes, recommended locations, and num-
ber of advertising units. Such a table would be complemented by a terminal layout drawing
identifying each advertising unit at the right location with a code letter (see the left-hand col-
umn of the table).

6.10.3 Getting Information to the Customer

Helping customers understand the range of concessions and services within the terminal and
their locations relative to the customer is an important element of good customer service and
improves overall concession penetration, sales, and revenues. This can be accomplished by plac-
ing terminal concession directories strategically throughout the terminal (see the discussion of
wayfinding in Chapter 5). For instance, making passengers aware of the pre- and post-security
choices enables passengers to allocate their time more efficiently. Passengers with long dwell
times or departure delays can use these directories to find offerings that fit their current taste
or mood.

The concession developer at Pittsburgh International Airport uses displays to communicate
its terminal-wide street pricing policy, which encourages concession patronage. The street pric-
ing policy is displayed both in and around the concessions.

Copyright National Academy of Sciences. All rights reserved.
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Information can also be sent to customers through different media, including terminal adver-
tising (especially on digital screens), boarding pass jackets, coupons and leaflets, wayfinding pan-
els, and the like. More recently, software has been developed to inform passengers of concession
promotions, and they can even check menus and place their orders on their portable electronic
devices and smart phones. This information dissemination technology is still developing, build-

ing upon the geographic information system (GPS) and location mapping software increasingly
available in smart phones.

The Concession Mix
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CHAPTER 7

The ACDBE Program

This chapter presents an overview of the U.S. Department of Transportation (U.S. DOT) Air-
port Concession Disadvantaged Business Enterprise (ACDBE) Program and how an airport
operator’s policies and plans for ACDBE participation can be successfully incorporated into its
concession program. The discussion of the ACDBE Program includes the following topics:

e Federal requirements

¢ Determining concessionaire market area(s)

e Determining availability of ready, willing, and able participants
e Establishing race-neutral and race-conscious participation goals
e QOutreach activities

e Methods for achieving ACDBE participation through contractual arrangements
e Evaluating joint venture and subtenant agreements

¢ Compliance monitoring and enforcement

e Attributes of successful ACDBE programs

e Measuring performance

e Reporting achievements

e Historical development and business trends

e Barriers to ACDBE participation

e Program audits

e Mentoring

In this chapter, references to the appropriate section under Title 49 of the Code of Federal Reg-
ulations (CFR) or other legal authority are included so that the reader may easily find additional
information or clarification.

7.1 Federal Requirements

The ACDBE Program regulations are set forth in 49 CFR Part 23. These regulations are man-
dated by 49 United States Code (U.S.C.) 47107(e), enacted in 1987 and amended in 1992, and
they incorporate certain provisions of the U.S. DOT Disadvantaged Business Enterprise (DBE)
Program regulations (49 CFR Part 26). The purpose of 49 CFR Part 23 is to prevent discrimina-
tion on the basis of race, color, national origin, or sex in connection with the award or perfor-
mance of any “concession agreement, management contract, or subcontract, purchase or lease
agreement, or other agreement covered by [49 CFR Part 23]” (49 CFR Part 23, §23.9 [2005]).

49 CFR Part 23 applies to the operators of airports that have received a federal grant for air-
port development any time after January 1988 that was authorized under Title 49 of the United
States Code. Recipients of these federal funds have agreed to grant assurances that require them
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to administer an ACDBE program in compliance with 49 CFR Part 23 and all other applicable
federal laws, regulations, executive orders, policies, guidelines, and requirements as they relate
to the acceptance and use of federal funds (49 CFR Part 23, §23.5).

References: 49 CFR Part 23, Section 23.5 and FAA Airport Sponsor Assurances, 3/2011

The ACDBE Program regulations require the operators of primary airports to develop and
implement an FAA-approved ACDBE program participation plan with the following objectives:
(1) ensure nondiscrimination in the award and administration of concession opportunities,
(2) create a level playing field to enable ACDBEs to compete fairly for concession opportuni-
ties, (3) ensure that their ACDBE program is narrowly tailored in accordance with applicable
laws, (4) ensure that only firms that fully meet 49 CFR Part 23 eligibility standards are permit-
ted to participate as ACDBEs, and (5) help remove barriers to ACDBE participation in conces-
sions. 49 CFR Part 23 also provides airport operators flexibility in establishing and providing
opportunities for ACDBEs. 49 CFR Part 23 defines a primary airport as a commercial airport
that the Secretary of Transportation or his/her designee determines to have more than 10,000
enplaned passengers annually (49 CFR Part 23, §23.1).

Verbatim assurances set forth in 49 CFR Part 23, §23.9, must be included in all concession
agreements (including management contracts subject to 49 CFR Part 23 requirements) executed
with any firm after April 21, 2005, as follows (49 CFR Part 23, §23.9):

This agreement is subject to the requirements of the U.S. Department of Transportation’s
regulations, 49 CFR Part 23. The concessionaire or contractor agrees that it will not dis-
criminate against any business owner because of the owner’s race, color, national origin,
or sex in connection with the award or performance of any concession agreement, man-
agement contract, or subcontract, purchase or lease agreement, or other agreement
covered by 49 CFR Part 23.

The concessionaire or contractor agrees to include the above statements in any subsequent
concession agreement or contract covered by 49 CFR Part 23, that it enters and cause those
businesses to similarly include the statements in further agreements.

If an airport operator fails to comply with any requirement of 49 CFR Part 23, it may be sub-
ject to formal enforcement action under 49 CFR Part 26, §26.103, or 49 CFR 26, §26.105, or to
appropriate program sanctions, such as the suspension or termination of federal funds or
refusal to approve projects, grants, or contracts until deficiencies are remedied. Program sanc-
tions may include actions consistent with 49 U.S.C. 47106(d), 47111(d), and 47122 (49 CFR
Part 23, §23.101).

An airport operator’s ACDBE program must incorporate the procedures and standards of
49 CFR Part 26, §§26.61-26.91 for certification of ACDBE participants in its concessions program.
The program must also provide that certification decisions for ACDBEs will be made by the Uni-
fied Certification Program (UCP) in the state where the airport is located. UCP entities may be
airports, state departments of transportation, and/or other entities acceptable to the recipients
of federal funds, subject to approval by the Secretary of Transportation (49 CFR Part 23, §23.31;
49 CFR Part 26, §26.81).

Applicants for ACDBE certification must meet eligibility requirements. To participate as
an ACDBE in an airport concession, a business owner must demonstrate social and economic
disadvantage. The business owner must also apply to and receive ACDBE certification from
a state’s UCP.

To be eligible, an owner’s personal net worth cannot exceed the dollar amount established in
49 CFR Part 23, §23.35, excluding the individual’s ownership interest in an ACDBE or a firm that
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is applying for ACDBE certification, the individual’s equity in his or her primary place of residence,
and other assets that the individual can document are necessary to obtain financing or a franchise
agreement for the initiation or expansion of his or her ACDBE (or have, in fact, been encumbered
to support existing financing for the individual’s ACDBE), to a maximum of $3 million. An indi-
vidual’s personal net worth includes only his or her own share of assets held jointly or as com-
munity property with the individual’s spouse. A copy of the Uniform Certification Application
can be downloaded from the DOT website at: http://www.osdbu.dot.gov/Documents/pdf/dbe/
Final%?20Application_9-30-09.pdf (49 CFR Part 23, Subpart C).

References: 49 CFR Part 23, Subpart C and U.S. DOT Office of Small and Disadvantaged
Business Utilization n.d.

In addition, the gross receipts of the owner’s business, averaged over the firm’s previous 3 fis-
cal years, currently cannot exceed $52.47 million. Standards for numbers of employees apply to
certain in-terminal concessionaires, such as pay telephone providers, for which a standard of
1,500 employees applies. Concession size standards are the following (49 CFR Part 23, §23.33):

e A small business eligible for ACDBE certification—gross receipts, averaged over the firm’s
previous 3 fiscal years, not to exceed $52.47 million

¢ Banks and financial institutions—3$1 billion in assets

e Rental car companies—$69.97 million average annual gross receipts over the company’s 3
previous fiscal years, as adjusted for inflation by the U.S. DOT every 2 years from April 3, 2009

¢ Pay telephone providers—1,500 employees

e Automobile dealers—350 employees

A concession business is eligible for ACDBE certification if it is a for-profit, small business at
least 51% owned by one or more individuals who are all socially and economically disadvantaged
or a corporation in which 51% of the stock is owned by one or more such individuals. The man-
agement and daily operations of the business must also be controlled by one or more of its
socially and economically disadvantaged owners (49 CFR Part 23, §23.3).

Concessionaires and airport operators must make good faith efforts to achieve ACDBE par-
ticipation. Good faith efforts are defined as efforts to achieve an ACDBE goal or other require-
ment of 49 CFR Part 23 that, by their scope, intensity, and appropriateness to the objective, can
reasonably be expected to result in achievement of the ACDBE Program requirement. Good faith
efforts are the following (49 CFR Part 26.53[f][2]; 49 CFR Part 23, §23.3):

( e Exploring all available options to meet an airport’s ACDBE goals, to the maximum extent
practicable, through direct ownership arrangements with ACDBEs.
R e Soliciting, through all reasonable and available means, the interest of all certified ACDBEs who

have the capability to perform the work of the contract.

e Soliciting, through all reasonable and available means, the interest of potential ACDBEs that
have been granted DBE status with a state’s Unified Certification Program but are not currently
engaged in airport concession activities.

o Effectively using the services of available minority/women community organizations; minority/
women contractors’ groups; local, state, and federal minority/women business assistance
offices; and other organizations as allowed on a case-by-case basis to provide assistance in the
recruitment and placement of ACDBEs.

¢ Attending pre-proposal and/or networking meetings related to concession contract oppor-
tunities.

e Documenting proof of any advertisements in general circulation, trade association, and
minority- or woman-focused media.

¢ Documenting the follow-up to the initial solicitation with ACDBE.

Copyright National Academy of Sciences. All rights reserved.
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e Selecting portions of the work to be performed by ACDBEs in order to increase the likelihood
that the ACDBE goals will be achieved. This includes, where appropriate, breaking out contract
work items into economically feasible units to facilitate ACDBE participation, even when a
prime concessionaire might otherwise prefer to perform these work items with its own forces.

¢ Documenting how direct contracting portions of the concession contract or partnering or
joint venture opportunities were selected to solicit ACDBE participation and how the selec-
tion was made in order to increase the likelihood of meeting an airport’s ACDBE goals.

¢ Providing information to ACDBEs to solicit their bids in a timely manner, such as adequate
information about the concession concept, space allocation being considered for ACDBE
agreements, and general requirements of the contract to enable the ACDBE to supply a com-
plete and competitive bid.

e Negotiating in good faith with interested ACDBESs. Evidence of such negotiation includes the
names, addresses, and telephone numbers of ACDBEs that were considered; a description of
the information provided regarding the plans and specifications for the work selected for
ACDBE participation; and evidence as to why additional agreements could not be reached for
ACDBE:s to perform the work.

e Making efforts to assist interested ACDBEs in obtaining necessary equipment, supplies,
materials, or related assistance or services.

e Making efforts to assist ACDBESs in obtaining independent lines of credit, financing, bonding,
or other assistance that would make them a viable candidate for participation in a concession
opportunity.

¢ Notrejecting ACDBEs as being unqualified without sound reasons based on a thorough inves-
tigation of their capabilities.

e Replacing an ACDBE that is terminated or has otherwise failed to complete its concession
agreement, lease, or subcontract with another certified ACDBE.

7.2 Determining Concessionaire Market Area(s)

One element of the ACDBE goal setting process is determining the geographic area where all
ready, willing, and able businesses seeking an airport’s concession privileges and receiving most
of the airport’s concession revenue are located. 49 CFR Part 23 §23.45 defines the concession
market area as

. . . the geographical area in which the substantial majority of firms which seek to do
concessions business with the airport are located and the geographical area in which the
firms which receive the substantial majority of concessions-related revenues are located.

Market areas may be different for different types of concessions, as illustrated in Table 7-1.

7.3 Determining Availability of Ready, Willing,
and Able Participants

Establishing and maintaining records of companies interested and/or participating in conces-
sion opportunities at the airport is necessary in order to identify ready, willing, and able partic-
ipants in the jurisdiction’s market area(s). These records are often created from pre-proposal
meeting attendance lists, public inquiries, outreach attendee lists, utilization reports, active par-
ticipants’ lists (i.e., current concessionaires), and the annual ACDBE participation achievement
reports to the FAA.

A list of former concessionaires and unsuccessful proposers for concession opportunities will
also be useful in determining availability, as well as information from other airports on compa-
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Table 7-1. Potential geographic market areas for in-terminal
concessions.*

Concession Local Regional National

Food and beverage X X X
News and gifts X
Specialty retail X X

Duty free X
Advertising X
ATMs X

Foreign exchange X
Hair salon/barber shop X

Shoe shine X X

Nail care X

Spa/massage X X
Business centers X

Baggage carts/lockers X

*Representative list

Source: ExStare Federal Services LLC based on studies done for several airports.

nies seeking or participating in their concession opportunities. At a minimum, the following
information should be collected, maintained, and kept current for use when determining avail-
ability of ready, willing, and able participants:

e Company name

e Owner(s) name

e Owner(s) gender and ethnicity

e Complete address of the company’s principal place of business
e Company telephone and facsimile numbers

e Owner(s) email address

¢ Type of concession the company is interested in

¢ Date of inquiry

7.4 Establishing Race-Neutral and Race-Conscious
Participation Goals

The U.S. DOT allows airport operators to use several methodologies to determine 3-year
ACDBE participation goals, including, but not limited to, data from disparity studies, active par-
) ticipants’ lists, and U.S. Department of Commerce Census Bureau data. An airport’s ACDBE Pro-
gram must include a goal aimed at achieving the nondiscrimination objectives of 49 CFR Part 23.
Airport operators must project the portions of their overall ACDBE participation goal that they
propose to meet by using race-neutral and/or race-conscious measures. The use of numerical goals
is the primary race-conscious measure for achieving ACDBE participation. Others include any
measure the airport operator implements solely for ACDBEs, such as a bid conference or training
where other businesses are not invited, and awarding additional points during the evaluation
process for a firm’s good faith efforts to utilize ACDBEs.
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ACDBE participation needed to meet overall goals must be achieved as much as possible
through the use of race-neutral measures, which include, but are not limited to, the following:

e Carrying out information and communications programs on contracting procedures and spe-
cific contract opportunities (e.g., ensuring the inclusion of DBEs and other small businesses on
recipient mailing lists for bidders, ensuring the dissemination of lists of potential subcontractors
to bidders on prime contracts, and provision of information in languages other than English,
where appropriate)

¢ Unbundling large contracts to make them more accessible to disadvantaged and other small
businesses.

¢ Arranging solicitations in ways to facilitate disadvantaged business and other small business
participation

e Providing assistance to help disadvantaged businesses and other small businesses to obtain
bonding and financing

¢ Providing technical assistance to all small businesses

¢ Implementing a supportive services program to develop and improve immediate and long-
term business management, record keeping, and financial and accounting capability for DBEs
and other small businesses

¢ Providing services to help ACDBEs and other small businesses improve long-term develop-
ment, increase opportunities to participate in a variety of types of work, handle increasingly
significant projects, and achieve eventual self-sufficiency

¢ Ensuring distribution of your DBE directory, through print and electronic means, to all small
businesses and the widest feasible universe of potential prime contractors

¢ Assisting DBEs and other small businesses in developing their capability to use emerging tech-
nology and conduct business through electronic media

Airport operators must consult with stakeholders before submitting their overall goals to the
FAA. Stakeholders include, but are not limited to, minority and women’s business groups; com-
munity organizations; trade associations representing concessionaires currently located at the
airport, as well as existing concessionaires themselves; and other officials or organizations that
could be expected to have information concerning the availability of disadvantaged businesses,
the effects of discrimination on opportunities for ACDBEs, and the recipients’ efforts to increase
participation of ACDBEs.

7.5 Outreach Activities

Outreach is one of the primary tools for identifying ACDBEs; communicating the availability of
airport concession opportunities; and gathering information to assist the airport operator in devel-
oping and refining policies, procedures, and practices so that they reflect the airport operator’s
business objectives and the legitimate interests and concerns of prospective airport concessionaires.

One of the questions most often asked by airport staff when seeking small, disadvantaged,
minority-owned, and woman-owned businesses to invite to outreach meetings is “how do I find
them?” If the DBE liaison officer is not keeping a directory of interested ACDBEs, he/she should
begin one immediately.

Keepinga list of all businesses that reach out to the airport operator to inquire about concession '
opportunities and that the airport operator’s staff responsible for the concessions program and
ACDBE program identify through outreach activities is very important for identifying interested L

firms, where they are located, and the types of goods and services they offer. At a minimum, the
name of the business, the name of the owner of the business, the full address and telephone num-
ber of the business, and an owner’s email address should be obtained. Keeping track of the date(s)

Copyright National Academy of Sciences. All rights reserved.
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of an interested business’s inquiry and the type of opportunity being sought is also useful in an air-
port operator’s efforts to identify interested parties for specific types of concession opportunities.
In addition to maintaining and updating a list of companies that inquire about business opportu-
nities at the airport, numerous other sources are available for identifying businesses to invite to
outreach activities, including disparity studies and availability studies.

Businesses that are listed in certification directories, those that have sought assistance through
local economic development agencies, those that have proposed on previous concession oppor-
tunities, and those that have attended preproposal meetings are also prospects to be added to the
list of contacts for outreach activities. Other sources of business prospects include concession
operators at sports arenas, convention centers, malls, and similar locations.

Community-based organizations, chambers of commerce, and other organizations represent-
ing small, minority-owned, and woman-owned businesses are good points of contact for getting
the word out. Other ways of reaching out are through advertising in general and business pub-
lications, local press, ethnic media outlets, and on the Internet. Each community should have
sources of information about businesses that could be interested in airport concession opportu-
nities. Getting and staying connected to the community is priceless to the airport operator and
interested businesses—not just when new opportunities are available.

Strong ties to local, regional, and national business organizations also provide airport opera-
tors a wealth of information and access to companies with the breadth and depth of ability and
experience required to operate in the airport environment. National airport industry organiza-
tions, such as the Airport Minority Advisory Council (AMAC), ACI-NA, AAAE, and the Airport
Consultants Council (ACC), and national business organizations, such as the Women’s Business
Enterprise National Council (WBENC) and the National Minority Supplier Development
Council (NMSDC), and other such organizations can also be sources of businesses interested in
airport concession opportunities.

Timing is a critical factor in reaping the full benefit of conducting outreach activities. Out-
reach activities should be planned and conducted well in advance of seeking proposals for
upcoming concession opportunities. When a new concession program is still in its development
phase, the sooner the local and broader community is informed about the upcoming business
opportunities, the better. Outreach activities may be conducted a full year before receiving pro-
posals and repeated periodically. The objectives are to provide interested parties the time to plan
how they will respond to the objectives of the airport terminal program and to allow sufficient
time for securing financing and for developing teaming relationships. Some airport operators
conduct regularly scheduled outreach meetings to inform the community regarding current and
future planning for the airport.

Outreach meetings are held both on the airport property and off airport at a hotel or other
meeting location. It is not unusual for multiple meetings to be held in different locations at dif-
ferent times of the day to reach the widest audience. Figure 7-1 shows a typical announcement
for an outreach meeting.

In addition to introducing airport staff and informing participants of upcoming concession
opportunities, outreach activities should also include an education component. Providing sessions
that focus on how to conduct business with the airport allows interested parties to understand
whether and how they can take advantage of opportunities. An invitation to and/or attendance at
an outreach meeting does not guarantee an opportunity. It is important to educate airport boards,
committees, politicians, chambers of commerce, and other airport stakeholders to minimize overly
ambitious demands and expectations.

Interactions at these meetings also provide an avenue for acquiring information from interested
parties and are useful in establishing business participation goals and assistance in identifying pos-
sible barriers to and opportunities for improving the process. Often general information about the

Copyright National Academy of Sciences. All rights reserved.
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CITY OF PHOENIX
AVIATION DEPARTMENT

Terminal 4 Food and Beverage Concession Opportunities
Outreach for Request for Proposals (RFP)

The City of Phoenix Aviation Department is conducting a series of informational
meetings for prime operators and other interested parties including ACDBE operators, in
preparation for the release of a Request for Proposals (RFP) for the Terminal 4 Food
and Beverage concession opportunities. This RFP will offer two prime operator food and
beverage contract opportunities. Each contract opportunity will represent approximately
half of the food and beverage sales in the terminal. No individual contract opportunities
will be available. No retail concession opportunities are available at this time.

The scheduled outreach meetings are:

Date Time Focus

August 20 1 pm Prime Operator

August 20 2:30 pm General Outreach

August 30 10 am-5 pm Business to Business Networking Event
September 21 1 pm Prime Operator

September 21 2:30 pm General Outreach

October 19 1 pm Prime Operator

October 19  2:30 pm General Outreach

November 18 8:30 am Preproposal Meeting

November 18 10 am General Outreach

All meetings will be held at Phoenix Airport Marriott, 1101 N. 44" St., Phoenix, AZ.
To RSVP please call 602-683-xxxx or email Xxxx.Xxxx@ phoenix.gov

Figure 7-1. Example of an outreach meeting notice.

different certification programs and instructions for applying for ACDBE and other certifications
are also provided at outreach meetings.

Some basic sources and methods for successful outreach are the following:

e Interested parties list created by airport operator or concession manager
e Certification directories

¢ Local community and business organizations

¢ National industry organizations

e Chambers of commerce

¢ Notices in local media and ethnic media outlets

e Internet

e QOutreach meetings and networking events

7.6 Methods for Achieving ACDBE Participation
through Contractual Arrangements

A thoughtfully developed ACDBE plan can guide the airport operator in determining when and
how to achieve ACDBE participation. The plan begins with a commitment to the purpose of the
ACDBE Program. A commitment to the purpose of the ACDBE Program means a commitment
at all organizational levels, starting at the top. An assessment of airport policies, procedures, and
practices that affect the solicitation process is also important, as it presents an opportunity to ensure E )
that no barriers are constructed that might eliminate qualified and interested parties.
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A well thought out and transparent contracting process, including selection criteria and con-
tract award, are also important elements in achieving ACDBE participation. A transparent con-
tracting process is one that is documented, open to public scrutiny, and applied consistently for
each contract opportunity. The contracting process should be audited on a regular basis to
ensure consistent application at each stage of the process. Along with assessing the process, it is
imperative that contracting staff receive continuous training to ensure competency.

Transparency does not ensure that the contracting process is free of barriers. A transparent
process allows for process review by stakeholders who may have different perspectives or who
may offer alternatives to the existing process and raise questions that evoke fresh thinking about
ways to level the playing field for businesses interested in airport concession opportunities. While
the ACDBE plan may or may not be adjusted, awareness and informed flexibility ensure that the
commitment to the objectives of the ACDBE Program and a competitive process is more likely.

ACDBE participation in airport concession programs is usually accomplished through direct
leases, subleases, and joint ventures. ACDBE participation can also be accomplished through
procurement and/or leasing of goods and contracting for services that concessionaires use in
their operations and in management contracts and subcontracts subject to 49 CFR Part 23
requirements. Some examples are the following:

¢ Directleases. Some airport concession programs use a model that includes smaller sized con-
cession packages. ACDBEs and other ready, willing, and able firms pursue these opportuni-
ties as prime concessionaires and/or joint venture partners. If successful, airport operators
enter into direct leases with these firms.

¢ Subleases. A prime concessionaire or developer subleases one or more concession locations
to ACDBEs.

 Joint ventures. These frequently used arrangements in airport concession programs are
defined in 49 CFR Part 23 as

an association of an ACDBE firm and one or more other firms to carry out a single, for-
profit business enterprise, for which the parties combine their property, capital, efforts,
skills, and knowledge, and in which the ACDBE is responsible for a distinct, clearly
defined portion of the work of the contract and whose shares in the capital contribu-
tion, control, management, risks, and profits of the joint venture are commensurate
with its ownership interest. Joint venture entities are not certified as ACDBEs.

¢ Purchase of goods and services. While 49 CFR Part 23 requires airport operators and conces-
sionaires to make good faith efforts to explore all available options to achieve compliance with
ACDBE goals through direct ownership arrangements, the purchase of goods and services by
the airport operator or concessionaires and management contractors from certified ACDBEs
can count toward participation goals.

¢ Management contracts/subcontracts. These are agreements with the airport operator or with
another management contractor under which a firm directs or operates one or more business
activities, the assets of which are owned, leased, or otherwise controlled by the airport opera-
tor. The managing agent generally receives, as compensation, a flat fee or a percentage of the
gross receipts or profits from the business activity (other than an aeronautical activity), which
must be located at an airport (which is subject to 49 CFR Part 23) and engaged in the sale of
consumer goods or provision of services to the public.

Success in designing, establishing, and administering a best-in-class airport concession pro-
gram requires approaches that clearly identify the goals of the concession program, including its
goal for ACDBE participation. Airport operators that begin with the end in mind tend to be the
most successful in developing programs that meet the test of a dynamic airport environment.
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7.7 Evaluating Joint Venture and Subtenant Agreements
7.7.1 Joint Venture Agreements

In July 2008, the FAA issued guidance to assist airport operators in understanding how to
credit ACDBE participation in concession joint ventures. The guidance also assists ACDBEs and
non-ACDBE partners in developing joint ventures that comply with U.S. DOT regulations.

Before an agreement is approved by the airport operator as an acceptable business arrange-
ment between the ACDBE and the airport, a master or prime concessionaire, or a developer or
leasing manager, it is important that the airport operator evaluate the joint venture agreement
to ensure that it is in compliance with the federal regulations and FAA guidance.

Some aspects of the joint venture agreement that the airport operator must review include
organization of the venture, roles and responsibilities of the partners in the venture, as well as
the ACDBE’s capital investment, ownership, operation, and managerial control. Even though
joint ventures are often complex, and determining how to credit the ACDBE’s participation can
be challenging, it is imperative that the airport operator determine how the participation of the
ACDBE is counted toward its established ACDBE goals, consistent with the regulations and cri-
teria set forth in FAA guidance.

In evaluating a joint venture, the following questions should be answered:

¢ Is the ACDBE certified?

¢ Have the joint venture agreement and other documentation been reviewed by the commer-
cial/property management, legal, and ACDBE Program departments?

e What is the claimed ACDBE ownership?

e What are the amounts and sources of capital contributions?

e Are capital contributions commensurate with ACDBE ownership?

¢ How does the ACDBE participate in control of the joint venture business?

¢ How does the ACDBE participate in the management (overall and day-to-day) of the business?

e How does the ACDBE participate in risks and profits of the joint venture?

¢ Is management by the ACDBE commensurate with ownership?

e What portion of the work will the ACDBE perform? Please describe.

e Does the work assigned to the ACDBE represent a distinct and clearly defined portion of the
work?

Once it is determined that the joint venture agreement is compliant and the ACDBE partici-
pation is approved for counting toward the goal, the amount of ACDBE participation is assigned.
The count is determined based on the portion of gross receipts equal to the distinct, clearly
defined portion of the concession work that the ACDBE performs with its own workforce.

7.7.2 Subtenant Agreements

Subtenant agreements (i.e., subleases) are easier to understand and usually do not require the
same level of scrutiny as a joint venture agreement. Subtenants are usually responsible for all
aspects of their operations. Subtenants may be franchisees or licensees or they may operate brands
and concepts that they developed. Counting concession gross receipts generated by subtenants
toward ACDBE goals is, for the most part, straightforward when subtenants use their own capi-
tal and workforce and manage the overall and day-to-day operations of their business.

Some aspects of the sublease arrangements that the airport operator may want to review are
whether the subtenant has the same requirements as the lessor; whether administrative fees are
being charged for managing the sublease; and whether provisions forbidding the subtenant from
interacting with the airport’s concession management team are included.

The ACDBE Program
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ACDBE subleases are usually with prime concessionaires that have a lease for a varying
amount of real estate at the airport. These subleases may have provisions for the prime conces-
sionaire to provide services for the ACDBE, such as management training, product placement
consultation, or mystery shopping programs. Services provided by a prime for a fee should be
reviewed to determine whether the fee for the services does not significantly exceed the amount
for which the subtenant could secure such services on the open market. Some general tips on
evaluating joint venture and sublease agreements are the following:

¢ Do not be afraid to ask questions. You have to understand the proposed arrangement to
evaluate it.

e Review the agreement and require changes if necessary.

¢ Develop a plan for monitoring the agreement.

¢ Involve concessions and property staff throughout the process.

¢ Develop good working relationships and communications with participants.

While subleases and joint ventures are the primary types of arrangements with and between
non-ACDBEs and ACDBEs, instruments such as leases, permits, contracts, and other arrange-
ments are also used (e.g., management contracts and goods and services contracts). When the
ACDBE’s gross receipts generated by these instruments and arrangements are to be counted
toward ACDBE goals, they must be evaluated to ensure that the ownership, ACDBE roles and
responsibilities, and other provisions of the agreement are consistent with the requirements of
the solicitation and 49 CFR Part 23.

7.8 Compliance Monitoring and Enforcement

Internal policies and processes for contract compliance monitoring and enforcement, includ-
ing responsible parties and the scope of monitoring, should be documented and included in the
airport’s ACDBE plan. Primary aspects of compliance monitoring include, but are not limited to,
tracking ACDBE revenue, conducting onsite reviews, and ensuring that ACDBEs are performing
the roles and responsibilities specified in concession, sublease, and joint venture agreements.
Some questions that should be considered in this regard are the following:

e What are the provisions of the contract that have to be monitored for contract and ACDBE
Program compliance?

e What does the airport’s approved ACDBE plan say?

e Is the ACDBE doing what it said it would do?

7.9 Attributes of Successful ACDBE Programs

Successful ACDBE Programs ensure that small businesses owned by socially and economically
disadvantaged individuals (i.e., ACDBEs) have equal access to concession opportunities in accor-
dance with federal law mandating the U.S. DOT ACDBE Program.

A critical ingredient of a successful ACDBE Program is achieving the commitment of the orga-
nization’s leadership to the objectives of the program, which commitment spans across the entire
organization. In addition, the objectives of the ACDBE Program should be incorporated into
every function that affects the concession program, including the following:

e Qutreach

¢ Management structure

e Concession planning and design
e Selection of concession mix

e Solicitation of bids and proposals
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e Structure of agreements
e Compliance and monitoring

Additional attributes of a successful ACDBE program are transparency in the solicitation
process, flexibility in making real time adjustments to the operating environment, adherence to
clearly defined operating standards, and a well-trained staff that communicates openly with all
airport tenants. These attributes create a positive environment for developing and implementing
a successful ACDBE program.

Although successful programs may or may not exhibit every attribute mentioned above, they
share some common characteristics such as a fully developed ACDBE plan; a well-defined con-
cessions program operated in concert with the ACDBE plan; and an adequate number of staff
who have the knowledge, training, and resources needed to accomplish their responsibilities.

7.10 Measuring Performance

Measuring the performance of an airport’s ACDBE plan requires a clear set of expectations
and goals for each component of the program, consistent with the expectations and goals of the
concessions program. Development of the request for proposals (RFP), request for qualifications
(RFQ) or request for bids (RFB) and the solicitation process are areas that can create or elimi-
nate barriers to achieving the airport’s ACDBE participation objectives. Outreach, monitoring,
and compliance are other critical aspects of the ACDBE program where measuring performance
will be necessary to determine whether these activities are being implemented successfully and
in compliance with 49 CFR Part 23.

The purpose of outreach and how to conduct it has been described in Section 7.5. Measuring
the performance of this aspect of the airport’s ACDBE plan would include an assessment of
whether outreach initiatives have achieved the desired objective of inclusion of ACDBEs in the
concession program, and, if not, what should be changed and how.

Measuring the performance of the monitoring and compliance component of the airport’s
ACDBE plan requires adequate numbers and training of the staft assigned to handle the various
aspects of these functions, which can include on-site reviews, monitoring timely payments to
ACDBEs, reporting achievements to the FAA, and monitoring contract performance and com-
pliance against contract provisions. Monitoring and performance measures need to be clearly
stated in the agreement and include expectations related to the goals of the airport’s ACDBE plan.

Making adjustments to bid requirements so that they are relevant for the specific concession
opportunity is a measure of an airport’s performance on eliminating barriers to ACDBE partici-
pation. The assumption that one set of requirements fits all can create a barrier that is easy to elim-
inate. An assessment of the bid requirements for each specific concession opportunity does not
mean that the bid requirements (e.g., bonding, insurance, experience, and qualifications) will be
changed for each concession opportunity. A thoughtful and thorough analysis of the require-
ments, using criteria reflective of the objectives to be met by the contract and the ACDBE Pro-
gram, is necessary.

The airport operator should document and periodically review the solicitation process. A check-
list is useful to be sure that administration of the process is consistent. Debriefing participants after
each solicitation process is completed and asking questions similar to those listed below will pro-
vide information that will allow for continuous evaluation. Changes and improvements can be

made when deemed necessary. '
e Have we achieved our goals for outreach, monitoring, compliance, and ACDBE participation?
e Are we achieving the objectives of our ACDBE plan? N

Copyright National Academy of Sciences. All rights reserved.
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¢ Are we performing our responsibilities consistent with 49 CFR Part 23?

¢ Have there been any complaints about ACDBE policies and administration of the ACDBE plan?

e What do the bidders or proposers say about their experience with the process?

e What do interested parties that did not bid or propose on the opportunity say about their
impression of the process?

e Are there any barriers?

e What have we learned?

e What needs to be changed?

e What actions need to be taken based on our findings?

Measuring performance not only is a mechanism for airport staff to be responsive to stake-
holders, it helps the airport execute a successful, compliant ACDBE Program.

7.11 Reporting Achievements

The purpose and objectives of the airport operator’s ACDBE plan and the intended achieve-
ments should be communicated during the airport operator’s outreach efforts, in solicitation
documents, and in contract documents to achieve the levels of ACDBE participation that the air-
port operator expects.

e What are achievements?

— Achievements are expressed by the dollar value of the participation in concession contracts
generated by ACDBEs, which are reported to the FAA annually. Attaining or exceeding
ACDBE participation goals is an achievement.

e How are achievements tracked?

— Achievements are tracked routinely (e.g., monthly, quarterly) by collecting and verifying
ACDBE sales reports from concessionaires, as well as collecting and verifying the amounts
that concessionaires pay to ACDBEs under contract with them to provide goods and/or
services to the airport concession operation.

¢ Send achievement reports to the FAA

— The sales generated from the commercially useful functions performed by ACDBEs on a
fiscal year basis, as included in concession contracts, are reported to the FAA by March 1
each year via its web-based DBE Office Online Reporting System (DOORS). If the airport
operator errs in reporting achievements, DOORS permits the airport operator to edit its
report. If the report is late, the FAA will contact the airport operator. If achievements are
not reported at all, the FAA may find that the airport operator failed to administer its
ACDBE program in good faith.

e Tell stakeholders

— Inform internal and external stakeholders of the airport’s ACDBE achievements and suc-

cesses via annual reports, on the airport’s website, and through other means.

Figure 7-2 shows the FAA’s Uniform Report of ACDBE Participation form.

7.12 Barriers to ACDBE Participation

Airport in-terminal concession programs have evolved from generic offerings in the early days
to today’s national and regional brands and business and personal services that rival those in
some of the most upscale malls. Since the 1970s, as airport concession programs have evolved
and become more sophisticated, the number, size, and types of ACDBE Program participants
(e.g. concession operators, goods and services providers, and management contractors and sub-
contractors) have increased.
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Figure 7-2. Uniform report of ACDBE participation.
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ACDBESs have been quite successful in creating food and retail concepts that they began as
single units and that they are now operating at multiple airports. From concession program dif-
ferentiation and creation of a sense of place at the local airport, to operating national brands at
airports across the country, ACDBEs have contributed substantially to airports as we experience
them today. While that trend is fully expected to continue into the future, there are still internal
and external barriers that affect ACDBE participation in airport concessions.

For example, insufficient planning for ACDBE participation, limited outreach, and excessive
contractual requirements (e.g., bonding, insurance, and experience) are some of the internal bar-
riers to ACDBE participation in airport concession opportunities. These are barriers that airport
operators have an opportunity and an obligation to address in developing and administering their
ACDBE program and concession program. Internal policies, procedures, and practices can also
create challenges for ACDBESs, small businesses, and operators new to the airport environment.

Concession managers that are open to new ideas and new operators for the concession pro-
gram can create an operating environment and culture that encourage others to think more
expansively about the program and about the opportunities. This open and thoughtful approach
requires educating stakeholders and analyzing the effects of important requirements, processes,
and procedures. Some actions that can be taken to reduce and eliminate internal barriers to
ACDBE participation are the following:

e Evaluate the basis for certain policies, practices, and procedures to determine if they continue
to be relevant and appropriate. This evaluation would apply to requirements such as years of
experience and the amounts and types of bonds and insurance.

¢ Educate the community about the economic benefits of the airport and the opportunities that
it provides to the community.

e Include the community in assessing and re-evaluating the concession program.

e Conduct sessions for potential participants, such as “How to do Business at the Airport” and
“Concessions 101.”

¢ Inform the community of plans for updating or reinventing the airport concession program.

e Conduct outreach consistent with the market area(s) (i.e., national, regional, or local) estab-
lished for each particular concession opportunity.

External barriers tend to be outside the control or influence of the airport operator, such as
barriers that limit access to education, management experience, and leadership opportunities.
Obtaining financial assistance for starting or expanding a business or securing franchises is a pri-
mary external barrier to ACDBE participation.

First instituting and then establishing a cap on the personal net worth of ACDBE owners also
created a new hurdle for ACDBEs secking financing to win or extend concession contracts.
ACDBE business owners may begin as operators of one or more units at the local airport. If they
achieve success with a concept and seek to offer the concept at other airports, access to the
finances required to pay the costs associated with doing business at the second airport could be
restricted, especially with a limit on the operator’s personal net worth. This restriction could hin-
der the operator’s ability to acquire the financing needed to expand the business. For this rea-
son, the growth in numbers of ACDBEs has far exceeded the growth in the size of ACDBE
concessionaires. Very few ACDBEs have graduated from the ACDBE Program. Others have sold
their businesses to larger operators eager to gain both the real estate and the concepts that were
created and developed into successful and sought-after brands.

Another challenge to growth has been the lack of uniformity in how certification eligibility is
determined. ACDBE operators certified in one state may experience difficulties being certified
in other states and jurisdictions. Some of these situations are being addressed through uniform
certification applications and reciprocity between states, although there is room for improve-

Copyright National Academy of Sciences. All rights reserved.
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ment and training in both areas. The U.S. DOT regulation that became effective February 28,
2011, establishes further requirements and provides guidance to help eliminate some of the bar-
riers to ACDBE certification eligibility and interstate certification reciprocity.

7.13 Program Audits

All airport operators that establish and implement ACDBE programs are subject to program
audits. The audits are conducted by the FAA Office of Civil Rights, which has become more sys-
tematic in conducting ACDBE program audits, with a greater number of such audits conducted
in recent years. The audit entails several days of meetings with airport staff and concessionaires
and site visits to concessionaires’ on-airport operations, as well as reviews of the airport opera-
tor’s contract files and compliance areas.

Benefits of the audit include providing assurance to airport operators that they are in compli-
ance with 49 CFR Part 23 and offering guidance to airport operators that are not in compliance
so that they can make required adjustments to their ACDBE Programs. Airport operators that
do not implement their FAA-approved ACDBE Program plan could be found in noncompliance
with 49 CFR Part 23 and become ineligible to receive FAA financial assistance.

7.14 NMentoring

Mentor/protégé relationships have achieved some level of success in the concession arena—
for example, the mentor/protégé model in a program at Dallas/Fort Worth International Air- @
port, overseen by the Marketing Department, and the mentor/protégé relationship operating in

the concession environment at Portland International Airport. But mentor/protégé relationships

have not achieved the same level of success in the airport concessions environment as they have

in construction and professional services.

One of the first and most successful mentor/protégé programs was initiated by the Port of Port-
land in 1995 and is credited to the Port’s Contract Manager, Ron Stempel. Based on the findings
of a 1994 assessment of why small minority- and woman-owned businesses were not participating
in Port projects, the Port developed a Mentor/Protégé Program. What has come to be known as
The Stempel Plan has since become a national model for various agencies and organizations. It is
noteworthy that the program is promoted by Associated General Contractors of America (AGC)
chapters nationwide.

The five barriers identified as a result of the assessment conducted in 1994 by the Port of
Portland are similar to those frequently identified by ACDBEs today. These barriers include
the following:

e Ineffective relationships between prime contractors and small businesses and minority-owned
and woman-owned businesses

e Poor access to job notification

e Inability to accommodate size of work

e Inability to secure adequate financing

e Inability to secure adequate bonding

Businesses that have established relationships with franchisors and/or major suppliers and
that have gained the ability to purchase products and services at premium rates through mentor/
protégé relationships gain an excellent opportunity for capacity building.

It is important to remember that capacity building will have the most effect on the economic
growth and development of the communities where the ACDBEs reside. While few analyses of
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the economic contribution of minority-owned and woman-owned businesses have been con-
ducted, a study commissioned by the Dallas/Fort Worth International Airport Board found that
51% of retail sales at the airport from September 2002 through September 2005 occurred at
minority-owned and woman-owned businesses. Those firms recorded $287 million in sales, cre-
ating $431 million in economic activity, adding $157 million to regional labor income.

One difficulty that has been experienced in mentor/protégé relationships is creating a way for
an ACDBE protégé to maintain independence that does not deter its ability to maintain its
DBE/ACDBE certification eligibility.

Another challenge that often arises is how to count the participation by the ACDBE protégé
towards ACDBE goals. There continues to be an opportunity to address these issues so that capac-
ity building of ACDBEs, maintaining ACDBE certification, and counting participation of ACDBEs
in mentor/protégé relationships can be achieved.

Airport operators seeking to implement business development programs or mentor/protégé
programs in their ACDBE programs must use the U.S. DOT’s business development program
guidelines (Appendix C of 49 CFR Part 26) and/or its mentor/protégé program guidelines
(Appendix D of 49 CFR Part 26). Both sets of guidelines offer a full discussion of the requirements,
objectives, and roles and responsibilities of participants in these programs.
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CHAPTER 8

Concession Contracting
Approaches

One of the most fundamental decisions that an airport operator will make concerning the air-
port concession program is the choice of concession contracting approach (also referred to as
concession management approach). This decision has implications for all aspects of the conces-
sion program. This chapter presents an overview of the four major concession management
approaches in use at U.S. airports today—Direct Leasing, Prime Concessionaire, Third-Party
Developer, and Leasing Manager. A “Hybrid” approach is also used at some airports, wherein
two or more of the four major management approaches are used.

This chapter will provide a description of concession management approaches, including a
summary of the advantages and disadvantages of each, and a discussion of financial performance
by management approach that covers the topics of sales per enplaned passenger, concession space
in operation, sales per square foot, and net revenue per enplaned passenger

8.1 Description of Concession Management Approaches

In determining the optimal management approach, the airport operator must consider a
number of factors, including the following:

¢ The number of terminals at the airport, their layout, and the configuration of concession space
and support space

e Passenger volumes and demographics

¢ The size and capabilities of the airport operator’s concessions staff

e Private-sector interest in the potential concession opportunities

¢ Projected sales and revenue under each management approach

e The airport operator’s goals and objectives

¢ The airport operator’s terminal development plans, and the timing of the development

e The airport sponsor’s need or desire to attract private capital

e The relative difficulty in soliciting and contracting with concessionaires under the airport
operator’s policies and legal constraints

¢ The local political climate

8.1.1 Direct Leasing

Direct Leasing offers the airport operator the opportunity to plan the use of terminal concession
spaces, identify individual spaces for leasing or bundle spaces into contract packages, and then
select the best concessionaire to operate each space or package of spaces. This approach generally
provides the airport operator with the greatest amount of control over its concession program and
a high degree of competition among concessionaires.

uu
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Direct Leasing may occasionally be used to supplement a Prime Concessionaire approach,
whereby the airport operator holds some locations out of the larger, multiple location package(s)
offered to the Prime Concessionaire(s) to make those locations available to smaller vendors or
specialized concession opportunities.

Direct Leasing works best when passenger volumes and business terms are adequate to be
able to structure contract packages that can stand alone, and a sufficient number of concession-
aires are interested to provide reasonable competition. It is less likely that a Direct Leasing
approach will provide concessionaires with opportunities to offset low volume or unprofitable
locations with returns from successful locations (as, for example, is typical with the Prime Con-
cessionaire approach, where the Prime Concessionaire assumes the risk for marginal spaces,
which is offset by the overall volume of sales, including those at high-performing spaces). To
reduce risks of service deficiencies and concessionaire failures under the Direct Leasing
approach, the airport operator must be able to devise business terms and conditions (term
length, operational requirements, pricing policies, concession fees, buildout requirements, etc.)
appropriate for each opportunity.

The competitive nature of the Direct Leasing approach, with its variety of concessionaires and
brands/concepts, provides incentive to build out stores in all locations that are considered to be
financially feasible, which contributes to increased revenue and greater customer satisfaction.

Implementation of the Direct Leasing approach does bring certain challenges. This approach
generally requires the airport operator to have a larger staff with more skills and experience than
the other concession management approaches because airport staff, under a Direct Leasing
approach, must solicit, award, and implement numerous concession agreements and manage a
multiconcessionaire operation. In addition, aesthetic coordination and approval of construction
activities by multiple concessionaires with different architects and construction teams are
required, which adds to the work of the airport’s engineering and development staff.

Unlike the Prime Concessionaire and Third-Party Developer/Leasing Manager approaches,
the Direct Leasing approach often requires the airport operator to make capital investments in
facilities outside of the individual concessionaire locations, such as food courts.

In summary, the Direct Leasing approach provides advantages in offering concept and prod-
uct variety, price and service competition, opportunities for a number of concessionaires to par-
ticipate, and high sales/revenue (as discussed in Section 8.2). However, the airport operator also
has greater staff costs and administrative burden in managing multiple tenants and contracts.
Perhaps most importantly, the Direct Leasing approach requires the airport operator to fund
and construct needed common area concession-related capital improvements or to develop
strategies for constructing the common area capital improvements and incorporate them in its
contracting strategy.

Some of the major airports at which the Direct Leasing concession management approach is
used include Dallas/Fort Worth, Denver, Portland, and San Francisco International Airports.
Each of these airports has a well-developed Direct Leasing program with participation by a sig-
nificant number of local brands and local owners.

8.1.2 Prime Concessionaire

Under the Prime Concessionaire approach (sometimes referred to as multiple primes), the
airport operator leases all of the concession space in a category to one or two concessionaires.
Prime Concessionaires (Primes) generally self-operate most locations and sublease a few loca-
tions to meet the ACDBE goal, and/or to provide local or regional brands that may be desired by
the airport operator, or for other reasons.

Copyright National Academy of Sciences. All rights reserved.
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Airport operators may execute agreements with different Prime Concessionaires to operate
food/beverage facilities and retail facilities, or the same Prime may operate both categories of
concessions. In cases where only one company operates the vast majority of food and beverage
and/or retail concessions, the term “Master Concessionaire” is used.

Use of the Prime Concessionaire approach results in fewer concession contracts for airport staff '
to award and manage. These contracts are awarded almost entirely to experienced national air-
port concessionaires. Additionally, the Prime Concessionaire approach provides for more coor- L

dinated design submittals, and construction permitting and oversight are required for fewer
concessionaires. Overall, this concession management approach places considerably less oversight
demand on airport concession staff and construction-related staff than the other concession man-
agement approaches.

Because of the wider exposure to enplaning passengers in the terminal, Prime Concessionaires
are less vulnerable to changes in airline schedules than tenants under Direct Leasing with fewer
locations. As a result of their multiple locations within the terminal, Prime Concessionaires are bet-
ter able to withstand decreases in sales that may occur at particular locations resulting from factors
such as gate closures or reassignments, airline relocations or service reductions, economic down-
turns, and construction activities. Prime Concessionaires are also usually large, well-capitalized,
established firms with the financial ability to withstand most downturns.

In addition to their direct investment in concession units, the Prime Concessionaire also typically
invests in the development of common areas, such as food courts and storage and support spaces.

The percentage rent and minimum rents are generally higher under the Prime Concession-
aire approach as the size of the Prime Concessionaire operations yields financial economies of
scale, providing Primes with a greater ability to pay higher rent. At the same time, the Prime Con-
cessionaire approach produces lower sales compared with the other approaches (see Table 8-5),
which somewhat offsets the higher rents.

The Prime Concessionaire approach is used at most small hub airports (e.g., Charleston and
Tulsa International Airports) because passenger volumes are not sufficient to support multiple
concession operators. The Prime Concessionaire approach is also used at many medium hub air-
ports and at some large hub airports. For example, the Hillsborough County Aviation Author-
ity uses the Prime Concessionaire approach at Tampa International Airport, contracting with a
single Master Concessionaire, and the Port of Oakland uses a single Master Concessionaire for
food and beverage and retail offerings, supplemented by a few Direct Leases with specialist oper-
ators for a small percentage of the overall concession space at Oakland International Airport.
Nashville International Airport, a medium hub, has two Primes for food and beverage services.

A significant disadvantage of the Prime Concessionaire approach is that it provides the least
amount of competition of any of the concession management approaches, as one or two large con-
cessionaires effectively control the vast majority of space in a category. The only real competition
under this approach may be between the Prime Concessionaire and its own subtenants, whose store
locations and sublease terms and conditions are determined by the Prime. In some cases, the Prime
and its subtenants may be competing for the same business, which can cause conflicts.

Another possible disadvantage is that the Prime Concessionaire may be reluctant to use its
capital funds to build out stores in new locations if such stores would serve as competitors for
the Prime’s existing stores or those of its subtenants.

8.1.3 Third-Party Developer

Under the Third-Party Developer (Developer) approach, the airport operator leases all loca- @
tions in a terminal(s) to a specialist company that develops and manages the concession program.

Copyright National Academy of Sciences. All rights reserved.
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Similar to the Direct Leasing approach, the Third-Party Developer approach provides a great
degree of competition, as the Developer selects the subtenants for each location (or group of loca-
tions) that it deems best able to generate the highest sales and revenues.

The underlying premise of this approach is the alignment of Developer and airport operator
interests in that both parties function in the role of landlord and do not operate any of the con-
cessions. This approach produces highly regarded concession programs with a high degree of
customer service and, for this reason, some airport operators are willing to pay the Developer a
share of revenues in return for the benefit of having a professionally developed program. Rather
than relying on airport staff, the Developer is delegated most decision-making authority, with
some agreed-upon approvals retained by airport management, such as approval of the overall
concession plan and the final slate of tenants.

Most airport operators that have selected the Third-Party Developer approach (such as the
operators of Baltimore/Washington International Thurgood Marshall, Philadelphia Inter-
national, and Pittsburgh International Airports) have included language in the Developer’s agree-
ment that precludes self-operation of any of the spaces to ensure that no conflict of interest exists
between the Developer and its subtenants.

Another advantage of this approach is that the Third-Party Developer can more freely select
and negotiate terms with its potential subtenants, rather than relying on the more rigid solicita-
tion process used by the public sector. The Developer is free to negotiate variable or stepped per-
centage rents, minimum rents, and other terms that will result in the best terms for both parties.

Developers (and their subtenants) are generally expected to invest capital in development of the
concession program. The Developer’s investments typically include funding of basic infrastructure
needs and development of common areas, such as food court seating and shared concessions sup-
portand delivery space. Subtenants are generally required to build-out their facilities; however, on
occasion, the Developer may assist in subtenant build-out expenses by providing loans or seed
money, particularly for small local businesses and ACDBEs. As with other management
approaches, the large majority of investment under the Third-Party Developer approach is made
by the tenants operating in the concession spaces.

At some airports with older terminals, the Developer approach may be used as a vehicle for
improving terminal infrastructure in addition to the quantity and quality of concession space.
Baltimore/Washington International Thurgood Marshall Airport is an example of an airport
where the Developer approach was used to upgrade basic space and infrastructure in an older
terminal area.

Because of the comprehensive nature of the Third-Party Developer approach, improvement in
the concession program can be significant. For example, at the Baltimore/Washington Inter-
national Thurgood Marshall Airport, the Developer made a $20 million investment commitment
(exclusive of subtenant investment) and increased sales per enplaned passenger from $5.65 per
enplaned passenger in 2004, under the former Master Concessionaire contract, to $8.41 per
enplaned passenger in 2008, under the Third-Party Developer approach—an increase of 49%.
The Developer approach is also used at Newark Liberty and Boston Logan International Airports,
which rank among the leaders in sales per enplaned passenger.

For many airport operators, coordinating the design and construction of multiple tenant
improvements is an administrative burden for which they are not adequately staffed. The Devel-
oper will typically coordinate all subtenant design and construction on behalf of the airport oper-
ator, reducing airport staff workload considerably.

A concern often expressed about the Developer approach is that the net revenue to the airport
enterprise is lower than under other approaches because of the fees required to compensate the
Developer for its services. Although the potential exists for increased sales under this compre-
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hensive approach, the higher sales may not be sufficient to offset the Developer’s fees, which usu-
ally are in the range of 25% to 30% of subtenant concession rents.

The Developer approach also requires a considerable volume of enplaned passengers—typically,
more than 5 million annual enplaned passengers—and considerable space. Therefore, small hub
airports and most medium hub airports would not be viable candidates for the Third-Party Devel-
oper approach. Pittsburgh International Airport, the first U.S. airport where the Developer approach
was used, falls below this threshold as a result of the decline in connecting traffic following the
downsizing of US Airways, its hub carrier. However, the airport remains the overall U.S. leader in
food and beverage and retail spend per enplaned passenger, at $13.68 in 2008 according to a com-
parison of the top 50 performing North American airports published in the Airport Revenue News
Fact Book 2009 (Airport Revenue News 2009). (It should be noted that the Developer approach is
not fully responsible for the high sales threshold, as the airport’s terminal layout, which requires
all passengers go through the same central concessions core on the way to their gates, is ideal.)

The level of investment associated with Third-Party Developer agreements also typically
requires a longer term, usually 15 years or more, although the terms of the underlying subtenant
agreements are generally similar to those under other management approaches. The longer term
is needed to amortize the Developer’s common-area and infrastructure investments, which are
expensive and often have a long useful life.

In some cases, elected policymakers may not support delegating contracting authority to a
Third-Party Developer because of concerns about the revenue effects on the airport enterprise
and/or the loss of some control over the selection of concessionaires.

8.1.4 Leasing Manager

The Leasing Manager approach is similar to the Third-Party Developer approach, with some
significant differences. As with the Developer approach, the Leasing Manager brings expertise in @
commercial leasing and property management and, in return, the Leasing Manager receives a fee

for its services. To ensure that no conflict of interest exists regarding the Leasing Manager’s

responsibilities, the Leasing Manager typically does not self-operate any spaces. Unlike a Third-

Party Developer, the Leasing Manager does not make investments in the terminal. Secondly, the

Leasing Manager may or may not provide oversight of tenant design and construction. Third,

the Leasing Manager may or may not enter into concession agreements directly with tenants.

Fee structures under the Leasing Manager approach can vary. The Leasing Manager may receive
a fixed fee for its services and/or a percentage of rentals collected from concessionaires, or some
other method of payment may apply. For example, the Metropolitan Washington Airports Author-
ity has historically required its Leasing Managers at Washington Reagan National and Washing-
ton Dulles International Airports to charge concessionaires the greater of a minimum annual
guaranteed rent or a percentage of sales as a concession fee, with the Authority subsequently receiv-
ing percentage rents from the Leasing Manager based on the concession fees that the Leasing Man-
ager collects. Because the Leasing Manager is not responsible for capital development costs, the fees
for its services are lower than the fees under the Third-Party Developer approach.

The decision to use a Leasing Manager is a tradeoff between the additional costs connected with
its services and the ability of the Leasing Manager to attract tenants and negotiate concession
agreements for the airport operator. Airport operators that use Leasing Managers appreciate the
contracting flexibility and believe that the overall result is a better program with better tenants,
and they also appreciate that the increased revenue from the program substantially offsets the
Leasing Manager’s fees.

In some cases, elected policymakers may not support delegating contracting authority to a Leas-
ing Manager that has no real investment in the airport. Elected policymakers may also not support
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delegating contracting authority to a Leasing Manager if the basis for soliciting and selecting tenants
is not transparent or if the costs of the Leasing Manager reduce revenues to the airport operator.

8.1.5 Hybrid Approach

Practical considerations may result in the use of more than one contracting approach at an
airport. For example, at Seattle-Tacoma International Airport, multiple Prime Concessionaires
are used for concessions on the concourses, and the Direct Leasing approach is used in the Cen-
tral Terminal, which is themed as the Seattle Marketplace. Further, the Central Terminal mar-
keting, leasing, and development was performed by a Leasing Manager on behalf of the Port of
Seattle. Airport management believed it could use a conventional Prime Concessionaire
approach for its concourses, but the new Central Terminal, a major centralized post-security
concession development, was intended to be a showcase, and a Leasing Manager was considered
the best way to attract and contract with tenants who may be wary of conventional public-sector
contracting practices. The strategy at the Seattle airport was successful. After the Central Termi-
nal was opened, airport staff assumed responsibility for its management.

At some other large airports, a combination of leasing approaches is also used. For example,
atJohn F. Kennedy International Airport, a Master Concessionaire has executed a food and bev-
erage agreement in JetBlue Airways’ Terminal 5, and Direct Leasing is used in the airport’s Ter-
minal 4, where the concession program is managed by the terminal operator using Direct
Leasing. A Third-Party Developer manages the pre-security central terminal retail program at
Orlando International Airport, while multiple Primes operate the concessions in other areas of
the terminal complex. A Third-Party Developer operates the concessions in the central terminal
areas at Miami International Airport, and Primes and Direct Leasing are used in most other areas
of the terminal complex. Two Third-Party Developers operate at Boston Logan International
Airport, each managing the concessions in two of the airport’s four terminals.

For these reasons, the Hybrid approach is more of a contracting strategy than an approach,
with the airport operator using each approach as a tool to achieve the best overall program for
its unique circumstances.

8.1.6 Summary of Concession Management Approaches

No single concession management approach can or should be universally applied. Airport
operators must decide which approach offers the best outcome in light of the opportunities and
challenges it presents. This decision is best made after careful analysis of the costs and benefits of
each approach. Table 8-1 presents a high-level summary of the relative strengths of each approach

Table 8-1. Summary of relative strengths of major concession
management approaches.

Competition in\(/::sﬁir:zn t admpi\rl:irs)?rre:tive Firr;itsfrial
costs
Direct Leasing High High High High
Prime Concessionaire Medium High Low Medium
Third-Party Developer High High Medium Medium
Leasing Manager High n.a. Medium Medium

n.a. = Not applicable.
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in terms of (1) competition, (2) ability to invest capital, (3) the associated airport administrative
costs, and (4) the financial return to the airport enterprise associated with each approach.

Table 8-2 presents a summary of the advantages and disadvantages of each concession man-
agement approach. The following section presents a comparison of the revenue to the airport
enterprise produced under each approach.

Table 8-2. Summary comparison of concession management approaches.

THIRD-PARTY DEVELOPER
Advantages:

*  Lowest administrative burden, as Developer brings professionals with experiencein
marketing, leasing, developing, and managing food and retail spaces; single point of contact
for airport management

*  Coordinatesal tenant design and construction

*  Generaly entersinto subcontracts directly with subtenants and is able to negotiate optimal
business terms (compared with public procurement requirements)

¢ Does not compete with tenants; shares goal of airport operator in maximizing sales, service

¢ Developsfood courts and other common areas; makes investment in common areas,
directories, etc.

*  Variety of shops, concepts, subtenants creates high degree of competition and choices for
customers
Disadvantages:

* Considerable potential sales volumes are necessary for Third-Party Developersto
participate

* Requireslonger term, typically 15 years, for Developer to earn satisfactory returns
*  Developer takes cut of concession sales, which may reduce airport operator’s concession
revenues below potential of other approaches

LEASING MANAGER
Advantages:

*  Similar to Third-Party Developer, brings professionals with experience in marketing,
leasing, devel oping, and managing food and retail spaces; single point of contact for airport
management

*  Scope may include coordination of design and construction activities

* May (or may not) enter into agreements directly with subtenants; able to negotiate optimal
business terms (compared with public procurement requirements)

*  Variety of stores/concepts operated by different concessionaires creates distinct customer
shopping choices and a high degree of competition

Disadvantages:
*  Airport operator has responsibility for common area build-outs

* Leasing Manager receives afee for its services, which may reduce airport concession
revenues

* Typicaly works on afee basis and does not make capital investment in common aress,
directories, etc.

(continued on next page)
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Table 8-2. (Continued).

DIRECT LEASING
Advantages:

*  Direct relationship between airport operator and concessionaires

* Variety of stores/concepts operated by different concessionaires creates distinct
customer shopping choices and a high degree of competition

*  Airport operator controls overall scope of program

Disadvantages:

*  Requiresthe most airport staff time and expertise due to variety of individual
concession agreements to award and manage

*  Airport operator has responsibility for common-area build-outs

*  Design and construction activities by many different firms increases workload for
airport operator

*  Greater risk of failure, asindividual agreements must be self sufficient; greater
exposure to traffic risks

* If local businesses are targeted, training will be required; there may be operating risks
associated with inexperienced concessionaires

PRIME CONCESSIONS
Advantages:

*  Only afew points of contact for coordination of design and construction activities,
depending on number of primes

*  Primestypically handle common-area build out, such as food courts

* Requireslessairport staff time (compared with Direct Leasing) with fewer, larger
concession agreements to manage

*  Primesubleasesto ACDBEs and others on behalf of airport
Disadvantages:
*  Lesscompetition than other management approaches

*  Variety of stores/concepts offered are often more limited due to pre-established
agreements with certain brands

*  Approach (on average) resultsin development of less space compared with other
approaches

*  Prime concessionaire may be in competition with sub-tenants

* Lower sales compared with other approaches, although percentage rents are typically
higher

8.2 Financial Performance by Management Approach

A number of factors are involved in the choice of concession management approach, but the
one factor that is universally considered is revenue to the airport enterprise. In this section, the
financial performance of the various concession management approaches is analyzed in terms

) of the sales and revenue performance of airports where each management approach is in effect.

E_)) Financial performance was analyzed using data for the busiest 35 airports in the United States,
mostly large hubs (and a few medium hubs), regarding concession space, sales, and revenue data
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reported in the Airport Revenue News Fact Book 2009 for calendar year 2008 (Airport Revenue
News 2009).

Airports with passenger traffic less than that of the least busy of the top 35 airports (i.e., below
5.5 million annual enplaned passengers) are considered too small for the Third-Party Developer
approach; generally, the Prime Concessionaire or Direct Leasing approach is used at these air-
ports. Therefore, only the busiest 35 airports, which are capable of supporting and implementing
any of the concession management approaches, were considered in the analysis.

Because of incomplete reporting of sales data, Cleveland Hopkins International Airport was
eliminated from the analysis. At the time this analysis was conducted, the airport was in transi-
tion from the Prime Concessionaire approach to the Third-Party Developer approach. Pittsburgh
International Airport (which has the highest spend rate per enplaned passenger in the United
States) was also excluded from the analysis as it falls outside of the top 35 airports in terms of num-
bers of enplaned passengers.

8.2.1 Classification of Airports

Each airport included in the analysis was classified according to its management approach. Air-
ports where two or more management approaches are used were placed in the Hybrid classifica-
tion. The Hybrid approach, as referred to in this section, should be considered an eclectic approach
and not an end in itself. Some airports classified as Hybrid have Third-Party Developer agreements,
including New York’s John F. Kennedy International and LaGuardia airports, and Bush Inter-
continental Airport/Houston. Miami and Orlando International Airports employ Direct Leasing,
Prime Concessionaire, and Third-Party Developer approaches. Including these airports allows all
of the airports to be classified and compared in terms of average sales, space, and revenue.

The Third-Party Developer and Leasing Manager approaches have many similarities, with the
lack of investment on the part of the Leasing Manager being the major difference. Therefore, the
two categories were combined for this analysis.

Table 8-3 presents a summary of enplaned passengers, sales, and space by concession man-
agement approach for the airports included in the analysis. Six airports used the Third Party
Developer/Leasing Manager management approach, 9 used the Direct Leasing approach, 8 used
the Hybrid approach, and 11 used the Prime Concessionaire approach.

Table 8-4 presents a summary of revenue received by the airport operator from food and bev-
erage and retail sales, revenue per enplaned passenger, and effective percentage rent for the airports
included in the analysis (i.e., airports that provided revenue data to Airport Revenue News).

8.2.2 Summary of the Analysis

Table 8-5 presents a summary of sales per enplaned passenger for each concession management
approach calculated using the total sales at airports in each category divided by total enplaned pas-
sengers. Where indicated, an average for all airports included in this analysis is shown. The highest
sales per enplaned passenger for each sales category is indicated in boldface. Table 8-5 shows that,
on average, the Third-Party Developer/Leasing Manager approach produced the highest total
spend rate per enplaned passenger, followed by the Direct Leasing and Hybrid approaches. The
Prime Concessionaire approach had the lowest average sales per enplaned passenger.

In the food and beverage category, the highest spend rate was achieved under the Direct Leas-
ing approach, followed closely by the Developer/Leasing Manager approach and the Hybrid
approach. The Prime Concessionaire approach again resulted in the lowest spend rate.

The Direct Leasing approach produced the highest specialty retail spend rate, followed by the
Developer/Leasing Manager and Hybrid approaches. Information on retail spending for two air-
ports where the Prime Concessionaire approach is used was categorized by specialty and conven-
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Table 8-3. Summary of enplaned passengers, space, and sales by concession management

approach—2008.

Concession management approach

DEVELOPER/LEASING MANAGER
Newark

Philadelphia

Boston

Washington Dulles

Baltimore

Washington Reagan

Total / Average

DIRECT LEASING
Dallas/Fort Worth
Denver

Las Vegas
Phoenix

San Francisco
Detroit
Minneapolis
Portland

Kansas City
Total / Average

HYBRID

Chicago O'Hare

New York - Kennedy

Houston Bush Intercontinental
Orlando

Miami

Seattle

New York - LaGuardia
Chicago Midway

Total / Average

PRIME CONCESSIONAIRE
Atlanta

Los Angeles
Charlotte

Fort Lauderdale
Salt Lake City
Tampa

Houston Hobby
San Diego

St. Louis
Cincinnati
Oakland

Total / Average

DEVELOPER/LEASING MANAGER
DIRECT LEASING

HYBRID

PRIME CONCESSIONAIRE

Total / Average

Enplaned Enplaned
passengers  passengers
(millions) rank
17.7 12
15.8 19
13.0 20
11.9 21
10.2 25
9.0 29
77.6
29.0 4
25.7 5
22.1 7
19.8 9
18.5 10
17.5 13
17.0 16
7.2 33
5.5 39
162.3
34.0 2
239 6
21.6 8
18.2 11
17.0 15
16.1 18
11.6 23
8.2 31
150.6
45.1 1
29.9 3
17.4 14
11.6 22
10.4 24
9.1 26
9.1 27
9.1 28
7.2 32
6.8 34
5.7 37
161.4
Count
77.6 6
162.2 9
150.7 8
161.4 11
551.9 34

Food & beverage and retail (excluding duty free)

Sales per
enplaned
passenger

$10.57
$8.60
$10.19
$8.48
$8.41
$9.01
$9.32

$8.39
$8.42
$10.10
$8.57
$11.70
$9.07
$8.98
$10.44
$4.97
$9.14

$8.58
$11.84
$4.73
$9.29
$9.92
$9.60
$8.79
$8.24
$8.89

$7.55
$8.93
$8.12
$6.77
$7.39
$8.66
$3.04
$8.02
$7.70
$7.28
$6.26
$7.59

$9.32
$9.14
$8.89
$7.59
$8.64

Total sales

R|D B PP BB O B AL B B B BB

RO O P BB PO PSR

R R R e e e 2

R |H A B B

(millions)

187.1
136.3
1323
100.5

86.1

80.8
723.1

27.5

1,481.9

291.9
282.8
102.2
169.4
169.0
154.4
101.7

67.8

1,339.2

340.5
267.2
141.0
78.5
76.8
79.2
27.7
727
55.5
49.5
36.0

1,224.6

723.1
1,481.9
1,339.3
1,224.6

4,768.9

Square feet
per 1,000
enplaned

passengers

8.3
7.3
11.7
13.0
8.3
7.1
9.2

Note: Cleveland Hopkins airport reported on food and beverage sales but not retail and is excluded from the analysis.
Source: Top 34 airports reporting data to Airport Revenue News for food and beverage and retail Calendar Year 2008.

(Airport Revenue News 2009).

Average sales
per square
foot

$1,278
$1,178

$868

$654
$1,007
$1,269
$1,008

$1,090
$1,371
$1,721
$1,123
$1,422
$1,219

$974

$971

$449
$1,196

$2,453
$1,286
$1,152
$1,082
$1,073
$1,354
$1,140
$1,573
$1,355

$1,812
$1,817
$1,775
$1,020
$1,275

$840
$1,067
$1,470

$771

$453
$1,992
$1,330

$1,008
$1,196
$1,355
$1,330
$1,347

ience retail; therefore, the analysis does not show either category for the Prime Concessionaire
approach. (Excluding those two airports, the other airports where the Prime Concessionaire
approach is used had specialty retail sales averaging $1.09 per enplaned passenger). The Devel-
oper/Leasing Manager approach produced sales per enplaned passenger that were $0.68 or 8%
above the average for all approaches and $1.73 or 23% above the Prime Concessionaire average.

The Developer/Leasing Manager approach resulted in the highest average total retail spend per
enplaned passenger, followed by the Hybrid and Direct Leasing approaches. The results for the
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Table 8-4. Summary of revenue, revenue per enplaned passenger, and average effective
percentage rent by concession management approach—2008.

Food & beverage and retail (excluding duty free)

Enplaned Enplaned Total sal Revenue to Revenue per Effective
Concession management approach passengers passenger ((r)n?lliZise)S airport enplaned percentage
(millions) Rank (millions) passenger rent
DEVELOPER/LEASING MANAGER
Newark - 12 $ - 8 - - -
Philadelphia - 19 - - - -
Boston - 20 - - - -
Washington Dulles — 21 - - - —
Baltimore 10,242,269 25 86,089,458 11,662,602 $1.14 13.5%
Washington Reagan 8,976,979 29 80,842,249 10,283,012 $1.15 12.7%
Total / Average 19,219,248 $ 166,931,707 $ 21,945,614 $1.14 13.1%
DIRECT LEASING
Dallas/Fort Worth - 4 $ - $ - $0.00 -
Denver 25,650,243 5 216,042,542 30,394,834 $1.18 14.1%
Las Vegas 22,086,022 7 223,100,666 28,427,558 $1.29 12.7%
Phoenix 19,816,493 9 169,782,675 23,162,937 $1.17 13.6%
San Francisco 18,528,274 10 216,789,473 30,127,331 $1.63 13.9%
Detroit 17,495,850 13 158,602,837 24,355,204 $1.39 15.4%
Minneapolis 16,955,473 16 152,343,897 21,983,508 $1.30 14.4%
Portland 7,150,857 33 74,669,450 8,643,246 $1.21 11.6%
Kansas City 5,527,549 39 27,459,508 2,913,361 $0.53 10.6%
Total / Average 133,210,761 $ 1,238,791,048 _$ 170,007,979 $1.28 13.7%
HYBRID
Chicago O'Hare - 2 $ - $ - $0.00 -
New York - Kennedy - 6 - - $0.00 -
Houston Bush Intercontintal 21,623,261 8 102,230,762 12,923,227 $0.60 12.6%
Orlando 18,238,277 11 169,404,326 24,108,082 $1.32 14.2%
Miami 17,035,400 15 169,021,114 21,752,300 $1.28 12.9%
Seattle 16,084,939 18 154,428,491 20,828,036 $1.29 13.5%
New York - LaGuardia - 23 - - $0.00 -
Chicago Midway - 31 - - $0.00 -
Total / Average 72,981,877 $ 595084693 $ 79611,645 $1.09 13.4%
PRIME CONCESSIONAIRE
Atlanta 45,090,314 1 $ 340,549,351 $ 46,098,718 $1.02 13.5%
Los Angeles 29,928,150 3 267,219,616 43,891,036 $1.47 16.4%
Charlotte - 14 - - $0.00 -
Fort Lauderdale 11,586,568 22 78,464,793 14,990,435 $1.29 19.1%
Salt Lake City - 24 - - $0.00 -
Tampa 9,142,879 26 79,203,615 14,800,410 $1.62 18.7%
Houston Hobby 9,120,970 27 27,720,844 4,652,298 $0.51 16.8%
San Diego 9,066,343 28 72,708,235 10,487,922 $1.16 14.4%
St. Louis 7,207,890 32 55,470,330 6,678,414 $0.93 12.0%
Cincinnati - 34 - - $0.00 -
Oakland 5,749,093 37 35,993,456 5,928,517 $1.03 16.5%
Total / Average 126,892,207 $ 957,330,240 _$ 147,527,750 $1.16 15.4%
Count

DEVELOPER/LEASING MANAGER 19,219,248 2 $ 166,931,707 $ 21,945,614 $1.14 13.1%
DIRECT LEASING 133,210,761 8 1,238,791,048 170,007,979 $1.28 13.7%
HYBRID 72,981,877 4 595,084,693 79,611,645 $1.09 13.4%
PRIME CONCESSIONAIRE 126,892,207 8 957,330,240 147,527,750 $1.16 15.4%
Total / Average 352,304,093 22 $ 2,958,137,688 _$ 419,092,988 $1.19 14.2%

Note: Cleveland Hopkins airport reported on food and beverage sales but not retail and is excluded from the analysis.
Source: Top 34 airports reporting data to Airport Revenue News for food and beverage and retail Calendar Year 2008.
(Airport Revenue News 2009).

Prime Concessionaire approach were again last, trailing the Developer/Leasing Manager approach
by $1.07 per enplaned passenger. The Prime Concessionaire approach also resulted in $0.64 per
enplaned passenger below the overall average for all concession management approaches.

Table 8-6 presents a comparison of the average spend rate per enplaned passenger for the 34 air-
ports included in the analysis for each concession management approach. The highest spend rate
per passenger for each sales category is indicated in boldface. The Prime Concessionaire approach
had lower than average rates for total spending, food and beverage spending, and retail spending
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Table 8-5. Passenger spend rates by concession management approach—2008.

Sales per enplaned passenger
Food and Specialty retail Convenience

Total beverage a) retail (1) Total retail
Direct leasing $ 9.14 $ 5.60 $ 1.99 $ 154 $ 3.53
Prime concessionaire $ 7.59 $ 4.89 n.a. n.a. $ 2.69
Developer/leasing manager $ 9.32 $ 5.56 $ 1.82 $ 194 $ 3.76
Hybrid $ 8.89 $ 5.32 $ 1.56 $ 2.00 $ 3.56
Average—all airports $ 8.64 $ 531 $ 1.53 $ 1.80 $ 3.33

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

per enplaned passenger. All other approaches resulted in above average total rates for food and
beverage and total retail.

Table 8-7 summarizes the ranking of concession management approaches in terms of sales
per enplaned passenger for each category (food and beverage, specialty and convenience retail,
and total retail).

8.2.3 Space Comparison

The data suggest that differences in the performance of the concession management approaches
may result, in part, from the differences in the quantity of concession space developed under each
approach. Figure 5-2 in Chapter 5 presented the relationship between the amount of concession
space (per 1,000 enplaned passengers) and the average spend per enplaned passenger. The data
show that, on average, airports at which the Developer/Leasing Manager approach is used have
considerably more concession space in service for food and beverage and overall retail services.

Table 8-8 shows the average concession space per 1,000 enplaned passengers organized by con-
cession management approach and major category. At airports using the Developer/Leasing Man-
ager approach, there is typically less convenience retail space, but more specialty retail space in
operation, and the most overall retail space in service. At airports using the Prime Concessionaire
approach, the lowest total concession space was allocated for food and beverage and specialty retail,
and the highest was allocated for convenience retail. In terms of total retail space, Prime Conces-

Table 8-6. Sales per enplaned passenger by management approach as percent
of group average—2008.

Percent of Average Sales per Enplanement

Food and Specialty retail Convenience

Total beverage 2 retail (1) Total retail
Direct leasing 106% 105 130% 86% 106%
Prime concessionaire 88% 92% n.a. n.a. 81%
Developer/leasing manager 108% 105% 119% 108% 113%
Hybrid 103% 100% 102% 111% 107%
Average—all airports 100% 100% 100% 100% 100%

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.
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Table 8-7. Ranking of sales per enplaned passenger by management approach

—2008.
Sales per enplaned passenger - rank among management approaches
Total Food and Specialty retail Conve_mence Total retail
beverage (1) retail (1)
Direct leasing 2 1 1 3 3
Prime concessionaire 4 4 n.a. n.a. 4
Developer/leasing manager 1 2 2 2 1
Hybrid 3 3 3 1 2

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

sionaires had only 61% and 69% of the total retail space compared with the Developer/Leasing
Manager and Direct Leasing approaches, respectively.

Table 8-9 presents a comparison of concession space per 1,000 enplaned passengers with the
overall average for the concession management approaches on a percentage basis, with the val-
ues presented in Table 8-8 expressed as a percentage of the overall airport average. The highest
percentage for each sales category is indicated in boldface. The data suggest that the airports
where the Developer/Leasing Manager approach is used have, on average, more space than the
average of the 34 airports analyzed. On the other hand, airports where the Prime Concessionaire
approach is used have less space than the average of the airports analyzed.

The data presented in Tables 8-8 and 8-9 suggest that

e Third-Party Developers/Leasing Managers are incentivized to develop the most concession
space at airports, as additional space maximizes overall sales and revenue to the airport enter-
prise, and these concession managers share in the revenue. As private companies, Third-Party
Developers (and Leasing Managers) have more latitude in negotiating business terms and
entering into leases. Airports where the Third-Party Developer/Leasing Manager approach is
used performed slightly below airports where the Direct Leasing approach is used in sales per
enplaned passenger in the food and beverage category, but performed better in the retail cat-
egory. On the whole, airports where the Third-Party Developer/Leasing Manager approach is
used performed only about 2% better in sales per enplaned passenger than airports where the
Direct Leasing approach was used, or about $0.23 per enplaned passenger.

Table 8-8. Concession space per 1,000 enplaned passengers by management

approach—2008.

Food and Specialty retail Convenience

Total beverage a retail (1) Total retail
Direct leasing 7.6 4.8 1.9 1.0 2.9
Prime concessionaire 5.7 3.7 n.a. n.a. 2.0
Developer/leasing manager 9.2 5.9 2.0 1.3 3.3
Hybrid 6.6 3.9 15 11 2.6
Average—all airports 7.0 4.4 15 11 2.6

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

Copyright National Academy of Sciences. All rights reserved.
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Table 8-9. Concession space per 1,000 enplaned passengers as a percent of the
overall management approach average—2008.

Food and Specialty retail Convenience

Total beverage Q) retail (1) Total retail
Direct leasing 109% 108% 123% 92% 110%
Prime concessionaire 81% 84% n.a. n.a. 7%
Developer/leasing manager 132% 135% 129% 124% 127%
Hybrid 94% 90% 100% 101% 100%
Average—all airports 100% 100% 100% 100% 100%

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

e Airports utilizing the Direct Leasing concession management methodology are also incen-
tivized to develop more space as the additional space maximizes overall sales and revenue to
the airport enterprise. With more specialist food and beverage and retail tenants competing for
business, airports that utilize the Direct Leasing management approach perform better than
airports where either the Hybrid or Prime Concessionaire approach is used. Airports where the
Direct Leasing approach is used rank second in terms of developed concession space.

e Airports where the Prime Concessionaire approach is used had the lowest ratio of space to
passengers. In most cases, the operators of these airports must work through the Prime Con-
cessionaire to develop additional space. A right-of-first-refusal clause is typically included in
agreements with Prime Concessionaires, which gives the Prime Concessionaire first choice on
developing space. However, the airport operator must convince the Prime Concessionaire that
the marginal contribution from additional concession space will exceed its marginal cost, that
is, it will not reduce the Prime Concessionaire’s return on investment, particularly if the new
space will compete with existing space. The additional investment may also lower the overall
return on investment under the Prime Concessionaire agreement.

8.2.4 Sales per Square Foot

Sales per square foot is a measure of the productivity of concession space, and can be an indi-
cator of or surrogate for assessing concessionaire profitability, as the measure relates investment
(square footage) with sales. Sales per square foot is not a measure of profitability for the airport
enterprise, however, as airports with very limited concession space may have high sales per square
foot and at the same time are likely to have low sales per enplaned passenger. Sales per enplaned
passenger is the best measure of overall concession performance.

Table 8-10 shows the sales per square foot for each concession management approach, by cate-
gory. The highest sales per square foot for each sales category is indicated in boldface. The Prime
Concessionaire approach produces the lowest overall sales per enplaned passenger (see Table 8-5)
and the highest sales per square foot. High sales per square foot may be good for concessionaires,
in that it indicates good return on investment, but it is not necessarily good for the airport opera-
tor, which could maximize total sales and revenue by developing more space. For example, Newark
Liberty, John F. Kennedy, Boston Logan, and Portland International Airports have some of the
highest total spend rates, while their average sales per square foot are near or below the overall aver-
age (see Table 8-3).

8.2.5 Percentage Rents

Of the 34 airports included in the analysis, 22 reported net revenue data. Based on the reported
data, the average effective rent can be calculated. The effective rent is total revenue divided by total

Copyright National Academy of Sciences. All rights reserved.
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Table 8-10. Sales per square foot by concession management approach—2008.

Food and Specialty retail Convenience

Total beverage Q) retail (1) Total retail
Direct leasing $ 1,196 $ 1,176 $ 1,051 $ 1,577 $ 1,230
Prime concessionaire $ 1,330 $ 1,323 n.a. n.a. $ 1,343
Developer/leasing manager $ 1,008 $ 936 $ 917 $ 1,467 $ 1,136
Hybrid $ 1,355 $ 1,351 $ 1,014 $ 1,858 $ 1,361
Average—all airports $ 1,234 $ 1,210 $ 991 $ 1,685 $ 1,275

n.a. = Not available.
(1) Two airports in this category do not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

sales, and takes into account different rent structures for tenants in the same category. The results
are shown in Table 8-11. Only the total retail average percentage rent is shown for the Prime Con-
cessionaire approach as two airports did not break out their space and sales into specialty retail
and convenience retail sub-categories.

The average effective rent for all airports was 14.2%. Airports using the Prime Concessionaire
approach had the highest effective rent, 15.4% overall, or 1.2% percent of sales above the group
average. Third-Party Developers had an average effective rent of 13.1%, or 1.1% below the group
average. Direct Leasing airports averaged 13.7%, or about 0.5% below the overall average. If the
sales for each approach were equal, this might suggest that the Prime Concessionaire approach
would yield the highest revenue. However, the sales are not equal for each management approach.

Adjusting the average percentage rent shown in Table 8-11 for the difference in sales per enplaned
passenger shown in Table 8-5 results in the following effective percentage rent for each manage-
ment approach, as shown in Table 8-12. The effective percentage rent for an airport or a category
can be calculated by dividing the rent paid to the airport by the sales. Note that it is possible that
high Minimum Annual Guarantees may result in high effective rents as the total Minimum Annual
Guarantee may exceed the percentage rents that would be due under the concession agreement.

When the difference in sales performance for each management approach is factored in, the dif-
ference in the effective rent narrows considerably. Direct Leasing results in the highest overall
return on sales (14.5%), followed by the Developer, Hybrid, and Prime Concessionaire approaches.
The Prime Concessionaire approach, which results in the highest average rent, compares less favor-
ably when the difference in sales performance for each approach is considered. In the food and bev-
erage category, the Developer/Leasing Manager approach produces the highest return on sales,

Table 8-11. Average percentage rent by management approach and category—2008.

Total Food and Specialty retail Conve_nience Total retail Nu_mber of
beverage 1) retail (1) Airports
Direct leasing 13.7% 12.5% 15.7% 15.7% 15.7% 8
Prime concessionaire 15.4% 14.1% n.a. n.a. 17.9% 8
Developer/leasing manager 13.1% 12.7% 13.1% 14.6% 13.8% 2
Hybrid 13.4% 12.1% 13.8% 16.4% 15.2% 4
Average—all airports 14.2% 13.0% 15.6% 16.6% 16.1% 14

n.a. = Not available.
(1) Two airports in this category did not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.
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Table 8-12. Effective percentage rent by management approach adjusted for sales

performance—2008.

To ol Syl Comeninie o gy Mmber o
Direct leasing 14.5% 13.2% 20.4% 13.5% 16.7% 8
Prime concessionaire 13.5% 13.0% n.a. n.a. 14.5% 8
Developer/leasing manager 14.2% 13.3% 15.6% 15.7% 15.7% 2
Hybrid 13.8% 12.1% 14.1% 18.3% 16.3% 4
Average—all airports 14.2% 13.0% 15.6% 16.6% 16.1% 14

n.a. = Not available.
(1) Two airports in this category did not break out specialty retail from total retail.
Source: Airport Revenue News 2009. Data for 2008.

with Direct Leasing a close second. In the total retail category, the Direct Leasing approach pro-
duces the highest return on sales, followed by the Hybrid, Developer, and Prime Concessionaire
approaches.

The Prime Concessionaire approach would produce the highest return on sales if all manage-
ment approaches resulted in identical sales. However, this is not the case. The Direct Leasing and
Developer/Leasing Manager approaches, each of which creates incentives to develop the most
space and the highest sales, produce higher revenues, as shown in Table 8-12.

Figure 8-1 presents a comparison of the average sales per enplaned passenger and average
effective rent by concession management approach. The columns represent the average sales per
enplaned passenger (labeled on left axis) and the diamonds represent the average effective per-
centage rent (labeled on right axis).
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Figure 8-1. Comparison of average sales per enplaned passenger and
average effective rent by concession management approach (food and
beverage and retail)}—2008.
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CHAPTER 9

Business Terms and Concession
Agreements

Concession agreements contain the key terms and conditions that establish the business rela-
tionship between the airport operator and the concessionaire; the parties will refer to and inter-
pret this agreement throughout its term. Therefore, it is important that the language in the
agreement be clear, concise, and comprehensive.

All concession agreements are subject to applicable federal, state, and local laws and regula-
tions. In addition, airport policies and rules must be taken into account and are often specifically
referenced in concession agreements.

Airport operators often review the provisions of the concession agreements in place at peer
airports to determine industry standards. These standards have wide-ranging acceptance, and
their use by airport operators is difficult to challenge successfully. This chapter presents a review
of the principal business terms common among all concession agreements:

e Term

¢ Privileges

e Concession fees

¢ Obligations

e Performance standards

e Pricing

e Capital improvements

e Midterm investment requirements

e Other concession agreement provisions
¢ Business practices in need of review

9.1 Term

Although survey results show that concession agreement term lengths of 5 years to 10 years
are most common, in practice, terms may range from 30-day trials for small retail cart operations
to long-term arrangements of more than 10 years (see Figure 9-1). Nearly 50% of the airport oper-
ators surveyed for this research have included term extension options of 1 year to 5 years in their
agreements to provide flexibility for the airport operator and a performance incentive for the
concessionaire, as shown in Figure 9-2. In establishing term lengths, airport operators should
consider the following:

¢ Expected capital investments. Larger capital investments may justify longer agreement terms
so that adequate time is available to amortize the investments. The term should be long enough
for the tenant to amortize its capital investment and receive a reasonable rate of return.

¢ The competitive environment. The expected amount of potential interest in the concession
opportunity can be inversely related to the length of the agreement term. If little or no interest

N
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Years
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 9-1. Typical term lengths in concession agreements.

is generated in a potential concession opportunity, a longer term may be needed for the con-
cession opportunity to be viable.

The contracting approach. Term lengths of concession agreements in the Direct Leasing and
Prime Concessionaire approach are similar. The term lengths of Third-Party Developer agree-
ments are longer because of the additional front-end hard (construction) and soft (marketing,
leasing, and management) costs inherent in Developer agreements.

e Airport development plans. New concession locations or anticipated closures of existing

locations for terminal redevelopment may justify longer terms to maintain continuity during
periods of change, to offer additional periods of time to compensate for additional investment,
or to offset sales decreases.

Concession concept types. Customarily, the term lengths for convenience retail agreements
are longer than the term lengths for specialty retail agreements because of the narrower mar-
gins in newsstand merchandise. Food and beverage agreement terms are longer than retail
agreement terms because of the additional equipment required and higher buildout costs.
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 9-2. Typical term extension option periods in concession agreements.
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e 49 CFR Part 23. In accordance with Subpart E (“Other Provisions”), Section 23.75 (“Can
Recipients Enter into Long-term Exclusive Agreements with Concessionaires?”) of 49 CFR
Part 23, Participation of Disadvantaged Business Enterprises in Airport Concessions, Final Rule
and Proposed Rule, airport operators may not enter into a long-term exclusive agreement
for terminal concessions without prior approval of the FAA Regional Civil Rights Office. A
“long-term” agreement is defined as one having a term longer than 5 years. An “exclusive”
agreement is defined as one in which an entire category of a particular business opportunity
is limited to a single business entity. If special local circumstances exist that make it important
to enter into a long-term exclusive agreement, airport operators may submit detailed infor-
mation with requests to the FAA Regional Civil Rights Office for review and approval to enter
into such an agreement.

Term extension options should be carefully crafted and managed so that they meet legal
requirements, serve the airport operator’s purposes, and are granted only to deserving conces-
sionaires. Some concessionaires will volunteer to refurbish concession units in return for a term
extension. These inducements should be carefully reviewed and, in most cases, avoided, as the
airport operator is likely to derive greater benefit from a competitive solicitation for the spaces
governed by the expiring agreement.

From a concessionaire standpoint, term length is valuable, as it has a direct relationship to the
company’s profitability. Unlike other retail businesses where the proprietors own their places of
business or have long-term leases and options on the property, airport concessions are operated
under agreements that have a fixed expiration date. Term extensions can have a positive effect
on company balance sheets, the value of the enterprise, and the share price.

9.2 Privileges

Privileges are granted to concessionaires by airport operators in return for concession fees and
other payments and for the benefit of having concessions available to airport users. This
exchange of something of value for something else of value in contract language is referred to as
consideration and is necessary for a contract to be enforceable.

Concession agreements list the privileges granted to the concessionaire in return for the con-
sideration the airport operator receives, e.g., rent payments or guarantees on the one hand and
concession units selling goods and services to the public on the other hand. These privileges may
differ somewhat from airport to airport, but generally include the following:

e Rights to operate a specific concession or concessions. These rights may be exclusive or non-
exclusive.

e The right to access and use the airport for business purposes.

e The lease of certain designated space to conduct business.

e The right to make airport-operator-approved improvements to leased areas.

e The right to use certain areas for support purposes (food court seating, delivery corridors,
office space, etc.). These areas may be part of the concessionaire’s leasehold (e.g., kitchens,
office space, and storage areas) or they may be designated for common use (e.g., food court
seating areas and product delivery/waste removal corridors) by multiple concessionaires.

¢ The types of products that can be sold.

¢ Insome instances, the right to enter into airport-operator-approved subleases with third-party
concessionaires.

The manner and extent of the privileges granted to the concessionaire should be clearly stated
in the concession agreement to help avoid any future disagreements regarding their interpreta-
tion or application.

uu
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9.3 Concession Fees

Concession fee payments to the airport operator are often based on the greater of a fixed min-
imum payment (the minimum annual guarantee, or MAG) or a percentage(s) of the concession-
aire’s gross receipts from sales, as defined in the concession agreement. The concession fee
arrangement is a critical component of the financial success or failure of concessionaires. For air-
ports, the MAG provides a source of guaranteed revenues that reduces the potential volatility of
revenues in the event of traffic downturns.

9.3.1 Minimum Annual Guarantee

The results of the surveys conducted for this research show that, on average, a MAG is included
in more than 90% of food and beverage, retail, duty free, and advertising concession agreements.
Only the services category (e.g., seated massage, Wi-Fi, shoeshine) reflected a lower rate of MAG
use (80% on average). See Figure 9-3.

The MAG can be computed in several ways, but a common rule of thumb is that the MAG
should be no lower than the rental value of the space (e.g., the square footage leased to the con-
cessionaires in each space category [retail or concession space, shop space, office space, storage
space, etc.] multiplied by the established rental rate for that category of space). Not all airport
operators set rental rates for concession space based on square footage.

Some airport operators use a different method to calculate the MAG for a new concession
agreement, as the use of a standard or average square-footage-based rental rate calculation often
results in a MAG for some spaces that falls substantially below the actual rental rate for the same
space. Airport operators setting a MAG based on average revenue per square foot often have to
use a lower common denominator (average) to derive a MAG that is appropriate for all spaces,
including lower-volume spaces. This approach can result in high-performing, well-located units
with MAGs well below market rates. When a MAG based on square footage is used, it is best to
combine it with a mechanism to reset the MAG based on performance each year of the agreement.

The Year 1 MAG (which should never be less than the space rent based on square footage) is
sometimes computed based on the concession fees received by the airport operator from the space
in the most recent year or based on the projected Year 1 percentage fees that the airport opera-
tor expects to receive under the new concession agreement. For example, the airport operator
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Percentage of airports responding

Advertising  Duty Free Food & News/Gift Services Specialty
Beverage Retail
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 9-3. Use of minimum annual guarantee by category and
hub size.
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may set the MAG for Year 1 at 80% of the concession fees it is currently receiving, with the
decrease to 80% implemented so that interested firms have a margin to offset the uncertainties
associated with a new venture. This approach will usually result in more competition for the
concession opportunity.

The MAG for subsequent years is typically adjusted based on some predetermined factor. '
Some typical adjustment methods in use are as follows:

¢ Specified MAG amounts are designated for each subsequent year of the concession agreement. L
e Annual adjustments are made based on economic factors (typically changes in the Consumer
Price Index).
¢ Demand-driven adjustments are made based on a percentage of the prior year’s concession
fees (e.g., 85% of the percentage of gross sales concession fees from Year 1 would be set as the
MAG for Year 2).
e In the case of the less commonly used enplaned-passenger-based MAGs, adjustments are made
based on percentage changes in enplaned passenger traffic.

When developing new concession agreements, airport operators need to determine which
MAG adjustment methodology best serves their purposes.

Regardless of the approach used, in most cases, concession agreements establish that the
MAG in succeeding years may never fall below the Year 1 MAG amount, which constitutes the
floor of the airport enterprise’s minimum annual revenue throughout the term of the conces-
sion agreement.

Two events in the past decade have heightened the importance of having well-defined MAG
provisions in concession agreements. The attacks of September 11, 2001, and the financial crisis
and subsequent economic downturn in 2008 caused deep declines in airline travel. Because these
events were felt around the world, the downturn in airline travel created financial hardships for
many airlines and concessionaires. Events such as these spurred some concessionaires to request
financial relief (e.g., lowering or eliminating their MAG) even though no clause was contained
in their concession agreements allowing for such relief. Most airport operators declined this
request because of the concern that it would establish an undesirable precedent and because air-
port operators also faced similar declines in passengers and passenger-related revenues.

An outcome of the systemic shock following the attacks of September 11, 2001, was that
financial relief clauses were introduced in concession agreements at a few airports, whereby the
MAG was to be reduced in proportion to certain significant decreases (say, 20% or more) in
enplaned passengers compared with the number of passengers in the same month(s) of the prior
year. Typically, when such financial relief clauses are included, the financial relief continues until
enplaned passenger traffic resumes to a stipulated level (e.g., recovery of traffic above the 20%
reduction threshold).

The MAG is a traditional component of all commercial leases, including those at airports, and
serves several purposes:

e The MAG provides a guaranteed source of income to the airport operator, which can help
support the airport enterprise’s financial needs and strengthen its credit rating.

e The MAG serves as an incentive to ensure that the concessionaire is committed to and diligent
in its operations and motivated to reach certain sales targets.

¢ The MAG corresponds to a minimum sales threshold and thus discourages bidders that would
not expect to achieve a sufficient level of sales.

Bidding MAGs may have the effect of producing unsustainable MAGs that can lead to undesired
outcomes such as high prices, poor service, attempts to renegotiate payment terms, or, in extreme
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Table 9-1. Sample MAG versus percentage of gross
receipts reconciliation.

Amount Paid Under (Over)

0,
L LS ) 7o (C) (Greater of Payment (Greater

) CEES () Aor B) of A or B minus C)
January $50,000 $57,000 $57,000
February $50,000 $41,000 $50,000
March $50,000 $43,000 $50,000
April $50,000 $42,000 $50,000
May $50,000 $55,000 $55,000
June $50,000 $50,000 $50,000
July $50,000 $53,000 $53,000
August $50,000 $47,000 $50,000
September $50,000 $49,000 $50,000
October $50,000 $51,000 $51,000
November $50,000 $54,000 $54,000
December $50,000 $49,000 $50,000
Totals $600,000 $591,000 $620,000 ($20,000)

cases, concessionaire failures. The evaluation of financial elements of the competitive selection
process is discussed in Section 10.6.

Historically, the MAG has been prorated on a monthly basis, and payment to the airport
operator is due by the first day of each month. A sales report is subsequently filed within a cer-
tain number of days following each month, and if the percentage of gross receipts payment
due exceeds the prorated MAG paid for the same month, then the concessionaire owes an
additional concession fee payment. At the end of each year, the numbers are reconciled; the
percentage of gross receipts concession fee is compared to the MAG, and any additional
amounts due are paid and any overpayments are refunded. This method thus takes seasonal
variations in sales into account and may result in the issuance of refunds. Table 9-1 shows the
calculation of a hypothetical MAG adjustment.

Some airport operators charge a minimum monthly guarantee (MMG) rather than a MAG.
Under this approach, the MMG is compared to the percentage of gross receipts payment due
each month on a stand-alone basis. This approach provides the airport operator with a monthly
revenue source that can be accurately recorded and eliminates the need for annual reconcilia-
tions and credits or refunds. However, the MMG is not yet widely used in the industry and may
create hardships for concessionaires because seasonal variations in sales may result in a higher
effective percentage rent over the course of a year. Therefore, it is possible that a tenant could
pay an effective percentage rate for an entire year that is higher than the nominal percentage rent
set forth in the concession agreement, and the difference could be material, particularly in cases
where the percentage rent is already high. Airport operators should carefully consider the pros
and cons of this approach and the monthly variation in historical enplaned passengers before
adopting this approach.

9.3.2 Percentage Rents

The survey results indicate that percentage rents for the major concession categories typically
average in the 10% to 15% of gross receipts range, except for terminal advertising (which is usu-
ally considerably higher) and duty free (which is often somewhat higher). Although, in some cases,
the concession fee may be based strictly on the percentage of gross receipts, it is far more common
that a minimum guarantee payment is established as well (see preceding MAG discussion) and that
concession fee payments are determined based on the MAG (or MMG) or the percentage(s) of
gross receipts, whichever is greater.
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In the case of Third-Party Developer agreements, rent payments by the concessionaires to the
Developer are typically based on the greater of a MAG (or MMG) or percentage(s) of gross
receipts, as established in the Developer’s negotiations with each subtenant. The Developer’s
payments to the airport operator are based on the greater of a MAG (or MMG) or percentage of
rents collected from subtenant concessionaires.

The percentage(s) of gross receipts (or rent in the case of a Third-Party Developer) conces-
sion fee may be set by the airport operator or it may be established through the proposal as a
component of the financial offer in the tenant selection process. In their solicitations, airport
operators generally require that financial offers (e.g., MAG and/or percentage of gross receipts)
and technical information be submitted as part of proposal packages for concession opportunities.
The surveys conducted for this research show that the financial offer is often the most heavily
weighed criterion in the selection process.

posals to eliminate the bidders’ ability to “buy the concession agreement” by offering unrealis-
tically high percentage payments, which can lead to the failure of the concessionaires or a reduced
quality of service and product. Under this approach, the airport operator sets the percentage
based on industry standards or a pro forma analysis of the potential of the concession spaces.
Setting the percentage allows the airport operator to focus more on the technical capabilities of
competing concessionaires than on the size of the percentage rent offered when evaluating pro-
posals. The downside, however, of this approach is that it may limit the airport operator’s con-
cession fees. Airport operators need to carefully consider their goals and objectives and the
associated risks in determining which approach is best.

Some airport operators choose to set concession fee percentages rather than asking for pro- @

Average percentage rents reported in the surveys conducted for this research are shown in
Figure 9-4. A brief discussion of the results in each category follows:

¢ Food and Beverage. Average concession fee percentages of 13% and 14% were most common
among medium hub and large hub airports, respectively, but the percentages reported ranged
from as low as 8% to as high as 20%. The operators of small hub airports typically establish
concession fees that are somewhat lower on average (10% to 13%). Percentage rents may also
be set by concept, with casual dining units at the low end of the range and bars (or alcoholic
beverages) at the high end of the range.

18% ;
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0 14.5% 14.6%14.7%
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12%

10%
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 9-4. Average percentage rent by category and airport size.
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Figure 9-5. Type of revenues from banking and foreign exchange
services by category.

¢ Convenience Retail. Average concession fee percentages reported in the survey ranged from
9% to 22%. The most common concession fee percentage reported was 15%.

¢ Specialty Retail. Approximately 75% of the airport operators that responded to the survey
reported average concession fee percentages in the 12% to 16% range. As with convenience
retail, 15% was the most often reported concession fee percentage.

e Duty Free. 42% of the respondents reported that they do not charge a percentage rent for duty
free operations. These were all medium or small hubs; 8 out of 13 medium hubs and 3 out of
4 small hubs indicated that they had a fixed fee for duty free. No large hubs had fixed fees. Air-
ports charging a percentage rent reported percentages ranging from a low of 10% to a high of
30%, with 20% being the most common.

¢ Advertising. Percentage rents in the advertising category ranged widely, from 0% to 85%. Nearly
half of the airport operators reported advertising concession fees in the 60% to 70% range.

The surveys conducted for this research also showed that the MAG (fixed fee) versus percent-
age fee (based on transaction volume or transaction fees) approach is most commonly used at
those airports with banking service (including ATMs) and foreign currency exchange concessions.
The survey results for this category are shown in Figure 9-5.

9.3.3 Other Concession Fee Approaches

Other concession fee approaches may include, but are not limited to, profit-sharing, per
enplaned passenger fees, or some combination thereof.

With the profit-sharing approach, a formula is established whereby an amount of net rev-
enue, after certain defined expenses and fees are deducted, is shared with the airport operator.
Profit-sharing may increase the amount of revenue paid by the concessionaire to the airport
operator and further solidify the two parties as partners. However, consistent receipt of revenue
from profit-sharing cannot be counted on, as such revenues are subject to sales and expense
fluctuations, allocation methodologies, and auditing challenges that may greatly reduce or elim-
inate profit-sharing payments to the airport operator. As such, care needs to be taken before
reducing the amount of otherwise achievable concession revenues in favor of less certain profit-
sharing revenues. Profit-sharing arrangements may provide marginally improved revenues, but
may also transfer risk to the airport operator when passenger traffic declines or concessionaire
costs increase.

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/13326

Business Terms and Concession Agreements

Fees based on numbers of enplaned passengers are sometimes established as a way to link con-
cession MAGs with passenger numbers. Under this approach, the airport operator establishes a
fixed fee to be paid by concessionaires for each enplaning passenger at the airport. This approach
has advantages for the concessionaire, as the MAG is set in proportion to the business opportu-
nity, and for the airport operator, in that the MAG can increase as passenger activity increases.
At the same time, if passenger activity declines, so would the MAG. Care needs to be exercised
in setting the per-passenger fee if this approach is used, as several factors can reduce the num-
bers of passengers exposed to a concession location, including the economy, construction plans,
gate relocations or closures, airline relocations, and other factors.

9.3.4 Additional Fees and Charges

Payments for support space (e.g., offices and storage areas) rentals, common area mainte-
nance (CAM), marketing fund contributions, storage and delivery fees, utility use, employee
parking, employee badging, and other items may also be required. These fees and charges are
discussed below:

¢ Rent for Support Space. This cost may be included in the concession fee calculation or may
be separately charged. If support space is provided at no additional cost, airport operators
must be careful that concessionaires do not occupy more free support space than they reason-
ably need to operate their concessions.

e CAM Fees. These fees are often paid by concessionaires as reimbursement for the expense of
services provided by the airport operator (or the Third-Party Developer) in common or shared
areas, e.g., food courts. CAM fees may cover maintenance, janitorial, utilities, replacement
of expendable items such as trays or trash containers, signage, and other common-area costs.
Specific costs to be covered by CAM fees should be spelled out in detail, along with the
methodology for apportioning costs among tenants on a fixed basis, variable basis, or com-
bination of the two.

¢ Marketing Fund Contributions. The airport operator (or Third-Party Developer) may estab-
lish a fund for marketing the concessions, which is supported by required contributions (often
determined based on a fixed percentage of sales) from the concessionaires. Periodic accountings
of moneys spent and defined purposes for which moneys can be used should be established.
Some airports make contributions to the marketing fund.

¢ Storage and Delivery Fees. A warehousing and delivery program may be established whereby
products are received for subtenants at a centralized location and delivered to concession units
for a fee.

¢ Utility Charges. Airport operators may or may not require concessionaires to pay separate
charges for the use of utilities. When required, separate meters may be installed so that the
utility companies bill the concessionaires directly, or charges may be determined based on
allocations from submeter readings or estimated use calculations.

e Employee Parking. Typically, the airport operator only provides free parking for a minimal
number of the concessionaire’s management personnel.

¢ Employee Badging. The concessionaire may be obligated to pay fees for employee badging.
The concessionaires may or may not elect to pay airport employee badging charges for their
employees.

9.4 Obligations

Similar to all contracts, concession agreements create the obligations of the parties. While not
all potential issues can be foreseen, clearly defining each party’s obligations under the agreement
helps avoid or minimize responsibility uncertainties and associated disputes throughout the
term of the agreement.

*
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A partial listing of obligations typically included in concession agreements is provided below:

¢ Rents and fees. At a minimum, the concession agreement should state the rents and fees that

the concessionaire must pay; how and when rents and fees are determined and adjusted; the
definition of gross receipts for purposes of computing percentage fees due; how any CAM,
marketing, and other use fees will be charged; and whether a mechanism exists for adjusting
the MAG (or MMG).

¢ Reportsand payments. At a minimum, the concession agreement should state when reports

and payments are due, the format of the reports and what information should be included,
whether any reports need to be prepared by a Certified Public Accountant (CPA), the penal-
ties for not filing reports or not making payments on time, and when annual reconciliations
of the MAG versus the percentage of gross receipts concession fee need to be performed and
by whom.

¢ Auditing. The agreement should list airport operator rights with regard to auditing the books

and records of the concessionaire. The agreement should state whether the rights are limited
to auditing gross receipts or whether more comprehensive audit reviews are allowed, indicate
whether the airport operator can hire outside third parties to conduct audits and how often
audits can be conducted, indicate where books and records are to be maintained for audit pur-
poses, and indicate who pays for the audit (especially if travel to audit the records is involved).
Finally, the agreement should indicate whether there will be any consequences if audit results
show significant errors.

¢ Maintenance and janitorial. The concession agreement should detail the maintenance and

janitorial responsibilities of the airport operator and the concessionaires. A responsibility
matrix for such purposes should be included in the concession agreement. Maintenance
responsibilities are one of the most common questions that arise during the life of the con-
cession agreement. A responsibility matrix provides a convenient and straightforward means
of delineating responsibility between the airport operator and the concession tenant that
can be quickly referenced. Table 9-2 presents a maintenance responsibility matrix used at
Sacramento International Airport.

e Installation and payment of utilities. The concession agreement should clearly indicate the

responsibilities of the airport operator and the concessionaire regarding the installation of and
payment for utilities. For example, the airport operator may bring utilities (electricity, gas,
water, and sewer) to the perimeter of the leased premises and the concessionaire may be
responsible for the necessary connections. Concession contractors are typically responsible
for changes to existing utility systems, subject to the approval of the airport operator. As noted
earlier, airport operators have different approaches to utility cost recovery, and may or may
not pass these costs on to the concessionaires.

¢ Capital improvements. The concession agreement should detail the process and require-

ments for the construction of capital improvements, including the following:

— capital improvement plans, including any design submittal requirements;

— permitting requirements;

— the required development schedule;

— minimum capital investment, annual refurbishment, and midterm renovation requirements;

— construction contracting requirements;

— the schedule and documentation required for submittal of final project costs;

— whether the concessionaire or the airport operator will hold title to the improvements;

— buyout provisions;

— financial penalties, such as liquidated damages, for failure to complete the project on
time; and

— any requirements for removal of improvements and restoration of property upon agree-
ment expiration or termination.
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Sample preventive/corrective maintenance responsibility

County Concessionaire

# Equlpment Responsibility | Responsibility | Not Applicable
“Electrical . : T Triiiniiice T RERHH s B : R EREE o
1 Infrastructure (W|th|n Leased Premlses or excluswely servmg Leased Premlses) X
2 Transformer - Concessionaire Electrical Service X

3 Transfomer(s) - other than main service X
4 Panels X
5 Time Clocks X
6 Receptacles X
7 Switches X
8 UPS Systems (within Leased Premises or exclusively serving Leased Premises) X
9 Testing X
10 Repair X
11 Maintenance X
12 Lighting - Interior within the Leased Premises X
13 Lamps X
14 Ballasts X
15 Fixtures X
16 Common area lighting - Exterior Lighting Located in common areas of the Airport X

17 Lamps X

18 Ballasts X

19 Fixtures X

Tenant area lighting - Lighting located in common areas illuminating Leased

20 Premises X
21 Lamps X
22 Ballasts X
23 Fixtures X
24 Signage - lighted X
25 Lamps X
26 Ballasts X
27 Fixtures X

28 Aircraft Ramp lighting

x

29 Hangar lights

x

38 Grease Traps

39 Mop sinks

40 Waste drains

< |Plumbing: -
30 Infrastructure X
31 P-Traps X
32 Trap primers X
33 Sewer Lines X
34 Water Pipe X
35 Vents X
36 Floor sinks X
37 Toilets X
X
X
X
X

41 Backflow preventers

:1|Fire Suppression System

42 Fire Alarm Detection (|nc|ud|ne| 24—hour monltorlnq )

43 Fire Suppression System (Building Wide System)

Fire Suppression Equipment Exclusive to the Leased Premises

44 (i.e. Fire Extinguisher, etc.)
{::i:|Building Intetior: :

45 ] .Slgnage non-| Ilghted

X
46 Wall finishes (including store front) X
47 Cabinetry - repair X
48 Cabinetry - new X
49 Doors (Including locks, hinges and closers) X
50 Interior leased space doors X
51 County space/leased space doors X
52 Fire doors X
53 Roll up Doors X
54 Bag belt Systems X
55 Restrooms fixtures (towel/soap dispensers, mirrors, partitions, etc.) X
56 Floor Tiles/Carpet X
57 Ceiling (tiles and grid) X
58 Display cases (within Leased Premises) X
59 Art work (wnhln Leased Pr X

;i :{Building Exterior :

. 60 Pavement

61 Repair and Patch Roof

62 Clean and Clear Gutters

63 Structural Maintenance and/or repairs

64 Exterior Walls, Roof and Foundation

65 Landscaplng
{11 HVAC!

S | Dy Badl Do Pd) g P

GG UPS System HVAC (common to buﬂdlng Hv C)

67 UPS System HVAC (leased space HVAC) X

68 Kitchen ventilation systems X
69 Exhaust Fans X
70 Common to building HVAC X

71 Ceiling Vents X

72 Thermostats X

73 Leased space HVAC X

:i:|Miscellaneous:

74 Pest Control (as necceary to malntaln a pest and vermln free condmon)

Equipment and Improvements installed by Tenant (whether authorization was
75 given or not)

76 Janitorial

77 Trash Removal

X|X|x

78 Power Monitoring and Control System (PMCS)
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Additionally, any improvements to be provided by the airport operator should be described,
along with their schedule for completion if they do not already exist. A Tenant Design Manual
should be included with the solicitation document and incorporated into the completed conces-
sion agreement. (Capital improvements are discussed in depth in Chapter 12).

¢ Insurance and bonding. Insurance requirements for the concessionaire and its subtenants
and contractors should be clearly stated in the concession agreement. Likewise, any require-
ments for construction-related bonds, payment guarantee bonds, and performance bonds
should also be described. It is important to specifically indicate the types of guarantee instru-
ments that may be submitted to meet the bond requirements.

¢ Indemnification. Indemnification language is typically included in concession agreements, as
specified by the airport operator’s legal counsel.

e Security. Language should be included in concession agreements requiring concessionaires,
their subtenants, and their contractors to comply with all of the security rules and regulations
in force at the airport. The concessionaires should be responsible for paying any fines imposed
on the airport operator resulting from security violations by the concessionaire, its subtenants,
contractors, or any other associated parties.

¢ Other obligations. Damage or destruction of premises, environmental cleanup, employee
badges, employee parking, prohibition of liens, and taxes are some of the other provisions typ-
ically included in concession agreements.

9.5 Performance Standards

A well-written concession agreement will specify the performance standards with which con-
cessionaires are expected to comply. An understanding of the required performance standards
will assist concessionaires in projecting expenses and determining the concession fees they can
afford to pay. Additionally, clearly stated performance standards reduce the potential for dis-
agreements between the airport operator and concessionaire during the term of the agreement.
Performance standards also play an important role in the concession unit’s physical appearance
and the quality of customer service.

Failure to monitor and enforce compliance with performance standards on a regular and con-
sistent basis can easily lead to a deterioration of customer service and a culture of bad habits that
may be difficult to correct.

Performance standards often cover hours of operation, requirements for responding to cus-
tomer complaints, minimum management qualifications, dress code, staff training, signs, mer-
chandising, cleanliness of facilities, and recycling (see Table 9-3). Airport operators should tailor
the performance standards in their concession agreements to the policies, procedures, goals, and
objectives in place at their particular airport.

Some airport operators include financial sanctions, fines, or other financial penalties in their
concession agreements as a disincentive for concessionaires to fail to meet performance stan-
dards and to compensate for lost revenues that may result from such failure. The terminology
used—fines, sanctions, administrative penalties, or other terms—will vary depending on state
and local laws. This approach, where feasible, can be helpful to concession managers. Airport
concession managers may have no mechanism to alert a concessionaire that is failing to meet
performance standards except to issue a formal notice of default of the terms of the concession
agreement, which is a serious action that may be disproportionate to the performance problem.
Financial sanctions or fines should not be viewed as a substitute for maintaining effective com-
munications with the concessionaire’s representatives. Misuse of fines or sanctions can create an
adversarial relationship that is not in the best interests of either party.
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Table 9-3. Sample list of financial sanctions in a concession agreement (Sacramento
International Airport).

Section A Violations: Occurrence Amount of Sanction
1 Written Notification
Hours of Operation
Operations, Service Standards and Employee Standards 2 $200 Sanction
Pricing
Quality 3 $400 Sanction
Signage
Interference with Utilities 4 $750 Sanction

Deliveries and Vendor Access

5 $1,000 per occurrence thereafter or default
under Section 3.23 of the Agreement

Section B Violations: Occurrence Amount of Sanction
Maintenance and Repairs 1 $250 Sanction
Sanitation
Hygiene and Cleanliness 2 $500 Sanction

Waste Disposal, Grease Disposal Recycling

Health Code Violations 3 $1,000 per occurrence thereafter or default
under Section 3.23 of the Agreement

Even a small fine will get the attention of the local concession manager and, in particular, cor-
porate management, and can be helpful in communicating the airport operator’s dissatisfaction
with the concessionaire’s performance, if necessary.

9.6 Pricing

For many years, the typical policy regarding airport concessions was simply that concession-
aires had to submit the prices they intended to charge their customers to the airport operator for
areview of reasonableness and subsequent approval. “Reasonable” pricing in that context was not
generally well defined.

A movement to a structure based on street pricing later emerged and has been adopted at many
of today’s airports. At some airports, the concession agreement requires a strict compliance with
street pricing, while, at others, an add-on, such as street pricing plus 10%, is in place. The surveys
conducted for this research indicated that street pricing plus 10% is now the most commonly used
pricing policy among airport concessions (except for duty free where prices are most often bench-
marked to those at other airports); straight street pricing with no markup was a close second.
Between 41% and 46% of the airport operators surveyed indicated the use of street pricing plus
10% for their food and beverage, convenience retail, and specialty retail concessions, while
between 33% and 38% indicated that they use street pricing with no markup. Other than duty
free, only 5% of the airport operators reported having no pricing policy. Airport pricing policies
identified in the surveys conducted for this research are summarized in Figure 9-6.

The pricing policy is usually stated in the concession agreement, but, in some cases, the pric-
ing policy document may be referenced but not included. Pricing policies need to be clearly
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Street Pricing
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Street Pricing + Other
H Food

# Convenience Retail
Street Pricing + 5% Z ® Specialty Retail

Duty Free

Benchmarked to Other
Airports

L
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 9-6. Airport pricing policy at surveyed airports by hub size.

written and made available during solicitations, as potential concessionaires need to understand
the pricing policy since it will influence their pro forma revenue and expense projections and
their financial offers.

Many in the industry believe that street pricing yields more transactions and higher sales vol-
umes, but there is little empirical evidence to support this belief. However, concession develop-
ers are adamant that street pricing has a positive effect on both sales and customer satisfaction.
Survey respondents indicated that they generally believed that pricing limits resulted in higher
overall sales, but they also could not cite empirical evidence to support this belief. In interviews
with concession managers, several noted that complaints were received about concession prices
even where true street pricing is in effect.

Enforcing pricing policies and, in particular, conducting price comparisons to support enforce-
ment, can be difficult and time consuming. Comparisons of prices for branded concessions with
off-airport equivalents are straightforward and easiest to conduct. For generic concepts, or those
with no other branded concepts in the region, care must be taken to identify reasonable compa-
rables. The selection of comparables has often been a source of disagreement. Clear definitions
of comparables in the concession agreement help to reduce such disagreements.

While pricing is important to customers, it is just one element of the value proposition of the
concession program. Several concession managers noted that the location, surroundings, types of
products, customer service, portion size, and other factors also weigh heavily in the customers’ per-
ceptions of their shopping experience at the airport and influence the amount of sales generated.

In interviews with several concessionaires, it was noted that street pricing policies may not
be realistic given the high cost structure at many airports, particularly large hub airports where
wage rates, delivery costs, and other operating costs are high. The concessionaires also noted
that the difference between true street pricing, for example, and street pricing plus 10% can
make a difference between profit and loss. Concessionaires generally believed that pricing poli-
cies need to reflect the sales volume and cost structure of the airport’s concessionaires and take
into account percentage rents, development costs, local wage rates, and other costs.
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9.7 Capital Improvements

Airport operators most often provide unfinished space (e.g., concrete floors, demising studs
and walls, and utility connections) for new concession locations. Existing space is either provided
in as-is condition for renovation or delivered by the airport operator in a shell and core condi-
tion. In the case of common or shared areas (e.g., food courts serving multiple concession oper-
ators), the airport operator must decide in advance of issuing its solicitation documents whether
it will take responsibility for the buildout and upkeep or make buildout and upkeep a require-
ment of one or more concessionaires.

The concession agreement should indicate the condition in which each leasehold space will '
be provided. It is good practice to include Tenant Design Criteria in the concession solicitation
documents to enable the concessionaires to better plan and estimate more accurately the costs L

of construction and to avoid later disagreements with the airport operator over designs and con-
struction plans.

Capital investments vary greatly based on the level of finishes, prevailing wage rates, unit
design, airport operator requirements, market conditions, and other factors. At many airports,
the design review and permitting process can be cumbersome and slow moving, which may also
add to the cost. (Capital costs for concessions are discussed in Chapter 12.) Airport operators
should periodically review the effects of such process costs on concessionaires and consider
whether such processes can be streamlined to reduce costs without sacrificing safety or quality.

Concession agreements and RFPs more often than not include minimum investment require- (
ments and midterm refurbishment expenditure requirements. Minimum investment require-
ments indicate to proposers that the airport operator expects a certain standard/quality of buildout L

and establish a commitment from the concessionaires to spend at least a target amount on their
capital improvements. Further, including minimum investment requirements avoids the poten-
tial for some proposers to increase their financial offer in an attempt to win the concession while
reducing the investment in the concession space by minimizing the capital investment and substi-
tuting a cheaper level of finishes and fixtures in the buildout. In establishing minimum investment
requirements, airport concession managers should be aware of any recent costs for building con-
cession facilities at their airport, as well as at other airports. As the result of security requirements,
delivery restrictions, materials durability and quality requirements, and other cost factors, conces-
sion buildout costs at airports are often significantly higher than at similar branded off-airportloca-
tions. Use of a realistic minimum capital investment requirement will force all potential proposers
to consider the actual capital costs they are likely to incur and will help avoid later disputes.

Concession agreements should contain requirements for capital investment cost information
on completed projects to be submitted to the airport commercial management staff within 90 days
of project completion. This information should be reviewed by airport concession staff, and any
questions or incomplete information should be promptly addressed. This information can be
used to confirm that minimum investment requirements have been met and, should the need
arise, as the basis for any later buyout that may become necessary.

N

Itis standard practice for the concessionaire to pay the airport operator the difference between
its financial investment commitment and any shortfall. Approval of the design and construction
drawings does not necessarily guarantee that cost cutting will not occur during construction; the
requirement to pay any shortfall to the airport operator serves as a major disincentive to substi-
tute inferior finishes, fixtures, signage, and equipment and helps achieve the high quality of
buildouts that airport operators typically desire.

Many airport operators include a provision in their concession agreements allowing for the
buyout of capital improvements if a concession location must be reclaimed or reduced in size

* N
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for “airport development purposes” such as modifications or expansions of the terminal build-
ing. The basis for the buyout is usually straight-line depreciation over the lease term based on
the documented capital investments made by the concessionaire and approved by the airport
operator. The buyout provisions in concession agreements typically favor the airport operator.

Deadlines for completion of capital improvements should be established in the concession
agreement. Failure to complete concession improvements on time can, in fact, cause a terminal
or concourse to operate with inadequate concession facilities or even result in the delay of a new
terminal or concourse opening. Financial penalties, such as liquidated damages, should be
imposed on concessionaires for failure to complete the work needed for concession facilities to
open on schedule.

Historically, when the economy was strong and passenger traffic was growing rapidly, some
concessionaires would propose on a space expecting that their return on investment would be
low in the early years, but that the low return would be offset by higher returns in later years. The
attacks of September 11, 2001, and the 2008 financial crisis demonstrate that this offset should
no longer be taken for granted.

9.8 Midterm Investment Requirements

It is standard practice for airport operators to include a requirement for concessionaires to
make additional investments near the midpoint of the agreement term, especially in those cases
where the term spans more than 5 years.

The midterm investment requirement is established by the airport operator in the solicitation
process and included in the concession agreement. The purpose of the midterm reinvestment
requirement is to provide for the renewal and replacement of worn surfaces, furnishings, fixtures,
and equipment in the concession facilities. The midterm investment requirement is not recom-
mended as a substitute for ordinary maintenance or as a funding source for deferred maintenance.

Nevertheless, at many airports, the midterm investment requirement has sometimes been used,
by agreement, for other purposes, such as the reconcepting of underperforming units, expansions
of concession facilities, or upgrades to infrastructure, as allowed by the airport operator. The use
of the midterm investment funds is often a matter of negotiation between the concessionaire and
the airport operator.

Nearly 80% of airport operators responding to the surveys conducted for this research indi-
cated that they include a midterm investment requirement in their concession agreements. How-
ever, there appears to be no standard practice or consensus for determining the midterm
investment requirement. Surveyed airport operators identified several methods for establishing
midterm investment requirements, including the following:

¢ A fixed dollar amount per square foot ($50, $75, $100, etc.)

¢ A negotiated amount

e A percentage of the concessionaire’s original capital investment (e.g., 15%, 20%, or 25%)
¢ A percentage of the concessionaire’s sales (e.g., 5%)

e The amount submitted as part of the concessionaire’s proposal

9.9 Other Concession Agreement Provisions

Many other business terms appear in concession agreements in addition to those identified
above. Many terms are similar in purpose from one airport to another, but are worded some-
what differently as part of the boilerplate provisions each airport operator develops for its agree-
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ments. Additionally, ACDBE participation goals are set forth in concession agreements (see
Chapter 7). Certain airport operators include concession employee-related clauses, such as labor
peace, living wage, and worker retention.

When survey respondents were asked if they include unique, innovative, or unusual provi-
sions in their concession agreements, the operators of only a few airports responded affirma-
tively. The provisions cited included the following:

e Assignment and sublease clauses. Airport operators may establish requirements for approval '
of assignment of the concession agreement including criteria for their approval and fees for the
review and approval of assignments, subleases, novation, and other legal transactions brought L

forward by the concessionaire. Many airports have strong sublease and assignment clauses to
discourage sales of a concession agreement. Similarly, most airports will include in concession
agreements an outright prohibition on subletting unless it is contemplated in the concession
management approach, such as a prime concession agreement with subleasing obligations.

¢ MAG reconciliations at contract year end. Airport operators may base their annual MAG
adjustment on data available a few months prior to the MAG adjustment date to avoid the
need for retroactive adjustments once data become available (e.g., they may base a July MAG
adjustment on March data).

e Higher rent for airport-operator-built concession units. Airport operators may build out a
concession location to receive a higher MAG or concession fee from concessionaires or to limit
the need for longer agreement terms. The operator of Denver International Airport, for exam-
ple, developed a multi-unit concession to serve the arrivals and meeter and greeter market,
which was earmarked for small business enterprises.

e Keymoney. Airport operators may require an upfront cash payment (essentially prepaid rent)
as a condition of award.

¢ Supplemental rent after depreciation period ends. Some airport operators, including the
operator of Los Angeles International Airport, require concessionaires to pay additional per-
centage rent if the agreement term is extended. The original investment is assumed to have been
amortized over the original term of the agreement.

LI

9.10 Business Practices in Need of Review

In the surveys conducted for this research, airport concession managers were asked to identify
general business practices that are most in need of change or improvement. The top three practices
cited were (1) lack of transparency in the solicitation process, (2) percentage rents, and (3) length
of the term. The concessionaires surveyed had different views; the top three business practices that
concessionaires thought airport operators should consider changing were (1) MAG requirements,
(2) the costs of constructing improvements, and (3) the length of the agreement term. Figure 9-7
shows the relative importance of the issues mentioned by both airport operators and concession-
aire representatives.

9.11 Additional Concession Agreement Resources

The ACI-NA Commercial Management Committee maintains a resource center for members
that includes RFPs and concession agreements from a number of airports. It is located at
http://www.aci-na.org/content/commercial-management-committee.

ACRP Report 33: Guidebook for Developing and Managing Airport Contracts is a guidebook of
best practices for developing, soliciting, and managing airport agreements and contracts for use
by a variety of airports (Vanden Oever et al. 2011). The agreements covered in ACRP Report 33
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Figure 9-7. Airport concession industry business practices in need
of improvement.

include, among other types, in-terminal concession agreements. An accompanying CD-ROM
provides sample agreements. The CD-ROM included as part of ACRP Report 33 is also avail-
able for download from the Transportation Research Board’s website as an ISO image. The
report and sample agreements may be downloaded at http://www.trb.org/Publications/Blurbs/
Guidebook_for_Developing_and_Managing_Airport_Cont_164803.aspx.
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CHAPTER

Procurement

This chapter presents approaches, practices, and strategies for soliciting and selecting conces-
sionaires. Once the concession plan is prepared and the program is ready for implementation,
selecting the best tenants may be the single most important responsibility of the concession man-
ager. Following sound procurement practices can also help avoid protests and challenges to the
procurement process.

This chapter covers the following:

¢ Concession procurement approaches

e Requests for proposals—the standard practice

e Minimum qualifications

e Typical elements required in proposals

e Evaluation criteria

e Financial evaluation

¢ Advertising the RFP

e Issuing the RFP

e The preproposal conference

e The evaluation process

¢ Converting the proposal to a concession agreement
e Streamlining the RFP

¢ Concession workforce issues

e Strategies for increasing local participation

¢ Using technology to streamline the solicitation process
e International concession contracting practices

10.1 Concession Procurement Approaches

U.S. airports and passenger terminals with few exceptions are publicly owned, and, therefore,
the public procurement requirements established by the airport’s governing body must be fol-
lowed. Airport authorities have adopted policies that are consistent with the specialized needs of
airports. Operators of airports that are units of a city, county, or state government typically follow
more general and less efficient procurement requirements that may place additional burdens on
the airport operator.

Nevertheless, the fundamental practices in selecting concession tenants are the same regardless
of the form of governance. The competitive proposal or Request for Proposals (RFP) process is
the standard industry approach for soliciting, evaluating, and selecting concessionaires. However,
other approaches are also used, depending on the nature of the desired concession or service.
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10.1.1 Bidding to Specifications

Competitive bids were, at one time, the dominant approach to concessionaire selection. After
World War II, commercial airlines were flourishing and cities across the country were looking
for ways to finance the construction of new airports and terminals. Today, airports have well-
established credit ratings with relatively easy access to the capital markets. In the 1950s and 1960s,
financing airports was more challenging. Cities and counties wanted new airports, but did not
want to fund them with general revenues or bonds backed by general revenues. The financial
markets often required airport sponsors to negotiate long-term lease and use agreements with
their airlines and concessionaires as a means of providing guaranteed revenues to support the
issuance of airport revenue bonds.

As a result, concession agreements were typically awarded to companies that proposed the
highest guaranteed revenues using a process called bidding to specifications, with bidders agree-
ing to build and operate concessions according to detailed requirements established by the air-
port sponsor. The bidder with the highest total guaranteed revenue in each year of the concession
agreement was awarded the concession privilege.

These exclusive long-term agreements provided guaranteed revenue to the airport enterprise
ata time when airport operators needed to demonstrate financial capacity. Over time, as passen-
ger traffic grew and airlines entered and left markets, it was recognized that it was the local mar-
ket, and not the airlines, that drove passenger traffic demand. As a result, long-term airline
agreements and concession agreements became less important.

Where a single concession agreement covered a major category, the agreement was called a
retail or food and beverage “master concession” agreement. At some airports, a single master
concession agreement was awarded, which included both food and beverage and retail privileges.
Airports where some form of master concession agreement was/is used included those serving
Atlanta, Denver (Stapleton), Orlando, Philadelphia, San Francisco, Seattle-Tacoma, and Tampa,
among others. The same master concessionaire has been used at Tampa International Airport
since the airport opened in the early 1970s.

A key complaint with exclusive long-term agreements was the quality of service. Over time,
the high guaranteed revenues often resulted in high prices and poor service, and airport conces-
sion programs earned deservedly poor reputations for pricing, quality, and value. It became clear
that a more sophisticated approach to providing airport concessions was needed.

Bidding to specifications has lost favor for food and beverage, convenience, and specialty
retail. However, bidding to specifications is still used for some services, such as baggage carts and
foreign currency exchange, and often for duty free privileges, where the airport operator’s goals
may be largely financial and service levels are customarily high.

10.1.2 Requests for Proposals

Over time, as dissatisfaction with concession programs grew, airport operators shifted to the
RFP process.

The RFP process allows airport operators to assess a variety of factors in the selection of con-
cessionaires and encourages proposers to consider other factors in addition to guaranteed rev-
enues. Criteria are established, with proposals evaluated against the established criteria. In this
way, proposals can be evaluated based on customer service, investment, brands, pricing, train-
ing, service standards, and other criteria used. As experience was gained with this process, it
became clear that a good concessionaire that met the criteria established in the RFP was capable
of achieving higher sales than in cases where the concession privileges were awarded using a
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straight competitive bid. The change from the competitive bid to the RFP approach and the ris-
ing expectations of airport customers and management are among the key factors that led to
more competitive, sophisticated, branded, and passenger-friendly concession programs.

The standard practice is to issue an RFP that is open for response to any party meeting a set
of minimum qualifications stated in the RFP. Each proposer’s technical submittal and financial
offer is evaluated by a selection committee and the proposer offering the best overall proposal is
recommended for award.

10.1.3 Statements of Qualifications

request for a Statement of Qualifications (SOQ) is issued to solicit information from potential
proposers or bidders that will allow the airport operator to narrow the field of potential pro-
posers or to ensure that only qualified firms compete in a competitive proposal process.

In some instances, a two-phased competitive selection process is used, in which a formal @

The SOQ can also be used to select qualified firms for direct or competitive negotiations in
instances where there are a limited number of providers or where the airport operator is open to
considering alternative solutions.

The SOQ will typically ask for a narrow range of information such information about the com-
pany, its location, office, personnel, and capabilities; experience with similar projects; gen-
eral financial information indicating, on a preliminary basis, necessary financial capacity; and
demonstration that the respondent meets or exceeds the minimum qualifications to be consid-
ered in the next phase of the procurement. Concession privileges are rarely awarded based on
qualifications alone.

10.1.4 Direct Negotiation

Another approach to awarding concession privileges, and the one that is least used, is direct
negotiation. With direct negotiation, the airport operator negotiates with a single concession
provider to reach agreement on contract terms.

Direct negotiation is most often used when there is only a single concession provider in a cat-
egory, or when the nature of the concession is unique, or when the incumbent concessionaire
has made considerable, recent, unamortized capital investments. Because there is no competi-
tion for the award of the privileges, direct negotiation is often avoided in favor of bidding to
specifications or an RFP process. This is the case even when it is likely that only a single pro-

poser will respond in order to avoid criticism that the process lacks transparency or that
favoritism is involved.

10.1.5 Other Approaches

In addition to the main approaches to concessionaire selection described above, other approaches
are occasionally used, depending on the circumstances. These include competitive negotiations
and the two-envelope approach.

Competitive Negotiations

Although competitive negotiations are used rarely, they can be useful for complex procure-
ments or cases in which there are a small number of potential service providers. Under this *
approach, proposers are ranked and negotiations are conducted with the top-ranked proposers.

Each proposer has the opportunity to improve their proposal, until “best and final offers” are
received and one clear winner emerges.
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The Two-Envelope Approach

Another variation that is used occasionally combines elements of bidding to specifications
with an RFP. Under this approach, technical proposals, included in the first envelope, are eval-
uated against a set of established criteria. Minimum qualifications are established for consider-
ation of technical proposals. Those proposals meeting the minimum qualifications and achieving
a certain scoring threshold then advance to a second stage, during which their financial propos-
als, contained in the second envelope, are opened. The proposer with the highest financial offer
is then declared the winner.

The two-envelope approach allows the airport operator to establish qualitative criteria to
ensure that only those proposers meeting a certain level of qualifications and capabilities are eli-
gible to have their financial offers opened. This approach is helpful in ensuring that an unqual-
ified proposer does not “buy” the concession by submitting a financial offer that may not be
sustainable over the term of the agreement or submit a financial bid that will result in unaccept-
able levels of service or pricing to passengers.

The two-envelope approach is still used occasionally in circumstances where local procure-
ment regulations or other considerations make it difficult to differentiate between proposers.
The RFP process has, at most airports, replaced the two-envelope approach.

10.2 Requests for Proposals—the Standard Practice

The RFP is the standard practice for selecting concessionaires at airports worldwide. Figure 10-1
shows the method of awarding food and beverage and retail concessions at large, medium, and small
hub airports. In the surveys conducted for this research, 80% of participants indicated that the RFP
is the approach used at their airport; only one airline and two airport concession managers indicated
that they issued REPs on an invitation-only basis to a limited selection of potential proposers.

Unlike bidding to specifications, which relies on one key financial variable, the RFP process
allows consideration of multiple variables that may include the proposed concept, quality and
amount of investment, experience and record of accomplishment of the proposer, the manage-
ment and operating plan, financial ability to perform, and a financial offer.

Competitive bid

4% .
Through Third-Party

Developer or Leasing

Manager
4%
RFP - invitation only
80% (limited (il;tnbutlon)
0

\_ Negotiation or other
4%

Note: Numbers may not add to 100% due to rounding.
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 10-1. Method of awarding food and beverage and
retail concession privileges (large, medium, and small hub
U.S. airports).
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Proposals received in response to an RFP are typically reviewed by a panel of evaluators, which,
depending on local procurement requirements, may be called an evaluation panel, selection panel,
selection committee, or other name. Evaluators, depending on local laws or ordinances, may
include airport staff members, local citizens with some background in the subject matter, airport
board members, employees of sister agencies, and outside experts such as consultants or staff from
other airports. At some airports, concession staff may be included as evaluators, while at other air-
ports, these staff members serve as nonvoting facilitators.

Each airport operator has its own set of internal policies with respect to the award of conces-
sion privileges. In the case of airports operated as a department of city, county, or state govern-
ment, or by appointed dependent authorities of a larger unit of government, the airport
operator’s concession procurement policy is shaped by local and/or state law or ordinance. The
typical sections of an RFP are shown in Table 10-1. The descriptions of “typical” elements of
RFPs should be considered as generalized descriptions of common industry practices that should
be adapted to applicable local and/or state law.

Table 10-1. Typical contents of a request for proposals.

1. General Description of the Business Opportunity
- Airport operator’s goals for the concession program
- Schedule for the process
- Pre-proposal conference
- Other requirements

2. General Airport and Airline Information

Airport and service area

Airlines and the destinations they serve

Historical passenger statistics

- Description of the current concession program, including space and sales

3. Detailed Description of the Business Opportunity
- Locations
- Packages (if more than one)
- Key business terms
Airport operator’s goals, brands, local concepts, etc.

4. Other Doing-Business Issues
- Support space
- Deliveries by suppliers

5. Development Requirements
- Design standards/guidelines
- Design review
- Turnover date
- Condition of space at turnover
- Construction coordination
- Utilities
6. Submittal Requirements
- Minimum qualifications
- Financial terms and variables — minimum annual guarantee (MAG),
percentage rent, minimum investment requirement
- Other technical information (see Table 10-2)

7. Evaluation Process
- Criteria and weighting
- Selection process
- Interviews

8. Attachments
- Draft concession agreement
- Required forms
- Submittal checklist
- Design standards/guidelines
- Lease outline drawings

Copyright National Academy of Sciences. All rights reserved.
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10.3 Minimum Qualifications

A standard practice in the award of concession privileges is to establish minimum qualifica-
tions, whereby a level of experience, capability, or business volume is used as a threshold for con-
sideration of bids or proposals. Minimum qualifications may include an experience element, for
example, 3 to 5 years of experience operating a similar business, and a volume of past sales ele-
ment, using a percentage (for example, 50%) of the expected business volume for at least 3 of the
last 5 years.

In some cases, airport experience may be required, such as in the award of agreements for mul-
tiple concession locations. Proposal bonds, proposal guarantees, or sureties may also be required.
Additional minimum qualifications are sometimes used, in the form of disqualifiers, such as not
being in default under any current agreements with the airport operator, or having no lawsuits
pending against the airport sponsor/operator, or no prior judgments or pending lawsuits that
would, in the opinion of the airport operator, disqualify the proposer from consideration.

Minimum qualifications are important in any selection process because they are objective,
quantifiable, and established before the process begins. Without them, proposals from unqual-
ified respondents may have to be reviewed, which increases the workload of evaluation panels,
and may lead to challenges. Minimum qualifications can be helpful to potential proposers by dis-
couraging unqualified proposers from spending time and money unnecessarily.

10.4 Typical Elements Required in Proposals
Table 10-2 lists the typical elements required in proposals, which are discussed below.

The transmittal letter is a one- or two-page letter signed by an officer of the proposer that
identifies the legal entity, key contact person, addresses, telephone number, fax number, and
email addresses to be used in all communications relevant to the proposer. This information
ensures that all communications are forwarded to a single point of contact. Care should be taken
to avoid multiple points of contact—for example, a local manager in addition to a corporate
business development executive—as this can result in faulty notices that can put the overall
process at risk.

The executive summary, often page limited, describes the key elements of the proposal. Exec-

utive summaries can be helpful by providing an overview of the proposal and can easily be

Table 10-2. Typical elements required
in proposals.

Transmittal letter

Executive summary

Qualifications and experience summary
Concept descriptions and merchandising plan
Management and operating plan

Financial statements

Design submittal

ACDBE participants

Pro forma revenue and expense projections
Proposal form

. Proposal bond, guarantee, or surety
Addenda acknowledgement form

. Other required information

Submittal checklist

©EONoOr~®WDNPRE
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extracted to summarize the key elements of each proposal. The contents of executive summaries
can be set forth in the RFP to ensure that key information is included.

The qualifications and experience summary is often a detailed questionnaire that provides a
structure for all proposers to use in conveying important information on the legal form of the
organization, company history, domicile, ownership interests, other concession operations,
financial qualifications, references, assurances on matters such as prior and current litigation,
ACDBE status, prior bankruptcy filings, and other organizational issues.

The concept descriptions and merchandising plan is where the proposer describes how it
intends to use the concession space, the concept proposed for each location, the merchandise list
or menu items or services to be offered, and why the proposer believes its proposed use is the
best use of the space.

The management and operating plan describes the staffing levels, key staff, employees per
shift, management structure, reporting relationships, and basic procedures that will apply to the
concession or service. Summaries of training and customer service programs, incentive programs,
turnover statistics, and other information about the proposer’s workforce are included here.

Financial statements are provided for the most recent 2 years of the entity guaranteeing the
proposal terms. If a proposer is relying on the qualifications of its parent company, the financial
statements of the parent company should be evaluated, and the parent company should be the
party executing the concession agreement or guaranteeing the financial elements of the proposal.

The design submittal typically includes the proposed layout of the space(s) with dimensions
based on lease outline drawings included with the RFP; renderings of the concession exterior front;
anarrative description of the design and how it meets the airport operator’s design guidelines and
supports the overall goals for the concession program; and, in some cases, printed versions of
material boards for each unit. Some airport operators also require the original material boards.

ACDBE participants must be identified, along with a description of the level of participation
in terms of annual sales and space, and a description of the legal form of participation (e.g., joint
venture or sublease) by including a copy of the proposed agreement between the proposer and
the ACDBE. The RFP may also ask for particulars on the contractual relationship, such as the
level of investment by the ACDBE or its role in the overall management of the joint venture.

Pro forma revenue and expense projections are provided with a pro forma projection of rev- '
enue and expense for each concession location, usually for a minimum of 5 years or for the length
of the term of the agreement, based on the requirements included in the RFP. The pro forma l

projection provides the airport operator with evidence that the proposer has taken into account
the requirements of the RFP, the locations and size of the airport’s passenger market, and the
cost of doing business. It also provides insight into how the proposer intends to operate the busi-
ness and allows the different proposals to be compared in terms of labor costs, the cost of goods
sold, gross margins, or other metrics. When proposers use different underlying assumptions on
traffic growth and price inflation, the pro forma revenue and expense projections will be diffi-
cult to compare. For this reason, it is reccommended that the RFP include the airport’s passen-
ger forecasts to be used by all proposers (or an assumed number of future passengers based on
a reasonable metric if an official forecast does not exist). The enplaned passenger assumptions
or forecast should contain a caveat that the airport operator does not warrant that the enplaned
passenger levels are guaranteed and that they are provided solely for the purpose of ensuring a
common basis for comparison.

Stating a common, conservative inflation assumption for projecting sales can also be helpful, as
would requiring that the pro forma analyses be prepared in “real” terms (i.e., without any under-
lying inflation assumed). In this way, expense and revenue projections provided by proposers can
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be more readily compared, which would help avoid problems should a proposer’s forecasts become
an issue during the award process in the event of a protest or other event.

The proposal form is a legally binding document executed by an officer of the proposing com-
pany authorized to do so, which contains a clear and concise statement of the financial offer,
including percentage rent, minimum guarantees, and other variable payments. The statement
should track with the language in the concession agreement and the RFP. The proposal form’s
purpose is to eliminate any ambiguity about future rents, fees, and charges that may be described
elsewhere in the proposal. Including the proposal form as a separate form rather than within a
required section of the RFP will avoid editing errors or the failure to incorporate revisions into
the proposals, ensure that a corporate officer has attested to the offer, and keep it from getting
lost among all the other requirements of the proposal. The proposal form should also include
the proposer’s offered investment, as defined in the RFP.

The proposal bond, guarantee, or surety is an amount of money, or a promise to pay money
from a third party, that is forfeited if the proposer fails to execute the concession agreement. The
proposal bond should be set in an amount that would compensate the airport operator for its
costs resulting from delay in the award of the agreement.

The addenda acknowledgement form, to be signed by the proposer, lists and certifies that
each issued addendum to the RFP has been read.

Other required information includes required affidavits, insurance certificates, licenses to do
business, ACDBE certifications, evidence of financial capability, a sample subtenant agreement,
and other information and forms specific to each airport.

A submittal checklist showing the required elements of the RFP can help reduce errors and
omissions in proposals. The checklist should show each required section and all required forms.

10.5 Evaluation Criteria

Most airport operators use weighted evaluation criteria, which provide structure and a com-
mon basis for use by all evaluators. Weighted criteria are preferred by proposers, as they provide
all proposers with a common understanding of what is important to the airport operator and the
relative importance of each criterion. Table 10-3 shows the percentage of airports where
weighted evaluation criteria are used, based on the surveys conducted for this research.

Some airport operators use unweighted criteria, leaving it to the evaluation panel to select the
best proposal based on its understanding of the needs of the airport operator and the contents of
the RFP. Airport operators that prefer unweighted criteria believe that they result in a greater con-
sensus and eliminate second-guessing of the evaluation panel’s scoring in the event of a challenge
to the recommendation to award. When unweighted criteria are used, proposals are scored in

Table 10-3. Use of weighted evaluation criteria by hub
size (food and beverage and retail concessions).

Large Medium Small

Hubs Hubs Hubs
Yes 72% 71% 45%
No 11% 23% 55%
Developer or Leasing Manager selects 11% 0% 0%
No response 6% 6% 0%

100% 100% 100%

Source: LeighFisher using data from the airport surveys conducted for
ACRP Project 01-11.
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Table 10-4. Weightings of evaluation criteria for each major concession

category.

Evaluation Criterion ggsgrzgg Con%/z?;ﬁnce SDRZC;::W Duty Free
Financial (MAG/Percentage Rent) 17% 18% 13% 22%
Pro Forma/Ability to Drive Sales 15% 12% 4% 11%
Strength of Brand or Conceptl 4% 16% 16% 14%
Design/Aesthetics1 4% 14% 7% 15%
Local Brand/"Sense of Place" 8% 8% 2% 7%
Experience and Quality of Past Performance 7% 7% 16% 8%
Management and Operations Plan 7% 7% 2% 5%
Pricing to the Customer 5% 5% 8% 7%
Customer Service 5% 5% 8% 6%
Local Operators 4% 4% 4% 4%
Financial Ability to Perform 2% 3% 14% 2%
Other Criterion 1% 1% 7% 0%

Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

rank order by each evaluator. There is no overall structure to the ranking. Proposers argue that
unweighted criteria provide little transparency, and it is impossible to know the basis for the eval-
uation panel’s decision. Aligning the evaluation criteria with the goals for the concession pro-
gram will eliminate confusion on the part of proposers and evaluation panel members alike.

Table 10-4 shows the average weighting of evaluation criteria for large, medium, and small
hub airports for each major concession category. The financial criterion (MAG and percentage
rent) ranks highest in each concession category except specialty retail.

10.6 Financial Evaluation

Airport operators use several approaches for structuring the financial component of propos-
als. Typically, proposers will make a financial offer based on a minimum annual guarantee, per-

centage rent, or a combination of the two. Some airport operators set the MAG and percentage )
rent and select the concessionaire based on other criteria. Table 10-5 shows the financial elements ) )
evaluated in proposals according to hub size for food and beverage and retail concessions. E )

Table 10-5. Financial elements evaluated in proposals.

Average Large,
Large Hubs  Medium Hubs  Small Hubs Medium, Small

Hubs
FOOD AND BEVERAGE
Both MAG and Percent Rent 33% 18% 55% 32%
Neither (financial terms are fixed) 22% 6% 18% 15%
Annual Guarantee (MAG) 17% 41% 18% 25%
Percentage Rent 17% 6% 0% 11%
No response 11% 29% 9% 17%
100% 100% 100% 100%
RETAIL
Both MAG and Percent Rent 33% 35% 55% 38%
Annual Guarantee (MAG) 28% 24% 8% 23%
Percentage Rent 17% 12% 0% 11%
Neither (financial terms are fixed) 11% 6% 9% 9%
No response 11% 23% 18% 19%
100% 100% 100% 100%

Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.
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Based on the surveys conducted for this research, as shown in Table 10-5, a plurality of air-
port operators and a majority of small hub airport operators ask for proposers to offer minimum
annual guarantees and percentage rent. The next most commonly implemented approach is to
evaluate the proposed minimum annual guarantee only. However, at large hub airports, the sec-
ond most implemented approach for food/beverage concessions is to fix both the minimum rent
and the percentage rent, whereas this approach ranked last for retail. If the approach in which
the minimum rent and percentage rent is used, the airport operator is relying on other aspects
of the proposal to provide a basis for assessing future revenue, including the pro forma sales pro-
jection and the strength of the proposed brands or concepts and their ability to drive sales. By
setting the financial elements, airport operators can avoid unrealistic bids, which can cause prob-
lems later if the concessionaire is unable or unwilling to pay rent and then seeks to renegotiate
the terms of the agreement.

Evaluating proposed percentage rents can be difficult. While a higher percentage rent may be pre-
ferred, the concept associated with the higher percentage rent may not be capable of generating high
sales. Consider, for example, a proposer that offers a generic burger concept and offers to pay 18%
of sales as rent, while another proposer offers to operate the leading national burger brand and offers
15% of sales as rent. If the generic burger concept generated $1,600,000 in sales, a proposed rent of
18% would yield $288,000 in revenue to the airport enterprise. To provide equivalent rent, the
branded location would need to produce higher gross sales—$1,920,000 x 15%.

At this point, the evaluators need to consider the performance of the two concepts in other
airport locations. If the evaluators believe that the branded concept is capable of producing gross
sales greater than $1,920,000, or 20% higher than the generic concept, the airport enterprise will
be financially better off with the branded concept. In this case, the information on performance
at other locations showed that the branded concept clearly outperformed the generic concept,
and the difference in performance would more than offset the difference in percentage rent. The
branded concept also scored higher in other criteria.

Guaranteed revenues can be similarly difficult to assess. Higher guaranteed rent may be less
advantageous if an alternative proposal will generate greater revenue based on sales.

10.6.1 The “85% Rule”

The risk of foregoing revenue from a MAG-based proposal is reduced when a MAG-adjustment
provision is included in the concession agreement. A common practice used throughout the air-
port industry is to reset the MAG each year based on 85% of the prior year’s total payments to the
airport enterprise (MAG, percentage rent, or both), with the first-year MAG acting as the baseline.

10.6.2 Weighting the Financial Element

The financial offer is not the only criterion with financial implications. Other criteria also
relate to the ability of the proposed concept to generate sales and revenue. These criteria
include the strength of the brand or concept, product prices, and the experience of the oper-
ator, particularly in operating the proposed brand or concept. In addition, the proposed design
and the proposed investment in the concession unit can make a material difference in overall
performance.

For these reasons, it may be useful for evaluators to consider both the financial offer and the
overall strength of the operator and the concept in determining which proposer would produce
the highest revenue to the airport enterprise over the term of the agreement. While such an eval-
uation may be partly subjective, requesting hard sales performance data for other locations can
contribute to informed decision-making.
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10.6.3 Unrealistic Sales Projections

The use of unrealistic sales and revenue projections presents a potential problem in evaluat-
ing financial performance. Proposers may feel pressure to overstate expected sales to avoid
appearing less competent than their competitors. In a few cases, proposers may grossly overstate
sales and revenues to provide a basis for challenging the award if unsuccessful.

First, the airport operator should have baseline sales and revenue projections for the conces- '
sion spaces being considered for award. These baseline projections should be developed during
the planning phase and be based on a reasonable outcome using benchmark data. Sales and rev- L

enue projections should be completed using both a “top-down” approach, with overall projected
sales and revenue per enplaned passenger in line with the benchmarks, and a “bottom-up” analy-
sis, with sales and revenue projected for each location using current performance data for the
space, performance of individual units in the airport, or performance of individual units at other
airports as benchmarks. As a check, the projected sales per enplaned passenger for all units
should equal the overall total based on the benchmark. By establishing a baseline sales and rev-
enue projection, the airport operator will have a reference point from which to assess the rea-
sonableness of the proposals.

Second, proposers should present data for comparable locations at other airports, including '
the size of the unit, sales per enplaned passenger based on exposed passengers, and sales per
square foot. These data, combined with data received from other proposers, can provide an over- l

all set of comparables to be used in assessing performance based on the record of the proposer.

Table 10-6 presents an example of weighted evaluation criteria from a large hub airport food
and beverage RFP. Each criterion is listed, along with descriptors that help the evaluators under-
stand the criterion. Five overall criteria are used in this example, with a total of 100 points. More
criteria and more points can be used.

10.7 Advertising the RFP

The airport operator has an interest in receiving as many responsive qualified proposals as '
possible. More competition increases the available choices for the evaluators. Therefore, it is
incumbent on airport operators to inform as many potential participants as possible of upcom- L

ing opportunities far in advance through networking sessions, written notices, and personal con-
tacts to the extent allowed. Formal proposer lists may be maintained to identify interested
parties. In addition, advertising that the RFP will soon be available several weeks before issuance
will generate interest and allow time for potential proposers to plan for the release of the RFP.

Most airport operators will advertise in local newspapers of general circulation and busi-
ness publications, as well as airport industry trade publications. Both the Airports Council
International-North America (ACI-NA) and the American Association of Airport Executives
(AAAE) have websites and newsletters where airports can list their business opportunities and
solicitations. Some airport operators also publish notices in Airport Revenue News and other
industry publications. Companies that have expressed interest in future concession opportu-
nities should also be notified by regular or electronic mail.

10.8 Issuing the RFP

Historically, airport operators mailed RFPs to interested parties and sometimes charged a fee
for the RFP to recover copying/printing, mailing, and other administrative costs. Detailed
records of who received the RFP were maintained so that addenda could be distributed to those
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Table 10-6. Example of weighted evaluation criteria.

Overall Mix of Brands/Concepts
— Mix of brands including local brands in creating a "sense of place"
— Individual concepts and suitability o5
—  Strength of brand(s) — local, regional, national
— Rationale and justification for the proposed brand/concept
Financial Return and Investment Commitment
— Financial return over the term of the concession agreement and reasonableness of
the pro forma
— Pro forma sales and revenue projection — first 5 years
— Supporting justification for sales projection (benchmarks, performance of other 25
businesses, rationale, etc.)
— Statement of how the proposed concepts will maximize sales and revenue,
including anticipated capture rate and target market
— Capital investment commitment
Customer Service, Marketing, and Operations Plan
— Training, quality assurance plan, plan for handling peak periods and increasing
throughput
— Customer service standards, approach to providing service during peak periods,
customer feedback, complaint and resolution process, service monitoring, and
quality control
— Customer payment types and additional service enhancements 20
— Management plan, including on-site management, local hiring, training,
development
— Merchandising and pricing plan
— Sustainability plan (recycling, power conservation, use of locally produced products,
etc.)
— Marketing and promotions plan
Aesthetics and Design
— Proposed design(s), incorporation of “sense of place”
— Use of available space to maximize sales and customer service
— Consistency with tenant design standards 15
Experience and Qualifications
— Experience with particular brand or concept; local management; record of
accomplishment; depth of experience; and support systems.
— Experience, qualifications, track record of company
— Previous operating experience 15
— References
— Recognition, awards, favorable reviews, honors, etc.
— Demonstrated financial ability to perform
TOTAL POINTS 100

parties. Written requests for the RFP were generally required before the RFP was sent to an inter-
ested party.

Many airport operators have now switched over to electronic media procurement processes
whereby RFPs and addenda are posted on a website and can be downloaded for free. This switch
has greatly streamlined the process and made the REPs more easily accessible to interested parties.

10.9 The Preproposal Conference

Preproposal conferences provide airport staff with the opportunity to explain the RFP, the
form of concession agreement, the design guidelines, airport operating characteristics, and cur-
rent performance, as well as provide other information that a proposer will need to submit a fully
responsive proposal. Even if most participants are familiar with this information, it is important
that all potential proposers fully understand the nature of the concession opportunity. Reducing
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uncertainty on the part of potential proposers leads to greater competition and more robust and
competitive proposals. Full disclosure of requirements and conditions also reduces the poten-
tial for challenges or contests later in the process.

For complex RFPs, including those with challenging design and construction requirements,
making the preproposal meeting mandatory increases understanding of the opportunity,
decreases questions during the process, and reduces the risk of claims or challenges after selec-
tion. Site visits should also be conducted to allow potential proposers to see the spaces and
understand the locations.

10.10 The Evaluation Process

Members of evaluation panels have other jobs and responsibilities. The work required to eval-
uate complex and comprehensive proposals can be overwhelming. Therefore, members of eval-
uation panels should be appointed based on their ability to devote the time necessary for a fair
evaluation. Given the extensive time and cost requirements borne by proposers, airport opera-
tors owe them a fair and comprehensive evaluation.

Concession managers can minimize workload and achieve more informed evaluations by
implementing a number of techniques:

¢ Requiring tabs between each section of the proposal.

¢ Standardizing the format of requested tabular information to provide concise information
that can more be readily understood and compared and to ensure completeness of the infor-
mation requested.

¢ Aligning the major sections of proposals with the evaluation criteria and including all of the
information relative to a criterion in a single section.

¢ Standardizing the underlying traffic assumptions and thereby providing a common basis
for comparing sales and revenue projections, resulting in a fairer and more transparent
process. (A disclosure should be included that the traffic assumptions are for purposes of eval-
uating proposals only and that the airport operator does not guarantee that this level of traf-
fic will actually occur.)

¢ Requiringjustification and benchmarks for sales projections by reviewing the performance
of similar units or programs at other airports in terms of sales per enplaned passenger exposed
to the concession location as a basis for understanding the projections. Where sales projec-
tions significantly exceed benchmarks, further explanation is required.

¢ Providing consultant or qualified internal staff expertise on technical matters such as review-
ing financial statements to evaluate the financial strength of proposers and comparing the pro
forma financial sales and revenue offers. This will help to provide a common set of data.

10.11 Converting the Proposal to a Concession Agreement

A draft of the concession agreement should be included as part of the RFP. Requiring a state-
ment that the proposer will execute the form of agreement as is or allowing the proposer to take
exception to contract provisions in its proposal will reduce misunderstandings, allow for a fairer
evaluation, and streamline the contract execution process. Material changes to contract terms
after award but prior to execution can lead to legal challenges to the award process and encour-
age proposers to use similar tactics in future concession solicitations.

Eliminating uncertainties about the terms of the concession agreement before the deadline for '
proposal submission will ensure that no surprises or misunderstandings occur wherein a pro-
poser would demand unforeseen changes to the concession agreement. L
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Different approaches are used to ensure that the proposer will execute an agreement that is
satisfactory to the airport operator. These include the following:

e Requiring a statement of exceptions to the concession agreement and a precise statement of
the rationale for those changes

¢ Includingany proposed changes to the agreement in the evaluation and scoring of the proposal

e Stating that required or requested changes to the agreement will be taken into account in
determining whether the airport operator will be able to negotiate a final concession agree-
ment with the proposer

e Stating that no other changes to the concession agreement will be considered by the airport
operator unless stated in the written proposal by the proposer

Ample time should be allowed to resolve questions or ambiguities during the proposal phase
by written addenda to the RFP. Proposers will want clarity on the RFP and concession agreement.
Not all airport operators use the same practices and language in their documents, so proposers
will ask for clarification if they are unsure about the meaning.

10.12 Streamlining the RFP

The standard form of the RFP will evolve over time, as new policies are adopted and experi-
ence is gained with its use. It is easy for RFPs to become cumbersome and difficult for proposers
to understand. Revising the RFP to eliminate unnecessary requirements and redundancies can
make the procurement process easier for all concerned.

RFPs can be especially difficult for smaller companies that lack the resources of large national
concessionaires. Specialist concessionaires may be adept at their core business, but find the
vagaries of the RFP process overwhelming. Streamlining the RFP may encourage greater partic-
ipation. Some suggestions for simplifying the RFP include the following:

¢ Placeless emphasis on processes such as formal training programs, maintenance plans, con-
struction schedules, and other housekeeping matters. In today’s competitive environment, a
concessionaire capable of operating a desirable brand or concept will operate to the brand’s
standards, and the operating risk for the airport enterprise is reduced.

¢ Treat design and construction schedules as a requirement, not an element to be evaluated.
In terms of the development process, it is important that the unit opens on time. Rather than
evaluate detailed construction schedules prepared by proposers based on limited information
for work that may begin a year later, design and construction schedule slippage can be miti-
gated by inserting a penalty clause in the concession agreement that provides for liquidated
damages in the event of delay in opening on time. The penalties will provide incentive for the
concessionaire to meet the airport operator’s schedule.

¢ Limit design submittals. For smaller concessionaires and local operators proposing on indi-
vidual spaces or small concession packages, the requirement to produce detailed plans, ren-
derings, and material boards is expensive. Experience has shown that many airport operators
will require substantial changes to the proposed design regardless of the quality of the initial
submission. To reduce the cost of submitting proposals, the airport operator could require
the proposer to submit only a statement of design intent, that is, a narrative describing the
proposed design. Where there is concern over the cost to small businesses proposing on con-
cession opportunities, one possible approach is to accept archival materials showing the pro-
poser’s other airport and street locations and narrative on how those designs would be adapted
to the airport operator’s design standards (if any). The risk of an unsatisfactory buildout can
be mitigated by (a) requiring an investment commitment sufficient to ensure a quality design
and buildout; (b) publishing standards for tenant design, materials, signage, and so forth that
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establish a clear baseline of what is required; and (c) establishing requirements for design
review at specific stages of the design process, for instance at the 30%, 60%, and 95% design
stages. By using all of these techniques, the airport operator can ensure a successful buildout
without requiring all proposers to incur high submission costs.

¢ Limit the number of pages to increase focus on what is important and reduce the workload
of the evaluation panel, which can be significant on major procurements.

¢ Award no points for expensive covers, dividers, and artwork. For major competitive selec-
tions, large companies may spend considerable money on expensive covers, dividers, and art-
work. These proposal design elements provide no additional information and can have a
subliminal effect on evaluators in their objectivity regarding the contents of the proposal.

¢ Placeless emphasis on the proposer’s financial size. Demonstrating the financial capacity to
build and operate the concessions is relevant. Beyond a certain level, however, the proposer’s
financial size becomes irrelevant. Awarding points for excess financial capacity is a hidden bias
that may unfairly discriminate against smaller companies and favor larger ones when both
have the financial capacity to develop and operate the concession.

¢ Require interviews rather than presentations. Many airport operators and concessionaires
welcome the opportunity to discuss the proposals, ask and answer questions, and get to know
one another’s key personnel. When airport operators require formal presentations, conces-
sionaires with large business development staffs and strong presentation skills are able to
spend a lot of time and money preparing impressive presentations, which may or may not
have anything to do with answering the key question—which proposer and concept will do
the best job for the airport enterprise. Interviews can be kept simple and focused on the essen-
tial questions and clarifications arising from review of the written proposals.

NSNN =

10.13 Concession Workforce Issues

Current concession employees can be an influential stakeholder group in the concession pro-
curement process. Issues important to concession employees should be considered at the airport
operator’s policy-making level, as they have the potential to shape business terms and the struc-
turing of contract packages. The emphasis on these terms and packages will vary depending on
local circumstances, and they may receive special attention at airports that engage concession-
aires with unionized employees.

Labor and employment issues are often beyond the decision-making authority of concession
managers, who should consult with senior managers when developing procurement documents.
Still, anticipating these stakeholder issues and understanding the effects of the policy decisions
on the procurement process will help prevent unintended consequences. Two common conces-
sion workforce issues are labor peace requirements and living wage policies.

10.13.1 Labor Peace

Where labor unions are influential, or where the concession companies have been organized
by labor unions, airport operators may require a “labor peace” or “labor harmony” requirement @
to be included in RFPs. Labor peace provisions typically require proposers to reach prior agree-
ment with relevant labor organizations that, if selected, there will be no interruption of service
during the term of the concession lease agreement. As a condition for this agreement, unions will
ask the proposer to agree to official neutrality in any union ratification vote and obtain prior
approval to use a simplified card-check election procedure in lieu of more formal rules provided
for under the National Labor Relations Act. In a card-check election, employees sign a card to
indicate their support for recognizing the union. Union officials can collect cards until they have
a majority in favor of recognition. There is no secret ballot. By agreeing to remain neutral, the
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employer concessionaire agrees not to campaign against the union and waives the right to
demand a secret ballot as provided in the National Labor Relations Act.

Concession employees have been organized at many airports. Under federal law, airport oper-
ators cannot require union recognition as a condition of selection or otherwise exert influence
on relations between labor and management. However, airport operators have a legitimate,
legally permissible interest in assuring continuous operation of the concessions, which forms the
basis for adopting labor peace or harmony provisions in RFPs.

About 14% of airport operators in the surveys conducted for this research stated that a labor
peace or labor harmony provision is required at their airports.

10.13.2 Living Wage

Some airport operators have adopted “living wage” policies that apply to businesses that con-
tract with the airport operator. These policies sometimes have the effect of increasing labor costs,
often to or near the level of union wages. Living wage rates and union wage scales may be a sig-
nificant operating cost that has implications for concessionaire financial performance and on the
decision to compete for the concession privilege.

Airport concession managers should understand how living wage policies and other local con-
ditions, when combined with percentage rents, minimum annual guarantees, and other occu-
pancy costs, affect concessionaires. High labor costs may be a factor that discourages companies
from submitting concession proposals or reduces financial offers in proposals; concepts that have
higher labor cost requirements may not be practical or feasible as an in-terminal concession.

10.13.3 Worker Retention

Some airport operators include worker retention policies in concession agreements, which
require a successor concessionaire to consider hiring employees of the outgoing concessionaire.
Worker retention programs can range from voluntary efforts, such as job fairs, to mandatory
requirements, with current employees guaranteed employment by the new concessionaire unless
a strong, compelling reason not to do so exists.

10.14 Strategies for Increasing Local Participation
Strategies for increasing local participation include the following:

¢ Streamline the RFP process. Local businesses are unlikely to be experienced in a governmen-
tal procurement process and may find the learning curve steep. Simplifying the requirements
and focusing on the key elements vital to the selection can encourage more participation by
local businesses.

¢ Enterinto licensing agreements. Many airport operators encourage experienced airport con-
cessionaires to enter into licensing agreements with local businesses. Such agreements can
reduce risk for both the airport operator and the local business, while providing access to pop-
ular local concepts.

¢ Conduct outreach meetings. Comprehensive outreach meetings targeting local businesses, as
well as other prospective concessionaires, can encourage greater participation in the RFP
process. Unlike experienced airport concessionaires, local businesses may not understand the
airport operating environment and constraints, such as security rules, employee badging,
delivery restrictions, and peak departure periods. An outreach meeting can provide local busi-
nesses with the information needed to determine whether or not competing for a concession
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is worth their investment in time and money. Even if the local business decides not to partic-
ipate in the RFP process, it will have done so on the basis of an informed decision gained as
part of the process, which will have the tangential benefit of creating goodwill for the airport
in the local business community.

Topics that should be discussed at concession outreach meetings include the following:

Nature of the opportunity, including the airport operator’s goals and objectives.

Types of concessions sought by the airport operator.

Doing business at the airport, including hours of operation, security, deliveries, support space,
peak demand periods, hours of operation, pricing policy, hiring challenges, security badging
requirements, employee parking, and transportation.

Airline traffic, including distribution of traffic in areas throughout the terminal(s).

Timing of the RFP process.

Performance metrics for current concessionaires, including annual business volume, sales per
enplaned passenger, and sales per square foot.

Development challenges, including the permitting process and recent data on buildout costs.
For businesses without airport operating experience, it will be important to understand that
higher per square foot development costs are offset by higher per square foot sales than would
normally be experienced in a street or mall location.

The RFP requirements; some airport operators also conduct separate training sessions on how
to prepare for and respond to an RFP.

It can also be useful to hold a networking session in conjunction with the outreach meeting,

as this allows local businesses to meet potential business partners, current concessionaires, and
others with an interest in the concession program.

10.15 Using Technology to Streamline

the Solicitation Process

Technology has the potential to make the procurement process easier for all concerned. Some

of the ways that technology can be used are the following:

Electronic registration of potential proposers. Some airport operators use electronic regis-
tration to allow interested parties to register their information and provide an email address
for all future notifications related to the procurement.

Electronic distribution of RFPs and RFQs. Placing the documents on the airport website can
speed distribution of documents at little cost. Today, any potential proposer would be
expected to have access to the Internet. Addenda to proposal documents can also be distrib-
uted in this manner.

Bulletin boards for questions and answers. Password-protected electronic bulletin boards
can be used by interested parties to ask questions about the procurement and by airport staff
to post answers. Such bulletin boards would allow all potential proposers easy and fast access
to questions and answers (or to an addendum, if a formal response is required).

Online preproposal meetings. A number of web-based services are available for conducting
online meetings and providing an electronic record of participation. Interested parties would
log in to a meeting using a unique password. Online meetings can save travel time and expense
for all participants while ensuring that common information is provided.

Electronic submission of proposals. Used extensively in the private sector, submission of pro-
posal documents by email, or on CDs or DVDs, can reduce production costs, save paper, and
reduce the considerable cost of handling, distributing, securing, and maintaining proposal doc-
uments. Electronic copies made from the original files in Adobe portable document format
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(.pdf) documents are far superior in quality and readability than scanned documents and are
searchable by readers. Evaluators could receive electronic copies of proposals for review at
home or at work. A paper original of the proposal executed by an officer of the proposer could
serve as the official version of the proposal and would take precedence in the event of conflicts.

10.16 International Concession Contracting Practices

The operators of airports outside the United States face issues similar to those of their U.S.
counterparts in the solicitation and award of concession agreements. Practices are more similar
than dissimilar.

10.16.1 Competitive Selection

Competitive tendering of airport concession privileges is standard practice for airports in the
United States and around the world. Most airports are owned by national, state, or local govern-
ments and conduct their business on an open competitive basis pursuant to laws requiring open
competition and transparency. Among privately owned airports, which are common in the
European Union, Australia, New Zealand, Mexico, and many other countries, a competitive ten-
der process is also the standard practice. However, privately owned airports and publicly owned
corporatized airports typically have the ability to negotiate term extensions or new agreements
with strong performers. For example, the operators of two major European airports interviewed
for this research project reported that “a high percentage” of agreements at one airport and up
to 30% at the other were extended or renegotiated, but only for the top performers. At both pri-
vately owned and corporatized airports, which have a high degree of financial oversight, greater
focus is often placed on financial performance and profitability in awarding and extending con-
cession agreements.

10.16.2 Duty Free Tendering

When seeking proposals for duty free concessions, airport operators outside the United States are
likely to ask proposers to identify the percentage rent they are willing to pay the airport enterprise
by category. This approach takes into account the varying profit margins for different types of lux-
ury merchandise such as perfumes and cosmetics, which have large margins, and electronics, which
have smaller margins. This approach also has the effect of narrowing overall profit margins for the
duty free concessionaires.

10.16.3 Duty Free Exclusive versus Nonexclusive

Most airport operators will award a single large duty free concession privilege. However, oper-
ators of airports with very large duty free or travel retail volumes may sometimes seek multiple
operators. At Singapore Changi Airport, the concessions are separated into major categories such
as liquor, cosmetics, and confectionery, and each is awarded separately. At Seoul Incheon Inter-
national Airport, the duty free concession is separated into four major contracts with partial
overlap on categories. At Amsterdam Airport Schiphol, several specialist concessionaires oper-
ate on a duty free and tax free basis. These airports are exceptions, however, and have very high
sales volumes. The vast majority of airport operators enter into a single duty free concession
agreement.
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CHAPTER 11

Services, Storage, and Logistics

This chapter presents an overview of the behind-the-scenes elements of concession programs,
including support spaces, the distribution of goods, and the handling of waste, including trash
and recyclables. Airport terminals vary widely in configuration, layout, size, age, and condition.
The basic principles described in this chapter can be adapted to each airport. The chapter discusses
the following:

¢ Loading docks

e Security screening of goods

¢ Concession storage facilities

e Servicing routes and devices

¢ Use of centralized third-party logistics providers
e Waste collection, recycling, and removal

e Sustainability

¢ Food preparation

11.1 Loading Docks

Loading docks function as areas for receiving incoming goods to be delivered to the terminals
and for picking up outgoing goods. Incoming goods may consist of inventory items for conces-
sionaires (including food and beverages for restaurants), supplies and equipment for the airline
offices, courier service deliveries, and the like. Outgoing goods may consist of trash, recycling )]
materials, inventory returns, and the like. Q

Although the concessionaires are a primary user of a terminal’s loading docks for delivery and
waste handling, other terminal operations require deliveries and waste removal and are also served
through the same loading dock facilities. Examples include restroom supplies, office supplies,
and repair and maintenance supplies.

Components of/services accommodated at the loading dock area include the following:

e Receiving

e Security screening
¢ Incoming holding
e Waste holding

¢ Recycling holding
e Compactor

e Office

e Circulation

Loading docks should be located for easy access by service vehicles and should be separate
from the public entrances to the terminal building. Loading docks also need to be conveniently
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located in relation to freight elevators so that service traffic is separated from the main passenger
elevator lobbies and public corridors and has direct access to the concessions units and/or the
service/storage areas for the concessions. If not immediately adjacent to the service elevators, the
loading docks should have immediate access to a service corridor leading to service elevators that
provide the required access. The service route from the loading dock to the elevator needs to
accommodate the transport of large shipments of goods.

Loading docks should be sized to accommodate the vehicles used to deliver or pick up materi-
als to and from the building. Typical loading docks are built 55 inches above grade level to accom-
modate most trucks. If the bed height of vans and trucks varies more than 18 inches, at least one
loading bay must be equipped with a dock leveler. Separate or dedicated loading docks should be
considered for food service areas and dumpsters.

Loading docks are utilitarian spaces that should be designed for function and durability. How-
ever, it is also important that they be designed to ensure the safety and security of their users and
the users of other nearby spaces. This type of space must be able to accommodate large vehicles,
forklifts, and pedestrian traffic.

11.1.1 Number of Loading Bays
Table 11-1 presents loading dock requirements as a function of terminal concession floor area.

Figure 11-1 presents an approach to determining the number of loading docks required based
on annual enplaned passengers assuming 15 square feet of concession space per 1,000 enplaning
passengers.

11.1.2 Loading Area Size and Features

The size of the loading area is determined by using the planning ratio of 0.0006 square feet per
annual enplaned passenger.

A ramp should be provided from the loading dock to the truck parking area to facilitate deliv-
eries from small trucks and vans. This ramp should have a maximum slope of 1:12 and comply
with Uniform Federal Accessibility Standards/ADA accessibility guidelines, ensuring that it may
be easily maneuverable for deliveries on carts and dollies.

Other loading area requirements include the following:

e Edge guards and dock bumpers.

¢ Fasy access overhead coiling door. These doors should be able to close completely and lock
after business hours. At least one well-lit personnel door should be provided in addition to the
overhead doors.

¢ Adjustable lighting fixtures to illuminate the interiors of trailers.

¢ Noise dampening features, including heavy concrete walls and absorptive acoustical surfacing.

e A design to prevent the collection of storm water near the dock.

Table 11-1. Loading dock requirements as a function of
concession floor area.

Size of Terminal Concession Area Required Loading Bays

Up to 50,000 square feet of gross floor area 1 per 25,000 square feet or fraction thereof of gross
retail floor area

Between 50,000 square feet and 100,000 square 1 per 20,000 square feet or fraction thereof of gross

feet of gross retail floor area retail floor area
Over 100,000 square feet of gross retail floor 5 plus 1 per 50,000 square feet or fraction thereof of
area gross retail floor area over 100,000 square feet

Source: LeighFisher.
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Figure 11-1. Loading dock requirements as a function of enplaned passengers.

A minimum of 4 feet of overhanging canopy to protect users and goods being unloaded from
the elements. In cold climates, dock seals should be used at each loading bay. Alternatively,
consideration could be given to enclosing the entire loading bay.

A dock manager’s room or booth in a location from which the entire dock area is in view and the
entrance and exit from the building can be controlled. Security cameras may serve as a backup.
Loading docks located so that vehicles will not be driven into or parked under the building to
protect the building from an explosion. If this is not possible, the service area should be hard-
ened for blast. TSA security representatives should be consulted on the security requirements
for concession deliveries and loading docks.

Docks separated by at least 50 feet in all directions from utility rooms, utility mains, and service
entrances, including electrical, telephone/data, fire detection/alarm systems, fire suppression
water mains, cooling and heating mains, fuel storage areas, and the like.

A means to reduce outside debris from filtering into the building. Maintaining a negative air
pressure on the docks and positive air pressure in the terminal building will help reduce infil-
tration of dust, dirt, and odors and enhance indoor environmental quality.

In colder climates, radiant heating systems in the loading dock area to maintain a reasonable
temperature range in the work area while conserving energy.

11.1.3 Loading Area Storage

In the loading area, short-term pre-security storage (in the event that screening becomes

backed up) may be required, as well as short-term storage for screened goods. The availability of
storage rooms is often driven by space availability. Less storage availability means more frequent
deliveries to concessions, thereby increasing costs.

11.2 Security Screening of Goods

Retail goods may be subject to x-ray screening before they are accepted for storage. The equip-

ment used must be of a type approved by the TSA and must be installed in accordance with the
applicable regulations, including the provision of adequate space. To this end, the truck bays may
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be secured for the delivery of supplies and stock to the concessionaires and the removal of waste.
Security screening checkpoints may be located at the airport security perimeter, at the truck bays
to screen inbound concession goods, or further downstream in the terminal building. To best
accommodate the size of typical loads associated with terminal retail products, an oversized x-ray
machine is required. In addition, redundancy in the security screening equipment is recommended
to accommodate peak volumes and to provide backup in the event of mechanical failures or main-
tenance requirements. Of the airport operators surveyed for this research project, 31% indicated
that they had a separate screening checkpoint for concession goods and employees.

In designing a new terminal, consideration should be given to providing sufficient area to
install security screening devices adjacent to the truck bays with secure airside service corridors
from that point. The current practice at many airports of screening concession goods well inside
the terminal on the departures or arrivals level means that unscreened goods are being trans-
ported through the pre-security areas in the terminal.

11.3 Concession Storage Facilities

Concession storage is typically accommodated in a combination of storage space in or near the
concession unit, if space is available, and storage space in lower levels of the terminal adjacent to
the truck bays. Concession storage space near the truck bays will hold incoming products and
inventory for restaurants and retail stores. Where storage for concessions must be remote from
the units, there should be access from the concession units via a back-of-house service corridor
to the interim storage area, if possible (in expanded or modified terminals this is typically not pos-
sible). The different types of storage space typically include the following:

¢ Climate-controlled general storage. Provides space for bulk, rack, and bin storage, aisle space,
unpacking space, and office space.

» Refrigerated storage. Preserves the quality of perishable goods and duty free products that
require refrigeration. Includes freeze and chill space, processing facilities, and mechanical areas.

¢ Controlled humidity storage. Similar to general storage, except that these storage units are
constructed with vapor barriers and contain humidity control equipment to maintain humid-
ity at desired levels.

Many older terminals operate with less-than-desirable storage space and this shortage imposes
additional costs on the concessionaires, as frequent deliveries for restocking are required.

The need for storage space varies by concession category. Expressed as a percentage of the con-
tiguous leasable concession space, the storage ratios range from 10% for services to 30% for duty
free, as summarized in Table 11-2.

Charging concessionaires for support space would help ensure that the space is effectively
used. At airports where concessionaires are not charged for storage space, or where nominal
amounts are charged, greater demand and less efficiency in the use of this space will result. Of
the airport operators surveyed, 48% indicated that they charge a separate rent for storage space.

Storage rooms are used to hold “incoming” products and inventory for restaurants and retail
stores, as well as goods and supplies for terminal operations and other services, from the time of
delivery until the concessionaire is available to pick up the goods and transport them to their
destination in the terminal. Storage rooms should be located by docks as well as by concession
units. Where storage rooms for concessions must be remote from the units, access from the units
should be provided via a back-of-house service corridor to the interim storage area.

Storage space is often designed with higher bays to take advantage of vertical storage. At large
airports, where the volume of goods can be substantial, the spaces need to be large enough to
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Table 11-2. Storage space requirements (
by concession category.
Category Storage (perc_ent of leasable
concession space)

Duty free 30%

Food and beverage 15%

Convenience retail 20%

Specialty retail 15%

Services 10%

Source: LeighFisher.

provide circulation space and space for material handling equipment, such as forklift trucks.
Designs for storage areas should anticipate the loads of stored materials and associated handling
equipment, typically 250 pounds per square foot. Racking in seismic areas must be stronger and
better braced.

Some storage areas may require power and utilities, and others may be simple storage areas.
Depending on the goods being stored and the handling equipment required, well-distributed
power and utility lines throughout the space may be required. Storage spaces typically include
one floor drain for every two bays of storage, as well as sand and oil traps on waste lines.

Food storage areas typically provide for dedicated general dry goods storage, ventilated stor-
age, and refrigerator and freezer storage (premanufactured modular units with integrated shelv-
ing). A load of 150 pounds per square foot is typical in these areas.

11.4 Servicing Routes and Devices

11.4.1 Service Corridors

Service corridors should allow for the transport of goods and people between docks, vertical '
transport systems, storage areas, service areas, and concession units. Many older terminals do
not have service corridors. In a new facility, however, every attempt should be made to create L

complete back-of-house support facilities, including service corridors and service elevators. To
ensure the accommodation of service corridors, such requirements should be taken into account
at the preliminary design phase for a terminal; typically, a champion at the airport is required to
protect these elements as the design develops.

Service corridors are subject to significant wear and tear, with goods, carts, and garbage bins
being moved regularly. They typically have hardened concrete, quarry tile, or epoxy floors; con-
crete block or drywall walls with epoxy paint finish and protective bumper rails; easily cleanable
ceilings; and double doors, center hinged, with a total opening of 6 feet to 7 feet, with protective
bumper plates.

11.4.2 Elevators

material. In addition to the daily delivery/removal service for concession units, these elevators

provide for the movement of major pieces of equipment needed for terminal maintenance. In

new terminals, one of the freight elevators should be capable of accommodating an automobile L
or equipment to support product advertising and promotions.

The interior of freight elevators should be stainless steel or some other corrosion-resistant '

Copyright National Academy of Sciences. All rights reserved.
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11.5 Use of Centralized Third-Party Logistics Providers

Centralized logistics providers offer cross docking or redistribution services. In providing
cross docking services, the logistics provider takes delivery of goods in a central commissary or
receiving area and dispatches the goods to the concession units or restaurants on a schedule that
recognizes the storage and use patterns of the concession. This service might also include secu-
rity screening. In providing redistribution services, the concessionaires place orders with the
logistics provider, which may consolidate such purchase orders. The logistics provider receives
the goods at the central commissary, makes sure that the goods undergo security screening,
breaks out and repackages the goods if necessary, and delivers the goods to the concessionaires
on an agreed-upon schedule.

11.5.1 Current Use of Centralized Logistics

Centralized logistics providers are used by a small number of airport operators, but this use
may increase if security regulations become more stringent. The airports where centralized logis-
tics providers are known to be used are summarized in Table 11-3. One of the providers indi-
cated that it serves two other airports, but those were not identified.

All the airports identified are large hubs with one exception, Pittsburgh International Airport,
which was a large hub at the time the airport operator and Third-Party Developer made the deci-
sion to use a centralized logistics provider.

11.5.2 Reasons to Use Centralized Logistics Providers

In addition to airport size, the reasons that airport operators choose a centralized logistics
approach include enhanced security screening of deliveries, reduced congestion at loading docks
due to active management by the centralized logistics provider, improved use of limited in-
terminal concession storage, and efficiency in managing deliveries and product distribution for
numerous small concessionaires.

The TSA’s enhanced security requirements mean that concessionaires must be able to demon-
strate supply chain control, that is, that control of delivered goods is controlled from the time
deliveries are made to the time they are delivered and secured in the concessionaire’s controlled
post-security spaces. Airside deliveries must be made by screened and badged personnel. Older
practices of “key drops” at the loading docks are no longer acceptable.

Table 11-3. Airports where centralized logistics providers are used.

Airport z?aﬁfgfg;gd Hub Size
Baltimore/Washington Thurgood Marshall Airport 10,338,950 Large
Detroit Metro Airport 15,211,402 Large
Minneapolis - St. Paul International Airport 15,551,206 Large
New York LaGuardia Airport 11,084,300 Large
Philadelphia International Airport 15,002,961 Large
Pittsburgh International Airport 3,956,842 Medium
Reagan Washington National Airport 8,490,288 Large
Toronto Pearson International Airport 16,167,415 Large
Washington Dulles International Airport 11,131,406 Large

Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Copyright National Academy of Sciences. All rights reserved.
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Atlarge hub airports, particularly those with older terminals, a combination of the lack of con-
cession storage space in the terminals and high volumes of food and retail goods being consumed
means that individual deliveries to concessionaires become a logistical problem, particularly at
the loading docks. Delays can mean that concessionaire staff are spending hours per day at the
loading docks waiting for deliveries or managing frequent deliveries.

On the whole, concessionaires often do not like centralized logistics providers because of
increased direct costs. Savings in terms of concessionaire employee time, for example, may off-
set these direct costs, but they are less tangible and more difficult to quantify.

11.5.3 Centralized Logistics Case Studies

To provide an overview of some of the scale and effect of centralized logistics, three brief case
studies are provided below: Minneapolis-St. Paul International, Reagan Washington National,
and Washington Dulles International Airports.

Minneapolis-St. Paul International Airport

The operator of Minneapolis-St. Paul International Airport introduced centralized logistics
at the time of a major concession expansion within an existing terminal complex. At that time,
tenant vehicles and delivery trucks were competing for limited dock space, and concession deliv-
eries were commingling with passengers in congested corridors. The airport operator was also
interested in ensuring the security of deliveries.

A logistics provider was retained to do the following:

e Create a centralized command and control area by bringing all deliveries through a single
entry point within a very scheduled and managed environment.

¢ Relieve congestion within the terminals by consolidating deliveries, which in turn reduced the
number of delivery carts and personnel.

¢ Enhance security through supply chain management. One reported result of the use of a cen-
tralized logistics provider was the cancellation of 150 supplier identification badges.

e Reduce vehicle traffic, including traffic related to airside deliveries. Over 200 weekly delivery
trucks were reportedly replaced with five logistics provider trucks.

¢ Enable expansion of the concession program without expanding storage and delivery systems
in the terminal.

Reagan Washington National Airport

At Reagan Washington National Airport, deliveries for retail concessions are undertaken on
a cross-dock basis by a logistics provider contracted by the concession program leasing manager.
The logistics provider occupies a 5,000 square foot warehouse/distribution facility located on the
airport grounds. This facility is divided among the retail tenants, and space is allocated based on
the total square footage of each store.

The retail tenants’ goods are received from the vendors, sorted, placed on the provider’s vehi-
cles, and delivered to the retail concessionaires. There are no retail storage spaces in the terminal.

The logistics firm does not handle food service deliveries, which are brought directly to the
loading docks at the terminal building. The food service deliveries are screened at the loading
dock and then handled directly by the concessionaires.

Washington Dulles International Airport

At Washington Dulles International Airport, food service concession deliveries are han-
dled by a logistics provider under contract to the concession leasing manager. The service pro-
vided is a cross-dock service using a 7,500-square foot commissary on the airport grounds. Goods
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are received from the vendors and sorted; pallet deliveries are broken down and deliveries are
made by the provider directly to the concourses. With the exception of a bookstore, the logistics
provider does not handle retail deliveries, which are handled directly by the concessionaires.

11.5.4 Costs of Centralized Logistics

Table 11-4 provides the estimated logistics charge as a percent of sales. Each airport is unique,
but the data from the three case study airports are probably indicative of the range of charges for
centralized logistics providers.

While each airport is unique in terms of volume, layout, and costs, Minneapolis-St. Paul Inter-
national Airport provides a good indicator of costs. Food and beverage concessionaires are
charged 0.50% of sales, and retail tenants are charged 0.33% of sales.

11.5.5 Implementing Centralized Logistics

Although concessionaires are typically not supportive of centralized logistics because of the
extra cost involved, implementation is often driven by a significant change in operations such as
a terminal redevelopment resulting in a substantial increase in airside concessions, possibly with-
out a corresponding increase in concession storage or service corridors, security requirements
that can no longer be easily achieved by the individual concessionaires, and congestion levels at
the loading docks that are causing gross inefficiencies or failure to deliver goods to concession-
aires. This is particularly important where perishables foodstuffs are involved.

Even with these triggering events, every attempt should be made to bring the concessionaires
on board with the implementation of a centralized logistics system. Concessionaires are natu-
rally resistant to increases in operating costs and will need to understand the benefits as well as
the costs of implementing such a system.

11.6 Waste Collection, Recycling, and Removal
11.6.1 Airport Waste Characteristics

Airport waste is generated by passenger services onboard aircraft; airport offices, shops, restau-
rants, restrooms, and flight kitchens; cargo operations, maintenance areas, and hangars; and land-
scaping, construction, and demolition. Each of these areas creates distinct waste streams. The three

Table 11-4. Examples of charges for centralized logistics as
percent of sales.

Airport Logistics Charge
(as percent of sales)

Minneapolis - St. Paul International Airport
Food 0.50%
Retail 0.33%
Reagan Washington National Airport
Food -
Retail 1.26%
Washington Dulles International Airport
Food 1.13%
Retail -

Sources: Minneapolis charges, Airport Revenue News, July 2008. Washington airports charges
calculated by LeighFisher from the dollar value of the charge in 2009 divided by 2008 sales.

Copyright National Academy of Sciences. All rights reserved.
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passenger-related waste streams (airlines, airport tenants, and the airport operator) are illustrated
on Figure 11-2 and described in more detail below.

11.6.2 Airline Waste

Airline waste includes waste from passenger aircraft, ticketing counters, and gate areas. This
waste typically includes food and drink containers, uneaten food, newspapers, magazines, com-
puter printouts, and other paper generated at ticketing counters. The characteristics and quanti-
ties of waste generated on an aircraft vary by length of flight and by airline. Low-cost carriers, such
as Southwest Airlines, do not use flight-catering services because they do not offer in-flight meals.
Because these airlines do not generate in-flight waste associated with meal service, most of their
waste comes from beverage containers and small snack wrappers served by the airline and waste
related to items brought onboard by passengers, including food, newspapers, and magazines. His-
torically, in-flight meals were provided by the larger legacy carriers. However, financial pressures
on the airline industry have prompted cost-saving measures among many legacy carriers, includ-
ing the elimination of free meal service on most domestic flights (at least in coach). Eliminating
food service means that the waste generated on domestic legacy carrier flights resembles the waste
generated on low-cost carrier flights. Legacy carriers operating international flights, on the other
hand, have more extensive in-flight services and consequently greater volumes of waste.

11.6.3 Retail and Food and Beverage Waste

Retail and food and beverage waste includes cardboard boxes, paper and plastic packaging,
food scraps, and food wrappers disposed of in shops, restaurant kitchens, and airport dining
areas. Waste material also includes aluminum, plastic, and glass containers.

Source: Atkin, Hershkowitz, and Hoover 2006.

Figure 11-2. Components of an airport waste management system.

Copyright National Academy of Sciences. All rights reserved.
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11.6.4 Terminal Public Area Waste

Terminal public area waste includes food and drink containers, food scraps, newspapers, mag-
azines, plastic wrappers, restroom trash, and other waste generated in the public areas of the pas-
senger terminal. In addition, the waste includes copier paper, toner cartridges, and discarded
office supplies used in airport offices.

11.6.5 Typical Airport Solid Waste Sources, Composition,
and Recycling

Figure 11-3 provides a breakdown of the types of waste generated by airlines and retail and restau-
rant tenants and in public areas of the terminal building at five major U.S. airports. These five air-
ports serve 10% of U.S. airline passengers. The figure indicates that nearly three-quarters of the
materials in the waste streams of these airports consist of potentially recyclable or compostable
materials. Recyclable or compostable materials include paper products, plastics, aluminum, glass,
food waste, and some food-contaminated packaging. The typical U.S. average for airport waste
recycling is 30%. Many airport operators have established a future recycling target of up to 60%.

Furthermore, based on the data provided by the operators of 10 major U.S. airports, it is esti-
mated that airline waste accounts for 47% of the waste stream at a typical airport, retail tenants
generate 14%, food and beverage tenants generate 27%, and terminal public areas account for
12% of the total waste at these airports, as illustrated in Figure 11-4.

11.6.6 Waste Removal

Several types of waste accumulate throughout the airport and require different types of atten-
tion. Waste needs to be collected throughout the day as area bins fill and are transported to waste
holding rooms or dumpsters via service corridors. Wet waste is generated from the food and bev-
erage concessions. Trash is generated in all areas of the terminal—retail concessions, offices, restau-
rants, holdrooms, ticket counters, and so forth. Recyclables are generated from the restaurants and
any vending areas and primarily consist of glass and aluminum. Recyclable paper is generated in
retail units, passenger holdrooms, and office areas. Trash and recyclables need to be held in sepa-
rate containers from the wet waste. All waste is transported, as needed, to the waste holding areas,
where it is loaded into compactors or other storage containers. Recyclables are not typically com-

Plastic Bottles, 2%
Glass Bottles, 2%

Other Plastics
(packaging, bags,

etc.), 9% Aluminum, 1%

Compostables, 20% I Nonrecyclables

Nonrecyclables, 26%
Compostables

Recyclables

Newspaper, 14%

Cardboard, 12%

Magazines, 3%  Mixed Paper, 11%
Source: Atkin, Hershkowitz, and Hoover 2006.

Figure 11-3. Waste composition estimate based on data from five major airports.
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http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

Services, Storage, and Logistics 183

Terminal Users
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Airlines

Food and Beverage
& 47%

Tenants

Source: Atkin, Hershkowitz, and Hoover 2006.

Figure 11-4. Airport waste
generation source streams.

pacted, with the exception of cardboard when the volume justifies. Hazardous waste, such as flu-
orescent light tubes, oils, paints, and the like, is held in secure storage for pickup and removal.

Typically, two compactors are provided: one refrigerated compactor for wet waste and one for
cardboard. A 28-cubic-yard compactor requires approximately 640 square feet of floor space.

Airport terminals resemble shopping malls, with public areas, shops, and restaurants. Similar
to shopping center recycling programs, airport terminal programs can benefit from addressing
recycling when a new terminal is designed. For example, Minnesota’s Mall of America was
designed with recycling in mind. An innovative chute and cart system, designed into the build-
ing, moves trash and recyclables through the mall. Mall officials estimate that it saves $200,000
per year in waste management labor costs. It is recommended that terminal plans be designed to
include space for recyclable storage, space and appropriate electrical service for balers or com-
pactors, and easy access for vendors. Forethought during terminal design would also improve
recycling activities at an airport.

11.6.7 Trash Rooms

Trash rooms are used to store outgoing trash, wet waste, and recyclables collected in the ter- '
minal throughout the day. Trash rooms—particularly for compactors and recyclables—should
be located near the loading docks for easy access by refuse collectors. Areas should be hose wash- L

able from floor to ceiling and should typically include hardened concrete floors with metal
“wear” plates for compactor/container runners (where applicable), concrete block walls with
epoxy paint finish, and easily cleanable ceilings.

Trash rooms should be large enough to accommodate the trash handling equipment required
and to provide storage for packaged trash generated during a 3-day period. Space should be pro-
vided for sorting paper, glass, and metals for recycling. Airports that have trash containers that
are picked up by vendors should have at least one loading bay for the trash container.

11.6.8 Waste Amounts and Recycling

The total amounts of waste generated at medium and large hub airports can be large. Table 11-5
provides a rule of thumb for waste volumes generated at airports, and Table 11-6 provides

Copyright National Academy of Sciences. All rights reserved.
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Table 11-5. Average waste
generation per 1,000 enplaned

passengers.
Waste
(cubic yards
S per 1,000 enplaned
passengers)
Food and Beverage 1.13
Retail 0.18
Office, etc. 0.68
Total 1.99

Source: LeighFisher.

indicative weights per 1,000 enplaned passengers. A terminal accommodating 5 million annual
enplaned passengers will typically generate approximately 19 cubic yards of waste per day, of
which 6 cubic yards is recyclable at today’s recycling average. The 19 cubic yards of waste weighs
approximately 10,000 pounds.

High passenger traffic levels at larger airports make recycling of even part of the waste stream
worthwhile. The operator of Seattle-Tacoma International Airport reports that it recycles 120 tons
per year of coffee grounds alone.

Table 11-6 also presents typical recycling percentages by waste material based on a study of
five airports published by the Natural Resources Defense Council (Atkin, Hershkowitz, and
Hoover 2006). The table also provides target percentages that reflect what the authors of the
report deemed to be achievable targets with a strong recycling program.

Opportunities exist for innovation in diverting waste streams. The Port of Seattle worked with
concessionaires at Seattle-Tacoma International Airport to divert unused food that might other-
wise go to waste to food banks. Twelve tons of food are diverted to food banks. The Port of
Seattle also uses financial incentives to reduce waste at Seattle-Tacoma International Airport.

Table 11-6. Approximate types and weights of airport-
generated waste with average and target recycling levels.

Waste
v | (oncepeio | feen | T
passengers)
Aluminum 2 25% 50%
Cardboard 413 30% 60%
Newspaper 18 31% 61%
Office Paper 113 30% 60%
Glass 3 27% 55%
Plastic Containers 2 33% 67%
Plastic Films 187 30% 60%
Food Waste 38 30% 60%
Total 776 30% 60%

Source: Atkin, Hershkowitz, and Hoover 2006.

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

Services, Storage, and Logistics 185

Concessionaires and other tenants use an electronic key cart to dump trash and are charged on
a per use basis.

Other examples of airports with well-developed recycling programs include Salt Lake City
International, Baltimore/Washington International Thurgood Marshall, and San Diego Inter-
national Airports.

11.7 Sustainability

Airport policymakers are placing increased importance on sustainability in airport conces-
sion development. Sustainability practices at airports go beyond recycling and may include
requirements for the following:

¢ Composting food waste

¢ Using recycled materials in construction

¢ Prohibiting the use of Styrofoam in packaging

¢ Using energy efficiency standards for concession development

e Using energy efficiency standards for concession operations

e Using or adopting the Leadership in Energy and Environmental Design (LEED) green build-
ing rating system created by the U.S. Green Building Council, which provides voluntary guide-
lines for developing high-performance, sustainable buildings

¢ Monitoring and reporting energy and water consumption

¢ Using sustainable cleaning products

The survey undertaken for this research project asked airport operators whether their various
sustainability actions were required or encouraged. Figure 11-5 summarizes the overall results
from the reporting airports, including all hub sizes. Airport encouragement or requirement of
sustainability actions increases with overall passenger volume. Of the large hub airports, 76%
were encouraged or required to undertake sustainability actions. This percentage declined to
58% at medium hub airports and 37% at small hub airports.

Recycle garbage and trash

Use energy efficiency standards in design _

Use energy efficiency standards in operations

Reporting/monitoring energy/water consumption

Use or adopt LEED standarcs (I - requre
Use sustainable cleaning products _

Compost food waste

m Encourage

Prohibit use of styrofoam packing/containers _

0% 10% 20% 30% 40% 50% 60% 70% 80%
Percent of Respondents

Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 11-5. Reported levels of encouraged or required sustainability actions
by concessionaires at airports.
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Use recycled materials in construction

Establish energy efficiency requirements for design/construction
Establish energy efficiency standards for operations

Recycle garbage/trash

Use sustainable cleaning products

Use LEED standards (where applicable)

Prohibit use of styrofoam

Monitor energy/water consumption

Compost food waste

0% 10% 20%  30% 40% 50% 60%  70% 80% 90%
Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 11-6. Sustainability measures adopted by reporting concessionaires.

Concessionaires have also adopted and incorporated sustainability practices into their con-
cession developments and operations. These practices are similar to those practices required or
encouraged by airport operators, but with a different emphasis. For example, as Figure 11-6 illus-
trates, although very few airport operators require the use of recycled materials in construction,
almost all the concessionaires report that such use is their corporate policy.

Many airport operators are incorporating LEED standards in their new terminal construction
programs, but very few are requiring it of their concessionaire tenants. This is true, in part,
because LEED criteria for retail and food units are less well developed than LEED criteria for
buildings and, in part, because the concessions are all contained within the building envelope of
the airport so there is less impact from concessionaires.

Importantly, although concessionaires may not be required to be LEED-compliant them-
selves, their construction and maintenance actions may affect the airport operator’s ability to
have the terminal certified as LEED-compliant. Concessionaire construction standards, debris
management, indoor air quality management and maintenance standards, and so forth, can
affect the airport’s certification.

If the airport operator intends for its tenants to be LEED compliant or to ensure that conces-
sionaire construction actions do not impede the LEED certification of the terminal, require-
ments should be detailed in the lease agreements, along with processes to ensure compliance.

\ LEED certification of a building also includes obligations with respect to recycling and other
operational requirements. These obligations should be passed through to the concessionaires in
their leases.

Copyright National Academy of Sciences. All rights reserved.
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11.8 Food Preparation

The trend at airports has been to prepare food within concession units, in sight of passengers.
In-unit cooking requires venting, natural gas service, water, sewer, and electrical service. Airport
operators that have moved to fresh food preparation in units have seen significant increases in
sales and customer satisfaction.

as salads, soups, and sandwiches, and some are prepared in a commissary located back-of-house
or even off the airport property. These foods are the cornerstone of “grab and go” operations. A
significant amount of hot food is prepared offsite and reheated with a TurboChef or other vent-
less oven, including microwave ovens. This approach is particularly useful in “dry concourses”
that do not have gas, water, or sewer connections.

In-unit cooking is not possible at all locations. Some food types are prepared in advance, such @

Copyright National Academy of Sciences. All rights reserved.
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CHAPTER 12

Capital Investment

This chapter presents an overview of concession-related capital investment and discusses the
following:

Cost of building on the airport

¢ Investment relative to sales

e Midterm investment

¢ Design guidelines and standards

¢ Permitting and monitoring buildout

12.1 Cost of Building on the Airport

Building out concessions on an airport, whether retail or food and beverage, is typically more
costly than constructing similar units in shopping centers. Security requirements and logistics
make on-airport construction more costly. Construction in a new, unused terminal is similar to
construction in shopping centers, but such opportunities are rare. More often than not, conces-
sion buildout is undertaken in an occupied terminal.

The average buildout cost data shown in Figures 12-1 and 12-2 are available from the surveys
undertaken for this research project. For airports of all sizes, the cost of building out a full-service
restaurant at an airport averaged $421 per square foot, with quick-serve units averaging slightly
less, at $408 per square foot. Building out convenience retail and specialty retail units averaged $307
and $320 per square foot, respectively.

These numbers are averages, and, depending on local factors, in some markets, construction
costs are considerably higher. About 10% of airports in the survey reported buildout costs for
food and beverage units averaging $500 per square foot or higher, with a few airports reporting
average costs above $600 per square foot. The actual cost of building out concession space almost
always exceeds the minimum investment requirements contained in RFPs.

As indicated in Figure 12-2, the differences in average buildout costs at small, medium, and
large hub airports are relatively small. The costs are basically independent of airport size and are
mainly affected by the local construction market.

12.2 Investment Relative to Sales

The survey of concessionaires and subsequent follow-up oral interviews identified the cost of
constructing improvements as a concern. After high minimum rents, development costs were cited
as the next most important airport concession-related business consideration. Concessionaires
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 12-1. Reported average annual space buildout costs per
square foot by concession category—2009 dollars.
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Source: LeighFisher using data from the airport surveys conducted for ACRP Project 01-11.

Figure 12-2. Reported average buildout costs by concession category
and hub size—2009 dollars.
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Table 12-1. Business practices in need of change or
improvement according to concessionaires (Issues ranked on
a scale of 1 [least] to 5 [most]).

Business Practice Av\ggiggtlggnk
1 Minimum annual guarantees 4.3
2 | Cost of constructing improvements 4.0
3 | Length of term 3.9
4 | Street pricing 3.6
5 Percentage rents 3.4
6 RFP processes 3.4
7 Design review processes 3.1
8 | Performance standards in concession agreements 3.1
9 Lack of transparency in solicitation process 3.0
10 | Midterm refurbishment requirements 2.9

Source: LeighFisher using data from the airport surveys conducted for ACRP
Project 01-11.

cited generally increasing costs, arbitrary design review processes, and unreasonably high standards
among factors contributing to the rise in concession development costs. Midterm refurbishment
costs, discussed in Section 12.3, were not considered to be a major concern. Table 12-1 summa-
rizes the business practices needing improvement as ranked by concessionaires responding to the
survey conducted for this research project.

In most cases, concession development costs are a contractual commitment resulting from
the procurement process. Typically, the airport operator sets a minimum investment cost per
square foot, and concessionaires propose, among other things, a minimum investment amount.
Minimum investment requirements included in RFPs typically understate the actual amount of
investment that will be required.

The amount of investment proposed by a concessionaire will be based on the business oppor-
tunity and expected revenues. In discussions with concessionaires and experienced design con-
sultants, two “rules of thumb” emerged that can help airport operators assess the ability of the
concession opportunity to support the expected level of investment.

1. Sales at two times cost per square foot. A general rule of thumb is that the first-year projected
sales per square foot should be at least twice the expected cost per square foot of developing
the space, assuming a typical length of term. This “rule” provides the sales volume necessary
to produce the earnings required to support amortization of the investment. Where sales per
square foot are expected to be high, higher investment amounts can be supported. Where
sales per square foot are projected to be lower, the investment may not be viable and other
considerations may be necessary, such as a longer agreement term. Where multiple spaces are
included in a concession opportunity, spaces with high sales potential can be combined with
spaces with lower sales potential to create a package that can support the required investment.
Some concessionaires may require a higher sales-to-investment ratio.

2. Straight-line depreciation. Another rule of thumb is that the annual straight-line investment
(investment without interest divided by the number of years in the term of the agreement)
divided by the annual expected sales should range between 2.5% and 4.0% of sales.

Each concessionaire has its own approach for determining the amount of investment it proposes.
Investment can vary according to category (for example, food and beverage) and concept (for exam-
ple, quick-serve), as well as the concessionaire’s own cost structure and development capabilities.

Copyright National Academy of Sciences. All rights reserved.
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12.3 Midterm Investment

Airport food and retail units are high-traffic areas that can become shabby or out-of-date well '
before the end of the agreement term. For this reason, 80% of the operators of reporting airports
indicated that a midterm refurbishment requirement is included in their agreements. Most air- L

port operators use one of three methods to ensure that reserves are set aside by the concession-
aires for midterm investment:

¢ Dollar per square foot requirement. The range of requirements reported by airport opera-
tors was $50 to $300 per square foot. Some agreements incorporate a cost of living escalator
in the calculation.

e Percentage of the initial capital investment. Requirements are typically 15% to 20% of
the initial capital investment. One airport operator reported identifying a minimum capital
requirement of 50% of the initial capital investment in its concession RFPs.

e Specified upgrades or changes. This method involves defining the specific leasehold improve-
ments that will be required midterm.

Other methods reported by airport operators included requiring midterm capital investment
based on a percentage of sales, establishing the amount of midterm investment during agree- @
ment negotiation, and requiring the midterm investment amount to be identified by bidders at

the proposal stage.

12.4 Design Guidelines and Standards

Many airport operators provide design guidelines and standards to be followed by concession- '
aires in their design and buildout. The objectives of these guidelines and standards are to ensure
that life safety is protected, maintain a desired quality of materials and finishes, and bring the L

concession appearance in line with an overall architectural theme.

Design guidelines vary widely with respect to the appearance of the concessions, from very
minimalist guidelines, which leave much of the look of the concession storefronts up to the con-
cessionaires, to very strong guidelines, which create a single storefront design that must be used
by all. The selection of a particular approach is usually determined by the airport operator’s
interest in creating a themed environment and by the terminal architect’s interest in guiding the
concession design to conform to the design of the terminal.

There are many examples of terminal architects working to minimize the effect of the conces-
sions through the use of stringent design requirements for storefronts and signage. This approach
can be in direct contradiction to the airport operator’s goal of maximizing revenues and customer
satisfaction; in such cases, the airport operator’s concessions management department needs to
be active in protecting its interests, which may be different from those of the terminal architect.

Tenant design standards tend to have a similar format from one airport to another. A typical
list of information included in tenant design standards for food and beverage concessions is the
following:

e General landlord criteria
— Theme goals and guidelines
— Tenant design responsibilities
— Base building utilities and provisions
¢ Unit design standards
— Limits of tenant space
— Base building elements to be provided by airport operator
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— Building elements to be provided by tenant
— Entrances and storefronts
— Merchandise display and fixtures
— Quality of tenant finishes
¢ Signage design standards
— Sign types and materials
— Blade signs
— Signage at storefront entries and enclosures
— Signage within tenant spaces
¢ Food and beverage criteria
— General procedures and responsibilities
— Tenant contractor check-in/access
— Signage
— Menu board
— Food service and preparation requirements
e Submissions
— Preliminary presentation
— Final submissions
e Tenant construction criteria
— General procedures and responsibilities
— Tenant contractor check-in/access
— Interruptions to operation of existing facilities
— Floor loading and structural constraints

12.4.1 General Landlord Criteria

The general landlord criteria typically set the framework for tenant design. The airport oper-
ator’s objectives for the concession program are described, the terminal architecture is illus-
trated, and the theme (if any) and associated color palettes are described and illustrated.

Theming can be used to provide overall cohesion to the concession program or to provide or
enhance a sense of place. Theming is typically established by the terminal architect in consulta-
tion with airport management or by the concession planning team. Some locales, particularly
those that are primarily tourist destinations, lend themselves to fairly strong theming, while
others do not. The most beneficial stage in which to incorporate theming is early in the termi-
nal design process, so that interaction between the individuals responsible for terminal design
and concession theming can be a two-way dialogue.

12.4.2 Unit Design Standards

Unit design standards identify the division of responsibilities between the landlord and the
concessionaire, including the provision of utilities. Tenant space is defined, and guidance is pro-
vided on how movable displays may be used. In the past, tenant design criteria typically required
movable displays to remain within the leased space. More recently, there has been a shift at some
airports to “soft” storefronts, in which the placement of movable displays in a defined area in
front of the concession is permitted.

Variations exist from airport to airport in defining landlord and tenant responsibilities, but
in the most common division of responsibilities the airport operator is responsible for common
area passenger walkways including lighting, ceiling, flooring, walls, and heating, ventilation, and
air conditioning (HVAC); basic demising walls between concessions; concrete slab floors; a
structural grid ceiling; and utilities brought to the perimeter of the tenant space.
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The concessionaire is responsible for the complete interior finish including interior partitions, '
wall finishes, flooring, ceilings, storefront closures, fixtures, furniture, and equipment and the
distribution of utilities within the concessions space including HVAC, plumbing, electrical l

power, lighting, life safety, and communications equipment.

Typically, unit design standards also include diagrams, similar to those shown on Figures 12-3
through 12-6.

If the concession program has a theme or strong design controls, additional guidance may
be provided on storefronts, including materials and specific guidance on permitted storefront
closure types. A list of materials not acceptable for storefronts may also be provided. Unacceptable
items typically include gypsum board, wallpaper, plywood, particle board, pegboard, field painted
metal, cork, carpet, fabric, and any other materials that the airport operator determines are not
compatible with the building architecture or are insufficiently durable for a high-traffic area.

Floor materials are prescribed in the tenant design criteria, including expectations with respect
to durability, compatibility with the base building design, as well as the requirement that the fin-
ished floor elevation match the terminal finished floor elevation.

The transition between the base building floor finish and the tenant floor finish is critical. The
floor levels in the base building area and the tenant space must not create a tripping hazard. Most
tenant spaces will connect to the base building flooring material, e.g., carpet tile. A flush and
seamless transition is preferred between the base building and tenant doors. Any transition strips
must be metal. In any case, the maximum variation in floor levels at locations where materials,
tracks, or thresholds change is 5 millimeters.

The unit design criteria also apply to the layout of the unit to guide the design and ensure the
following:

¢ Adequate store area exists to maintain customer queuing within the lease lines

Source: Architectural Alliance and LeighFisher, “Terminal Planning, Design, and Construction,
Norman Manley International Airport, Kingston, Jamaica 2005—-2009,” unpublished.

Figure 12-3. Example of buildout limits—plan.
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Source: Architectural Alliance and LeighFisher, “Terminal Planning, Design, and Construction, Norman Manley International Airport,
Kingston, Jamaica 2005-2009,” unpublished.

Figure 12-4. Example buildout limits—elevation.

¢ Layouts cater to passengers’ limited time, with displays arranged to encourage impulse purchases

¢ Ease of browsing and speed of transactions are incorporated

¢ Displays do not interfere with egress from or access to the store

e Aisle widths are adequate for passengers with baggage or luggage carts and to accommodate
disabled persons, particularly those in wheelchairs

Expectations with respect to fixtures and furnishings are also included in the unit design criteria.

Source: Architectural Alliance and LeighFisher, “Terminal Planning, Design, and Construction, Norman Manley International Airport,
Kingston, Jamaica 2005—2009,” unpublished.

Figure 12-5. Example storefront openings and signage areas—elevation.
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Source: Architectural Alliance and LeighFisher, “Terminal Planning, Design,
and Construction, Norman Manley International Airport, Kingston, Jamaica
2005-2009,” unpublished.

Figure 12-6. Example buildout limits—section.

Lighting is typically an important element of the unit design criteria. Concessionaires seek
effect with their lighting, while the airport operator seeks both quality and compatibility with the
terminal. Types of acceptable and unacceptable lighting are typically described in detail. If the
airport operator has an energy reduction plan in place, the lighting criteria may require low
energy fixtures and limits on overall lighting levels.

12.4.3 Signage Design Standards
Signage requires planning on a broad level before signage design standards are prepared. '

Questions to be answered include the following:

e Is the signage to be subdued or will it be an element of the color and impact of the terminal? A\
e Will signage be permitted to extend above the defined storefront? Under what conditions?

e Are the ceiling heights sufficient to allow the use of blade signs?

e How much individuality will be permitted in the shape and size of blade signs, if allowed?

Airport operators require the signage and related graphic designs to be fully integrated and
coordinated with the overall terminal design concept and of a quality consistent with the termi-
nal. To achieve this, the signage design criteria define acceptable sign types, for example:

¢ Light conductive, edge-lit glass

¢ Push-through illuminated letters

¢ Reverse channel-lit lettering

¢ Routed metal or stone

e Dimensional letters of metal, stone, or wood

e Etched on glass halo lit and/or surface illuminated signs

e Creative use of materials complementary to the facility theme
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The signage criteria also define signage types that are discouraged or even disallowed:

e Plastic signs, such as injection molded or vacuum formed

¢ Backlit back-painted signs without a halo effect

e Painted or handwritten signs

e Foam letters or graphics

e Sand blasted wood or foam signs

e Neon letters

e Signs with replaceable letters

e Vacuum-formed or moving signs

¢ Generic signage, such as “News/Gifts” or “Pizza”

e Signs that do not convey permanence

e Bright flashing or strobe lighting

e Unprotected or exposed neon or other exposed light sources
e Menu or merchandise boards where price changeability is obvious
e Posted advertisements of sales and product lines

With respect to blade signs, the signage design criteria either require blade signs as part of the
overall signage, or disallow them. For consistency, it is uncommon to leave the decision on blade
signs to individual tenants. Also for consistency, the signage design criteria often indicate that
the airport operator will provide the bracket and associated lighting for blade signs. Sketch draw-
ings similar to that shown in Figure 12-7 are often provided.

Signage criteria may also require tenants to submit interior store signage for review and
approval by the airport operator.

Source: Architectural Alliance and LeighFisher,
“Terminal Planning, Design, and Construction,
Norman Manley International Airport, Kingston,
Jamaica 2005-2009,” unpublished.

Figure 12-7. Example blade sign criteria.
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12.4.4 Food and Beverage Criteria

Additional controls primarily related to health and safety issues are applied to food and bev- '
erage units, including the following requirements:

e Preparation of food using raw or partially prepared ingredients should be concealed from A
public view unless otherwise acceptable to the airport operator and other authorities having
jurisdiction.

¢ Food service preparation should comply with all regulations of food and health safety author-
ities having jurisdiction.

¢ All odor-producing operations, products, and equipment are controlled. Exceptions are typ-
ically allowed for bakeries, coffee, etc.

¢ Exhaust systems be fabricated from stainless steel with an integral fire suppression system and
compliant with National Fire Protection Association standards

e Where needed, the concessionaire provides (and maintains) individual grease traps.

¢ The finish on all walls in the sales area behind the counter is ceramic tile or equivalent.

e The concessionaire should install a waterproof membrane beneath tile floor in all kitchen,
food preparation, dish washing, restroom, and bar locations.

The requirements for the public areas of food units are also spelled out, including the follow-
ing requirements:

¢ Food service equipment, storage of goods and supplies, beverage dispensers, cash registers,
and other equipment must be concealed from view as much as possible.

¢ Sneeze guards and/or tray slides, when required, be custom designed as an integral part of the
front counter and be constructed of glass and stainless steel or brass.

¢ The materials for the counter facings must be durable and nonporous.

Airport operators typically require each food unit to have a menu board to inform customers
about selection and price, and guidance is typically provided on the materials, and so forth for
the menu board to avoid temporary or “handmade” signage.

12.4.5 Submissions

Ideally, the tenant design criteria are circulated with RFPs for concessions so that the prospec- '
tive concessionaires are already generally familiar with the criteria at the proposal stage. To ensure
that the tenant design standards are implemented, a series of submissions of the concessionaire’s L

designs are typically required—including a preliminary design, submissions at various stages of
preparation (e.g., 30%, 60%, and 95%), and a submission of final 100% design drawings.

The preliminary design is submitted early in the design process to provide the airport opera-
tor’s design team an opportunity to comment on the design concept so that the team’s require-
ments can be incorporated into the concessionaire’s final construction drawings. This preliminary
design submission typically includes the following:

e Storefront plan or food counter elevation and section (1:50 scale)

e Floor plan, furnishings plan, and reflected ceiling plan (1:50 scale)

e Storefront color rendering or photograph of typical storefront, including proposed signage
e Material sample board keyed to the drawings

e Confirmation that the floor loading will comply with building standards

e Proposed material and finish schedule with samples, including furnishings

e Electrical and mechanical load summary

The airport operator’s design team reviews the preliminary submission and accepts the sub-
mission, accepts the submission with changes to be incorporated, or rejects the submission.
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The final submission is intended to consist of working drawings that incorporate comments

received from the airport operator at the various submission stages. The final submission typi-
cally includes the following:

Architectural drawings and specification requirements

— Floor plans and reflected ceiling plan

— Interior layout and design concept including merchandising layout(s)

— Dimensions from lease lines and center lines of demising partitions, separating leaseholds,
and floor materials

— Storefront elevations and sections of food and bar counters

— Storefront, food counters, and bar details

— Interior elevations and details sufficient for construction

— Interior finish schedule

— Storefront, including emergency exit(s)

— Signage and canopy elevations and sections including letter style and size, colors, materi-
als, methods of illumination, color of illumination, wattage, mounting details, transformer
location, and access

— Specifications and identification of materials incorporated into the concessionaire’s design

— A “sample board” illustrating proposed finish materials and colors, such as paint samples,
floor and wall covering samples, illustrations of the proposed lighting, and so forth

— Furnishings plan, specifications, and material and color selections, including samples

— Specifications, if not on drawings

— Any other special facilities or installations that may affect airport facilities such as vaults
and kitchen equipment

— Weight and location of heavy equipment such as safes, refrigeration equipment, showcases,
and masonry facing materials

e Engineering drawings and specification requirements

— Under floor electrical or plumbing plans (if any)
— A dimensional location plan of all floor openings, if required

e Electrical drawings

— Lighting, power, and communication layout including panel schedules

— Installation and product specifications, either on the drawings or submitted separately

— Load calculations indicating the total connected load, total demand load in kilowatts, and
area of the space

— Fire alarm connections to the existing fire alarm system

— Emergency battery pack lighting and exit lighting

e Heating, ventilating, and air conditioning (HVAC) and plumbing drawings

— Ductwork and diffuser layout for ventilation and air conditioning and location of room
thermostat and makeup air requirement, complete with heat gain calculations and thermo-
stat location

— Plans or sketches showing location of the equipment complete with catalogue sheets, spec-
ifications, and sketches showing gas, water, and electrical consumption; horsepower; and
other requirements

12.4.6 Tenant Construction Criteria

In a terminal in operation, concessionaire buildout must be carefully managed and coordinated

' for safety and to minimize disruption to passenger flows. Even in a new terminal, concessionaire

A ;

buildout must be managed to coordinate with terminal construction, which is typically occurring

imultaneously. The construction criteria for the construction process and the concessionaire’s

responsibilities must be clear and include the following:
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e A requirement that no work commence until written approval of all plans has been provided
by the airport operator, proof of insurance has been provided to the airport operator, and the
lease agreement is in place.

e Identification of the access points and routes for construction materials to enter the terminal
and be transferred to the concession buildout area.

e The hours of access for the movement of construction materials if movement through the
public areas is required.

e The hours for any functions that could disrupt utilities.

¢ Restriction of storage of construction materials to the leased concession space and restrictions
on the floor loading of stored materials.

e Assurance that no equipment, materials, or tools are in public areas of the airport. This was
always important for passenger safety, but has become critical with enhanced security.

¢ A requirement preventing construction dust from being tracked onto the public area floor.

Where a concession program is being redeveloped as part of a major terminal reconstruction,
it may be valuable to create a plan of construction operations to ensure that a minimum level of
passenger service is provided. For example, a minimum level of service may require at least one
food unit and one news unit per concourse to be open throughout the reconstruction. A plan of
construction operations should include the schedule for each concession demolition and recon-
struction, which the airport operator should review to ensure that the minimum level of service
is maintained throughout the construction period.

12.5 Permitting and Monitoring Buildout

Obtaining a building permit is typically the responsibility of the concessionaire and the con-
cessionaire’s engineers/architects. Typically, concessionaire agreements require that all work
conform to applicable codes, ordinances, and regulations governing such work—building, elec-
trical, and plumbing. In addition, the concessionaire often has a specific obligation to ensure
compliance with the Americans with Disabilities Act (ADA), including providing proof of an
independent review of the design by an ADA expert and verifying that the completed installa-
tion complies with ADA.

12.5.1 Monitoring Buildout

Approval of tenant submittals is insufficient to ensure that concessions are built out as planned.
The airport operator has the responsibility to monitor construction to verify that life safety issues
are being addressed (gas and electrical connections and testing for example), that the materials
installed comply with the approved submittals, and that the quality of construction is acceptable.

Some concessionaires are capable and diligent about using the construction materials and
methods to which they have committed, while others may cut corners. To ensure that tenant
buildout is to plan, daily inspections of the buildout are recommended. When concessionaires
may endeavor to use substitute materials, their approach is often to create a “fait accompli”
through rapid delivery and installation of the buildout.

Atairports where a significant concession buildout program is under way, provision of a ded- '
icated concession buildout supervisor is recommended for the period of concession buildout.
The role of this supervisor is not only to ensure that the concessionaire(s) build to plan, but also l

to act as a liaison with the terminal design team to answer concessionaire questions during build-
out and to troubleshoot.
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CHAPTER 13

Managing the Concession Program

This chapter presents a discussion of concession program management practices. The effec-
tiveness of terminal concession program management depends on many factors such as the size
of the concession management staff; their training, background, and capabilities; the level of sup-
port of senior management; the clarity of the concession agreement(s); and the willingness and
ability of the concessionaires to cooperate with the concession manager(s).

This chapter discusses the following topics in concession program management:

e Staffing requirements and qualifications

¢ Lease management systems

¢ Understanding the concession agreement

e Importance of comprehensive concession agreement files
e Interaction with concessionaires

e Marketing the concession program

¢ Organizing the concession staff

¢ Performance monitoring

¢ Reconcepting existing units

e Transition planning

¢ Airports with well-managed concession programs

13.1 Staffing Requirements and Qualifications

The number and experience of concession management staff are the primary determinants of
the effectiveness of concession management. Staff capabilities should also be factored into the air-
port operator’s choice of the concession management approach (see Chapter 8). The number of
full-time equivalent (FTE) staff devoted to concession program management is often quite small,
which restricts flexibility in choice of management approach and can result in unmonitored or
under-monitored concession activities.

Airport survey results for this research showed that the number of concession staff, including
clerical staff, averaged 7.2 FTEs at large hub airports, 3.4 FTEs at medium hub airports, and
2.0 FTEs at small hub airports. Third-Party Developers generally had considerably larger staffs
managing projects—on average 12.4 FTEs—mostly at large hub airports. Airline staff managing
concession programs averaged 6.0 FTEs, although the staff at one airline managed the concession
program at more than one terminal. Average concession staff levels are shown in Figure 13-1.

Concession staff should have a good understanding of the business operations that are the
basis for the terminal concession program and strong interpersonal skills for dealing with con-
cessionaire management on issues as they arise. These issues include contract interpretation and
enforcement, construction activities, security issues, periodic facility inspections, and other rou-
tine and special events.
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Source: LeighFisher using data from the airport surveys conducted for
ACRP Project 01-11.

Figure 13-1. Number of full-time equivalent
professional and clerical staff dedicated to airport
concession management and development.

Although concession management skills can be, and often are, gradually acquired by inexperi- '
enced staff through on-the-job training, it is desirable for staff to have practical prior management
experience in retail operations and/or concession management or property management at an L

airport, shopping mall, or other comparable venue. Individuals with prior retail management
experience are often strong candidates for airport concession management positions.

Concessionaires often confirm that the airport operators with the best concession manage-
ment practices are typically those with staff who understand the concession agreement and the
concessionaires’ business operations and needs and where there is a deep level of trust and open
communication between the airport and the concessionaire’s representatives.

13.2 Lease Management Systems

Lease management systems may be offered as pre-packaged software program modules avail-
able for sale, or customized software can be developed by a third-party vendor. Lease manage-
ment systems can assist concession managers by providing ready access to important concession
agreement data such as contract expiration dates, insurance and bond requirements, rents and
concession fees, leasehold sizes and locations, and dates that key events are to occur, e.g., rent
adjustments, exercise of options to extend the contract term, and so forth. In some cases, corre-
spondence and activity statistics (e.g., monthly sales data) can be input and maintained in the
lease management system for easy access and reference.

Lease management systems may also include modules or functions that can be used to gener-
ate billings, provide notices to tenants, analyze data, and produce management reports. It is
important that airport operators who install a lease management system recognize the need to
assign, and ensure proper training of, a staff member with overall responsibility for the system.

13.3 Understanding the Concession Agreement

Like all contract agreements, concession agreements set forth the obligations of the parties.
Inherent in the airport concession management staff’s duties is the ability to read, interpret, and
enforce contract requirements. This is a critical component of successful concession program
management.
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An initial step in successful concession program management is to read and understand the
concession agreements under which concessionaires operate. Uncertainties or questions regard-
ing the interpretation of concession agreement provisions should be discussed with the author
of the concession agreement and/or legal counsel for clarification of intent. While it is unlikely
that all matters will be clearly addressed in the concession agreement, a good understanding of
the provisions of the agreement and their intent helps reduce uncertainties and associated dis-
putes. Lease summaries can minimize time spent researching common questions.

Concessionaires should also know their obligations under the concession agreement. The air-
port concession managers should meet with each of the concessionaire managers before the
commencement of any new agreement and whenever new managers are assigned to discuss the
provisions of the agreement so that both parties have a clear understanding of what is expected
and required. Periodic, follow-up, one-on-one meetings are also recommended to discuss the
effects of concession agreement requirements on business practices and results and to clarify any
contractual uncertainties. If concession agreement provisions appear to be creating undue hard-
ship on a concessionaire, concession management staff should bring this matter to the attention
of senior management to consider whether the concession agreement should be amended or
whether a future policy change is justified.

13.4 Importance of Comprehensive Concession
Agreement Files

It is essential for airport concession management staff to maintain complete and comprehen-
sive files for each concessionaire. In cases where a concessionaire has more than one concession
agreement, it is often best to keep a separate file for each agreement for ease of reference and to
reduce correspondence search time. Correspondence and other documents affecting more than
one of a concessionaire’s agreements should be duplicated in each separate concession agree-
ment file or cross-referenced. Files should be clearly labeled and may be separated into different
categories, such as the following:

¢ Concession agreement, including concessionaire’s proposal and relevant board agenda items
approving the award of the concession privileges and approving the concession agreement

e Construction-related documents

e Insurance certificates

e Guaranty instruments (e.g., surety bonds and letters of credit)

e Operating permits

e General correspondence and memoranda

Care should be taken to ensure the integrity and completeness of each tenant’s files, particu-
larly agreements, amendments, board agenda items, and correspondence related to the conces-
sion agreement. Files should be secured during nonbusiness hours, and responsibility for
managing the files should be established. Documents that are deemed confidential should be
clearly labeled as such and kept in a secured location separate from the concessionaire’s other
files. Sign-out cards should be used to keep track of anyone who has removed individual files.

Maintaining comprehensive concession agreement files is much easier than correcting erro-
neous information or rebuilding files that have not been kept up to date. Once the integrity of
the files is compromised, considerably more effort will be required to restore the files than would
have been required to maintain them in good order in the first place.

13.4.1 Tickler Files

Tickler files of important dates in the concession agreements are an important part of keep-
ing comprehensive files and critical to the concession management function. Tickler files are
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used to keep track of concession agreement expiration dates, rent adjustment dates, dates that
various reports or other submittals are due from the concessionaires, bond and insurance expi-
ration dates, deadline dates for implementing term extensions, and other important dates affect-
ing the concession agreements. Tickler files can help ensure that renewals are timely, that various
contractually authorized or required functions are not overlooked, and that staff assignments
can more easily be planned and distributed based on anticipated workload.

13.4.2 Concession Agreement Summaries

used information in the agreements (e.g., expiration dates, leased premises sizes and locations,

rents, and other key data) should be prepared prior to the beginning of the term of each conces-

sion agreement. The summary should be prepared by the staff member assigned to manage the L
concession agreement to acquaint the staff member with all of the terms and conditions con-

tained in the agreement. It should be noted that lease management system software (see discus-

sion above) can be effectively used to automate the tickler file and lease summary functions.

In addition to tickler files, summaries of important agreements that cover the most frequently '

13.5 Interaction with Concessionaires

Managing the concession program requires frequent interaction between the concession and
the concessionaires. The relationship between the airport operator and the concessionaires
should be viewed as a partnership in which each party stands to profit from working together.
By understanding each other’s business needs and working together, both parties will have the
best opportunity for a mutually rewarding relationship.

Periodic meetings between the airport concession manager and the concession operators to dis-
cuss performance and upcoming events that may affect concession operations, to pose and answer
questions, and to address other topics of interest that arise are recommended. During periods
when the concessionaire’s business is getting established and during periods when major changes
are occurring, more frequent meetings should take place. Topics for discussion at the individual
meetings should be established by the airport concession manager in agenda format in advance
and circulated to the concessionaire for review and comment prior to the meeting. The conces-
sion operator should have the opportunity to add relevant items and issues to the agenda.

In addition, joint meetings with tenant managers of concessions and other businesses at the
airport should be held monthly. These meetings serve to get the word out quickly and efficiently
to airport tenants on matters of importance, such as security rules, construction plans and
updates, airline schedule changes, new gate assignments, and the like. In addition, monthly meet-
ings offer a valuable forum for sharing matters of interest for all attendees. However, if an issue
specific to a particular concessionaire arises, it is best to discuss the issue in an individual meet-
ing rather than in a group setting.

N

Another valuable meeting is the semi-annual or annual performance review wherein financial '
results and sales and revenue forecasts for given time periods are presented, and the concession-
aire is given an opportunity to present ideas, suggest operational changes, and discuss areas of l

concern. These meetings may be attended by the airport’s senior management, especially in the
case of larger concession agreements such as Prime Concessionaires, Third-Party Developers,
and Leasing Managers.

Other methods of communication that may be used by the airport operator may include ten-
ant directives, tenant advisories, written correspondence, email, telephone calls, and emergency
meetings. Concession managers must make decisions on the best method of communication,
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taking into account the nature of the topic and its time sensitivity. In any case, all matters com-
municated to concessionaires and their reactions and responses should be clearly documented.

All of the airport concession managers in our survey who perceived themselves to be effective
in managing and improving the performance of their concession programs believed that regu-
lar communications with concession tenants was a key contributor to their effectiveness.
Monthly or bimonthly meetings with tenants were cited as a particularly effective forum for
communicating information and discussing issues and concerns.

Compliance with contractual terms and conditions, the reasonableness of contractual inter-
pretations, the willingness to discuss and consider each other’s needs and positions, and fairness
and flexibility in problem solving are some of the key elements in building and maintaining suc-
cessful relationships. While the nature of the job of managing airport concessions can sometimes
be adversarial, trust and cooperation can be developed by listening to concession tenants’ con-
cerns and being advocates when they need assistance in resolving operational and other issues.
Good tenant/management relationships are key to the success of the concession program.

13.6 Marketing the Concession Program

Marketing may be the responsibility of the concessions manager, the concessionaire(s), or
both. Consultation with concessionaires can ensure broader cooperation on marketing efforts
and contribute to making good marketing decisions. Common marketing methods include
brochures, concession directory boards, radio and television advertisements, web-based adver-
tisements, special events, banners, dioramas, menu boards, signs, sidewalk sales, promotional
give-aways, and mass mailings.

Figure 13-2 shows an example of a concession brochure created for Hartsfield-Jackson Atlanta
International Airport. The brochure presents an overview of the concessions by major category

Figure 13-2. Example of a concession brochure (Hartsfield-Jackson Atlanta
International Airport).
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Figure 13-3. Example of concession information on an airport website
(Dallas/Fort Worth International Airport).

and presents location maps by concourse showing the concession locations. The brochure is
available for viewing on the airport website and can be viewed by persons online while in the air-
port or can be downloaded as a portable document file (.pdf).

Airport websites serve a similar function, and can inform passengers of the available food,
retail offerings, and services at an airport. Figure 13-3 shows an example of the concessions list-
ing on the Dallas/Fort Worth International Airport website.

Many large airports outside the United States offer online catalogues and the ability to order
goods in advance. This opportunity provides outbound passenger with a means to minimize time
spent picking up merchandise at multiple locations at the airport. It is particularly effective for bulk
purchase of items such as cigarettes and alcohol, where the customer’s preference is established.

13.6.1 Branding the Concession Program

Raising awareness of and the reputation of the airport concession program should be long-
term goals. One approach to raising the profile of the concession program is to brand the pro-
gram, which can strengthen its identity with customers and help raise overall sales. The Port of
Portland brands the landside concession area at Portland International Airport as the “Oregon
Market.” The developer of the concession programs uses its “AIRMALL” brand at Baltimore/
Washington International Thurgood Marshall, Boston Logan International, Cleveland Hopkins
International, and Pittsburgh International Airports.

The branding of retail programs at major airports outside the United States is common. At
Amsterdam Airport Schiphol, a world leader in airport concessions, a distinctive yellow shop-
ping bag is used for all purchases at its concessions. The bag features the airport’s See/Buy/Fly

205


http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

206

Resource Manual for Airport In-Terminal Concessions

Figure 13-4. Example of a
distinctive shopping bag
advertising the concession
program (Amsterdam Airport
Schiphol).

logo, and is widely recognized by international travelers around the world (see Figure 13-4). At
Incheon International Airport, the retail program is branded as Airstar and its duty free shops
as Airstar Avenue. The operator of Hong Kong International Airport promotes its Skymart.
Branding the shops indicates to passengers that the shopping at the airport is special and a cut
above the usual shopping experience at airports.

13.6.2 Marketing Funds

At many large and medium hub airports, the terms included in concession agreements may
require concessionaires to pay into a marketing fund, which is used to market the airport’s con-
cession program. Moneys in the marketing fund are used for promotions; advertising; collateral
materials; and quality control programs, including passenger surveys and secret shopper pro-
grams. The fees paid into the marketing fund by each concessionaire typically range from 0.25%
to 0.50% of sales. These fees are collected with rents as a separate item and are typically main-
tained in a fund whereby unused moneys at the end of each year are rolled over to the following
year. Concession managers should keep strict records of how and when the moneys are used,
and periodic accountings should be provided to the concessionaires of such uses and remaining
fund balances.

Establishing a marketing fund often affects the airport operator’s budgetary procedures. For
example, in their bond enabling legislation, many airport operators have pledged that all oper-
ating revenues will be deposited in a fund to cover operating and maintenance expenses, debt
service, and other required deposits. Therefore, the amount in the marketing fund may techni-
cally need to be reauthorized in the following year’s operating budget.

13.7 Organizing the Concession Staff

The number of concession management staff may vary from as few as two individuals with
responsibilities in addition to their responsibilities for the concession program at small hub air-
ports to numerous individuals that deal only with concessions, but in separate units with different
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functional responsibilities. It is the job of the concessions department leader to determine the opti-
mum organizational structure and assignment of available staff.

Separation of duties by functional responsibility should be considered in those cases where (
the number of concession staff allows for specialization. When organized around functional
areas of responsibility, a concession management department would include organizational L

units under the concession manager, as follows:

¢ Contract development unit. Prepares solicitations and concession agreements, negotiates
contract document terms and conditions, prepares board agenda items, and may negotiate
and prepare concession agreement amendments. Concession staff in this unit should have
strong writing skills, pay attention to detail, have the ability to understand and develop
legally accurate contract provisions, have negotiation skills, and have the ability to clearly
and accurately prepare and present information for consideration by senior management
and policy makers.

¢ Contract monitoring unit. Responsible for overall management and enforcement of conces-
sion agreement terms and conditions. The staff in this unit are in frequent contact with the
concessionaires’ local representatives, and should have strong personal interaction skills. Staff
should have the ability to read and understand the terms and conditions of concession agree-
ments and the ability to recommend enforcement actions when needed. The individuals in
this unit function as day-to-day contacts for the concessionaires and should be prepared to
advocate for the concessionaires as the need arises.

¢ Contractadministration unit. Responsible for recordkeeping and ensuring that documenta-
tion required by the concession agreement (e.g., insurance certificates, surety bonds, and oper-
ating permits) are in place. This unit typically has responsibility for maintaining the lease
management database and for file management. Staff members in this unit should have strong
administrative skills.

13.7.1 Reporting Relationships of Concession Managers

According to the survey conducted for this research project, the individual with primary full-
time responsibility for the concession program at large hub airports is most likely to report to the
airport operator’s commercial director or an overall deputy director (67%). The next most likely
reporting relationship at large hub airports is to the finance director or chief financial officer
(CFO) (17%).

At medium hub airports, the reporting relationship is equally likely to be to the airport oper-
ator’s commercial director or deputy director (33% each). At small hub airports, which have
smaller organizations, more than half of concession managers report directly to the airport direc-
tor, chief executive officer (CEQO), or chief operating officer (COO) (55%). The next most likely
reporting relationship is to the finance director or CFO (45%). Figure 13-5 summarizes the
reporting relationships identified by respondents to the survey.

13.8 Performance Monitoring

Successful performance monitoring requires well-trained, experienced staff with a good
understanding of the concession agreements and time allocated to monitoring duties. Although
on-the-job training is typical, consideration should be given to developing a training program
that can be used for those new to the airport operator’s contract monitoring unit and as a peri-
odic refresher for other staff.

In cases where more than one staff member is assigned to concession monitoring duties, the
person in charge should develop a contract monitoring assignment list with a primary and
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Figure 13-5. Reporting relationship of person with primary responsibility
for the airport concession program.

backup staff member listed for each concessionaire. Periodic rotation of staff assignments may
be used as an effective cross-training tool.

At a minimum, the concession manager’s duties include the following:

¢ Understanding the underlying terms and conditions of the concession agreements to be

monitored

e Assessing risk to determine where monitoring time is best spent

¢ Developing and documenting a monitoring plan

e Interacting regularly with concessionaire managers

¢ Developing an understanding of each category of concession operation

¢ Conducting compliance reviews

¢ Providing constructive feedback to concessionaire management, as needed

¢ Responding to concessionaire questions and requests and advising concessionaires of upcom-

ing events that may affect their business

¢ Acting as an advocate for the concessionaire when needed

e Following up on customer complaints

e Reviewing and evaluating concessionaire performance

¢ Briefing senior management on concessionaire activities

e Taking corrective action to address noncompliance when necessary

Quality control practices (discussed in Chapter 3) are an important part of concession per-

formance monitoring. In monitoring concession agreements, mystery shoppers, customer com-
ment cards, passenger intercept surveys, focus groups, performance metrics, and discussions
with counterparts at peer airports are often used, as well as field visits to similar types of busi-
nesses at other locations to compare operations. Figure 13-6 shows the frequency of use of major
quality control practices by hub size.
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Figure 13-6. Quality control practices and frequency of use in managing the
concession program.

An overview of tools for measuring customer satisfaction, including sales monitoring, passenger
surveys, comment cards, mystery shoppers, and focus groups is provided in Chapter 3. In addition
to these quality control tools, survey participants cited other quality control practices, as listed below:

e Customer complaint hotline (email and telephone)

e Customer service awards for concession employees

¢ Food health and safety program

e Informal staff inspections

e Monthly terminal walk-throughs

¢ Periodic customer intercept surveys

¢ Regular monitoring for street price and hours of operation compliance
e Website comments

13.8.1 Physical Inspections

As part of concession performance oversight, “walk-around management” is an effective
performance-monitoring tool. Walk-around management may be an informal activity on an
unscheduled (and frequent) basis in which the concessions are visited as a customer or as an observer
to see how well the concessions appear to be operating, or walk-around management may involve
more formal inspection visits.

Thorough inspections of facilities should be conducted periodically by the concession man-
ager accompanied by the concessionaire manager, who can explain operations, answer ques-
tions, and provide access to all operational areas. These formal inspections may be prearranged,
or they may occur with little or no advance notice so that the concessionaire does not have time
to get prepared and the concession manager can see the operation “as is.”

Inspection checklists should be developed in advance and filled out during the physical inspec-
tions. Results should be reviewed with concessionaire management. The checklist should answer
the following questions: L

e Is the concession clean?
e Are prices prominently displayed for each item?
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e Are approved prices being charged?

e Are product display areas well stocked?

¢ Are any food or beverage products on the menu unavailable?

e Is the product presentation consistent with the concessionaire’s normal standards?
e Is the concessionaire selling food products beyond their expiration dates?

e Is there any counter clutter?

e Is the concessionaire complying with signage policies?

e Are an adequate number of cashiers available?

¢ Are concessionaire staff members complying with dress codes?

e Isloud or inappropriate music being played?

¢ Does the concessionaire’s staff appear to be providing good customer service?
¢ Does everything appear to be in working order?

Concession facilities should be visited at opening and closing times on a regular basis to deter-
mine whether concessionaires are complying with approved hours of operation. This visit may
be by the concession manager or by others, as arranged by the concession manager (e.g., mys-
tery shoppers). Opening and closing times are established based primarily on outbound flight
schedules to provide good customer service for departing passengers. Opening times are impor-
tant from both a revenue and customer service standpoint. For example, it is important that
morning coffee and breakfast items are available and that newsstands are open and stocked with
newspapers and other periodicals in time for the early morning departure peak, which, at many
airports, is the busiest time of the day. Likewise, it is important to maintain service standards
until approved closing times. Closing activities should not be visible to patrons during operat-
ing hours. The concession manager should coordinate with the concessionaire to discuss and
determine the policy regarding whether full menus will be available until the approved closing
time or whether a more limited menu can be offered as closing time approaches.

13.8.2 Enforcement Actions

One of the most difficult concession management responsibilities is determining how and
when to implement enforcement actions against a concessionaire who is not complying with the
terms and conditions of the concession agreement. The ultimate enforcement of termination is
rarely sought, especially for relatively minor, but continuing infractions. Even in the case of more
egregious violations (e.g., late payments of rent, expired surety bonds, failure to complete con-
struction on schedule), the time and expense of terminating a concession agreement makes such
actions prohibitively time consuming, expensive, and impractical. If termination is sought, the
airport operator may lose revenue resulting from store closures while replacement concession-
aires are sought. In reality, public airport operators are subject to a high level of scrutiny and
judicial skepticism when seeking to terminate the contract of a concessionaire.

For these practical reasons, airport operators often include fines, sanctions, or liquidated dam-
ages (penalty clauses) in concession agreements as a disincentive to committing the violations
noted above. These penalty clauses provide for escalation of the amounts to be paid to the air-
port operator for recurrence of the same violation, and do not preclude other rights and reme-
dies addressed in the concession agreement, such as a declaration of default. Violations subject
to penalty clauses may include, for example:

e Failure to operate during established business hours

e Failure to submit reports on time

e Failure to comply with the approved pricing policy

e Noncompliance with the airport operator’s trash disposal and recycling program

e Maintenance and cleanliness deficiencies

e Failure to comply with record retention requirements

e A variety of other performance failures, which are often tailored to deficiencies experienced at
individual airports
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Progressive actions are typically taken to address concession agreement compliance deficien- '
cies. These actions should be listed in the concession agreement or included in airport policy
documents. Great care should be taken in determining and documenting the progressive actions l

to be taken to ensure that the ability to address more egregious deficiencies is not unduly lim-
ited and that harsh action is not mandated for minor infractions. The nature of the violation, the
date by which the violation must be corrected, and the enforcement action to be taken should
all be provided to the concessionaire in writing. Consistency in application is also necessary to
avoid claims of favoritism or unjust treatment of one concessionaire or tenant versus another.
A sample series of progressive actions that may be taken to enforce performance standards is
shown below:

e First Notice—concessionaire receives notice of a violation.

e Imposition of Penalty—an amount of money is assessed against the concessionaire
because of a violation. The penalty may be imposed for the first violation or may only
apply if the violation continues beyond a stated grace period or recurs. The amount of the
penalty may escalate for subsequent similar violations or failure to cure within a stated
grace period.

¢ Declaration of Default—for certain violations (e.g., lapse of insurance coverage), default may
be declared immediately. For less serious violations, notices should be given, or, possibly,
penalties may be imposed first.

¢ Notice of Termination for Default—failure to cure a default within a certain stated period
results in a notice of termination. Airport policy and/or the concession agreement will dic-
tate whether the concessionaire is to be given additional time to correct the default and avoid
termination.

Another sample set of steps in progressive enforcement of concession agreements is the
following:

e Identify the potential violation.

¢ Read and review pertinent provision(s) of the concession agreement.

e Confirm your understanding of the concession agreement provisions with the author of the
document and/or legal counsel.

¢ Notify the concession manager to correct the violation (may be verbal or written depending
upon the nature [seriousness] of the violation and whether it is an initial incident) and a time
period for correction.

e Impose any fines or penalties in accordance with the concession agreement.

¢ Document the notification and any imposition of fines or penalties in writing.

¢ Follow up to determine whether corrections have been made within the cure period.

e Ifthe violation continues, fines or penalties may be imposed again, as provided for in the con-
cession agreement. Depending on the seriousness and frequency of the violation, the conces-
sion contractor may also be placed in default at this time (it is a judgment call on when to take
this course of action) by written notice to the party identified in the Notices section of the con-
cession agreement. A cure period should be stated in the default letter.

¢ Follow up to determine if corrections have been made within the cure period.

e Ifthe violation still continues, send a termination letter to the concession contractor, in accor-
dance with the Termination section and the Notices section of the concession agreement.

Before taking enforcement actions against tenants, concession managers should ensure that '
the violation is documented by internal or external sources. Internal sources may prepare writ-
ten documents, such as inspection reports, notes from visits to concession facilities, or memo- L

randa to file or letters to the concessionaire identifying the violation. External sources, which are
often considered more credible if the concessionaire challenges the action, may prepare written
documents, such as mystery shopper reports, customer complaints, and third-party inspection
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reports (e.g., health department, alcoholic beverage commission, and fire department). This type
of documentation can also be of great value to airport management as it decides whether or not to
extend the term of a concession agreement, award a new concession agreement to an incumbent,
or provide a reference for a concessionaire.

Airport concession managers should be empowered to make First Notice and Imposition of
Penalty progressive enforcement determination decisions and should have quick access to legal
counsel and airport policy-makers, if assistance in making such decisions is needed. Great care
should be taken to avoid implementing enforcement actions prematurely or incorrectly, as this
can create embarrassment and make future enforcement actions more difficult. Potential default
and termination actions should always be reviewed and approved by legal counsel and upper
management before the concessionaire is notified.

Finally, even small fines can have a desired effect, particularly if notice is given to both the local
concessionaire manager and the concession operator’s corporate representative. Any fine that has
a negative effect on the concessionaire’s net income will be noticed and should result in attention
to fixing the problem.

13.8.3 Dealing with Underperforming Tenants

Annual sales expectations should be established for each concessionaire based on pro forma
sales estimates, sales at other locations, and the concession location. Underperforming tenants
create one of the most difficult challenges for airport concession managers. In addition to poor
revenue performance, the concessionaires may have substantial time remaining in their terms
and may ask for rent relief or some other form of assistance to compensate for financial losses.
Underperforming tenants may even take action against the airport operator, claiming that their
losses resulted from actions of the airport operator, whether justified or not.

There is a cause-and-effect relationship between failure to meet sales targets and operational
problems. The concessionaire may attempt to cut expenses to compensate for low sales, which
may reduce sales even further, thus creating a downward spiral.

It is incumbent upon the airport concession manager to recognize concessionaire shortcomings
and to try to work with underperforming tenants to improve their situation. Some strategies the
concession manager may implement to this end are as follows:

¢ Holding regular and frequent meetings and discussions with local concessionaire manage-
ment to identify the causes of underperformance and potential solutions.

e Bringing in outside expertise (e.g., a retail consultant) to identify ways that the underperforming
tenant may be able to improve its results.

e Communicating directly with corporate management and asking that their attention be
focused on solving the problems at hand.

e Requesting or requiring replacement of local concessionaire management.

e Reviewing policies and procedures and the operating requirements placed on the concession-
aire to determine whether any reasonable changes can be made to assist the underperforming
tenant without compromising customer service. These changes could include, for example,
adjustment of required hours of operation or price changes.

e Reconcepting of the unit.

¢ Negotiating a buyout.

If such attempts are not successful, contract termination discussions may proceed or, subject
to the terms and conditions of the concession agreement, termination for default may occur.
Senior management should be included in the decision-making process before any termination
actions are taken.
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13.9 Reconcepting Existing Units

When concession units are underperforming, reconcepting by the incumbent concessionaire
may be a viable strategy. Before any decision on a request to reconcept a unit is made, the airport
concession manager should determine the following:

e Will a buyout be required and, if so, how much will it cost?

e What is the sales and revenue improvement that can reasonably be expected from the recon-
cepted unit?

¢ How long will the store be closed before the reconcepted store opens?

e Is there an opportunity to install a temporary replacement concept during store closure to
minimize revenue loss?

e Is there sufficient length in the term of the concession agreement to cover the costs of
reconcepting?

e Will the new concept overlap with nearby concepts?

¢ Does the new concept fit well with the overall concession plan?

e Is the concept the problem, or is the concessionaire the problem?

e Why might the new concept fare better than the previous concept?

¢ How do we develop a successful opening strategy for the replacement concept?

A documented business plan should be submitted by the concessionaire, along with pro forma
sales and expense estimates for the remaining term of the concession agreement before any
approval to reconcept is granted. If operational problems appear to have been a cause of under-
performance, the concessionaire should be prepared to explain what operational improvements
it plans to make.

If the reconcepting request is based on an extension of the term of the concession agreement, '
considerable care should be taken in evaluating the request. Term extensions are extremely valu-
able. Granting a term extension precludes the ability of the airport operator to use the space as L

it sees fit once the current agreement has expired. Airport staff should also consider if a term
extension is rewarding poor performance and if it would be considered a precedent that other
concessionaires will seek. If underperforming concessionaires are granted term extensions, why
not grant concessionaires that perform term extensions as well? For these reasons, a reconcept-
ing request predicated on a term extension should be considered carefully and only after careful
and documented business analysis. The approval should take into account the effect of the deci-
sion on other tenants and on the concession program overall, but most of all, it should be based
on a clear benefit to the airport enterprise.

13.10 Transition Planning

As contract expiration dates near, the airport concession manager should anticipate and plan
for a smooth transition to the succeeding concessionaire. A sample agreement closeout check-
list is the following:

e Upon closure:
— All inventory and personal property must be removed.
— Space must be left in broom clean condition.
All employee badges must be returned.
All employee parking permits must be returned.
— Concession name must be removed from all signs, directories and publications.
— Space must be inspected and any items needing repair must be documented in list form.
e Within a stipulated time period after closure:
— Repairs must be completed.
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All final reports as required by the concession agreement must be filed.

All final payments as required by the concession agreement must be paid whereupon
performance/payment guarantees (e.g., bonds, letters of credit) may be cancelled.

Any buyout of improvements owed to the concessionaire must be paid.

— Performance bonds/letters of credit may be cancelled.

Concession managers should work in concert with the existing and succeeding concession-
aire(s) to the extent possible to plan the concession turnover. Cooperation on the part of the exit-
ing concessionaire has been the norm at airports overall, as most concessionaires are concerned
with their reputations and may have an interest in returning at a later date. Additionally, the air-
port community is small and word travels quickly; it would not be in the concessionaire’s best
interests to earn a reputation as an uncooperative exiting tenant when it will be competing for
spaces at other airports. Fortunately, cooperation between the incoming and outgoing conces-
sionaire is based on an expectation of reciprocity, as the roles will likely be reversed some day.

In some cases, there may be value in continuing an incumbent concessionaire through a sub-
contract arrangement while the new concessionaire designs and constructs improvements. This
approach can help maintain service to passengers and provide income to the airport enterprise
during the transition period.

For an outgoing concessionaire, its management, and employees, the incentive to perform at
the highest level may decline as the end of the concession agreement term nears. Although most
concessionaires will use their best efforts to continue business as usual, there is the potential for
employee turnover or indifference resulting from uncertainties regarding continued employ-
ment. At one large hub airport transitioning from a Prime Concessionaire to a Third-Party
Developer agreement, service deteriorated as outgoing local managers failed to maintain ade-
quate control over their business, and employee morale plummeted. The airport operator had
to accelerate the transition to maintain reasonable levels of service and avoid public criticism.
Performance monitoring and enforcement activities should be increased during the waning
months of a concession agreement to ensure that proper customer service is maintained and to
identify problems before they become more serious.

To address concession employee job uncertainty, some airport operators insert a “first con-
sideration in hiring” clause in the succeeding concession agreement, whereby existing employ-
ees are provided some degree of assurance that the contract turnover will not result in job loss.
Possible policy options range from mandatory hiring of existing employees for a minimum pro-
bationary period to less stringent actions, such as job fairs and arranging interviews for existing
employees. With some planning by the airport operator, employee transition concerns can be
minimized. In most cases, the incoming concessionaire will want to draw upon employees who
already understand the airport operating environment, have passed security background checks,
and are willing to make the commute to work at the airport.

Establishing a clear transition plan with the incoming and outgoing concessionaires will min-
imize problems for all concerned. A transition checklist, including concession agreement close-
out actions (as shown above), should be developed by concessions management approximately
6 months prior to initiating the new concession agreement to ensure that the transition proceeds
smoothly and customer service disruptions are minimized.

13.11 Airports with Well-Managed
Concession Programs

There is considerable value in networking with peers regarding airport concession programs
to determine what has and has not worked well. Fortunately, airport operators tend to be coop-
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erative and participate in industry associations and conferences to share information and net-
work with peers.

Concession managers and their staffs can particularly benefit by visiting with their counter-
parts at airports with concession programs that have a reputation within the industry for being
well managed. Consultants and concessionaires that were surveyed for this research project cited
the airports listed below as having particularly well-managed concession programs (Canadian
airports listed at U.S. hub size equivalent):

e Large Hubs
— Dallas/Fort Worth International Airport
— Las Vegas McCarran International Airport
— Los Angeles International Airport
— Minneapolis-St. Paul International Airport
— Phoenix Sky Harbor International Airport
— Salt Lake City International Airport
— San Francisco International Airport
— Tampa International Airport
— Toronto Pearson International Airport
— Vancouver International Airport
e Medium Hubs
— Austin Bergstrom International Airport
— Calgary International Airport
— John F. Kennedy International Airport—JetBlue Terminal
— Montreal Trudeau International Airport
— Nashville International Airport
— Ottawa International Airport
e Small Hub
— Norfolk International Airport
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CHAPTER 14

Case Studies

This chapter presents case studies of concession programs at selected domestic and international
airports. The airports presented are as follows:

¢ Dallas/Fort Worth International Airport

e San Francisco International Airport

¢ Tulsa International Airport

e Portland International Airport

¢ Amsterdam Schiphol International Airport
¢ Seoul Incheon International Airport

e Copenhagen Airport

Each airport case study presents an overview of the airport, organized as follows:

¢ Ownership/Governance

e Traffic Overview

¢ Passenger and Market Characteristics
¢ Estimated Sales and Revenue

e Sales per Enplaned Passenger

e Concessions

e Terminal Configuration

e Commercial Strategy

¢ Unique Concessions and Innovations

14.1 Dallas/Fort Worth International Airport
14.1.1 Ownership/Governance

Dallas/Fort Worth International Airport (DFW) is governed by a 12-member Airport Board of
Directors (Board). Seven members of the Board are appointed by the Dallas City Council, and four
are appointed by the Fort Worth City Council in accordance with each City’s ownership interest
in the airport. One nonvoting member rotates on an annual basis among the cities of Coppell,
Euless, Grapevine, and Irving.

The Board is a semi-autonomous body charged with governing the airport and may enter into
contracts without approval of the City Councils. The Board appoints the Chief Executive Officer,
who is charged with the day-to-day operations of the Airport. The Chief Executive Officer, in turn,
hires a professional management team to assist him in that responsibility.
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14.1.2 Traffic Overview

In 2009, DFW ranked fourth in the United States and seventh in the world in terms of total
passengers with 26.7 million annual enplaned passengers. DFW is served by 18 airlines, includ-
ing 11 domestic passenger airlines and 7 foreign flag carriers. The airport is the largest hub and
headquarters for American Airlines and American Eagle.

14.1.3 Passenger and Market Characteristics

O&D passengers account for 43% of total passenger traffic, and connecting passengers account
for 57%. DFW passenger demographics vary somewhat by terminal. For example, in Terminal A,
connecting traffic makes up more than half of all enplaning passengers (62%), who are largely busi-
ness passengers (63%) and mostly male (64%). Sixty-eight percent of the passengers are between
25 and 54 years old. Of this group, 50% had household incomes above $75,000 and 30% had house-
hold incomes over $100,000. Terminal E is at the other end of the market spectrum and has 86%
O&D traffic with 55% leisure passengers and 54% males. Sixty-four percent of the passengers are
between the ages of 25 to 54. Household incomes were higher for customers in Terminal E; sixty
percent had incomes over $75,000 and 38% had household incomes of $100,000 or more.

14.1.4 Estimated Sales and Revenue
DFW had total concession sales of $264 million in 2008, as shown in Table 14-1.

The difference in passenger demographics is partly reflected in the spend rates in the terminals.
Other factors, including size and location of concession space, passenger volumes, and the range
of concessions offered, also affect spend rates. Table 14-2 shows the variation in food and beverage
and retail spend rates by terminal. Terminal D functions as a domestic terminal for American Air-
lines and as the major international terminal for the entire airport and handled 2.6 million enplan-
ing international passengers in 2008, more than 95% of total international enplaned passengers.
The international passengers drive higher retail spend rates. Terminal D produced sales per
enplaned passenger that averaged 145% of the airport average. Duty free sales in Terminal D were
$4.17 per international enplaned passenger in 2008.

Sales per enplaned passenger by category are shown in Tables 14-2 and 14-3. DFW achieved
sales per enplaned passenger of $8.39 on the core concessions of food and beverage and retail, as
shown in Table 14-3.

Table 14-1. Annual concession sales by category
(Dallas/Fort Worth International Airport)—2008.

Concession sales Net revenue to DFW

(millions) (millions)

Food and beverage $ 145.0 -
Specialty retall 66.9 -
Convenience retail 315 -
Duty free 11.0 -
Advertising 10.2 -
Telephone, Wi-Fi n.a. -
Other concessions n.a. -

$ 264.6 n.a.

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009
(Airport Revenue News 20009).
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Table 14-2. Enplaned passengers, sales, and sales per enplanement Table 14-3. Annual sales per
by terminal (Dallas/Fort Worth International Airport)—2008. enplanement (Dallas/Fort Worth
International Airport)—2008.
Enplaned Concession Sales per  Percent of
Terminal passengers Share sales Share enplaned airport Sales per enplaned
- - Category
(millions) (millions) passenger average passenger
Food and beverage $ 4.99
A 7.146 25% $ 535  22% $ 749 89% Specialty retail 2.31
B 3.777 13% 286  12% $ 757 90% Convenience retail 5 égg
C 8.193 28% 56.1  23% $ 6.85 82% ’
D 6.731 23% 81.8  34% $ 1215 145% Duty free @ $ 4.02
E 3.134 11% 23.1 9% $ 7.37 88% Do _
28.081 100% 243.1 100% P 8.39 100% Per international enplaned passenger.

Source: LeighFisher. Data from Airport Revenue
Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009). News Fact Book 2009 (Airport Revenue News 2009).

14.1.5 Concessions

DFW has the largest direct leasing concession program of any U.S. airport. The airport has
more than 120 food and beverage locations and more than 100 retail shops.

In each food category in food and beverage, there is a range of choices for travelers including
familiar national brands and offerings from regional and local operators:

e American (9 concepts, 15 locations)

e Asian (2 concepts, 4 locations)

e BBQ (3 concepts, 6 locations)

¢ Cocktail Lounges (4 concepts, 7 locations)

¢ Coffee (2 concepts, 18 locations)

¢ Delis and Bakeries (6 concepts, 12 locations)
e Desserts and Snacks (7 concepts, 22 locations)
¢ Fast Foods (8 concepts, 21 locations)

¢ Grand Hyatt Dining (3 concepts, 3 locations)
e Italian (3 concepts, 4 locations)

e Mexican (6 concepts, 7 locations)

The airport classifies its retail locations into the following:

e Accessories and Gifts

e Apparel

e Books and News

e Children’s

e Convenience Stores

e Duty Free

¢ Education/Language

¢ Home and Electronics

e Sports

o Tax Free and Texas Gifts

Services offered at DFW include the following:

e ATMs

e FAX

¢ Western Union

e FedEx and U.S. Postal Service
¢ The Neat Company (scanners)
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e free sponsored power outlets for portable devices
e Wi-Fi
e Samsung mobile travel lounge.

Samsung also sponsors televisions located in holdrooms around the airport as part of a spon-
sorship arrangement involving cash payments and equipment. Travel services include travel
insurance and foreign currency exchange. Personal services concessions include barbershops,
a salon, manicures and pedicures, massage chairs, massage therapists, and luggage carts.

14.1.6 Terminal Configuration

DFW has five terminals, four of which are curvilinear (Terminals, A, B, C and E). All terminals
are connected by the Skylink elevated train, which allows connecting passengers to transfer on the
airside without having to exit the secure area. The curvilinear terminals present challenges for con-
cessions, as the gates are single-loaded (gates on one side of the passenger concourse), resulting in
longer distances between concessions. Terminal D has a unique configuration combining a curvi-
linear curbside and a rectangular terminal building with two shopping streets located immediately
beyond the two main security checkpoints. Terminal D also serves as the international terminal,
with about 40% of its 6.7 million passengers departing on international flights. As a result, Termi-
nal D is able to offer a larger concession program with extensive specialty retail space and achieves
an average spend rate that is 145% of the overall airport average. The configuration of each termi-
nal is shown in Figure 14-1.

DFW has more than 223,000 square feet of concession space, as shown in Table 14-4. The air-
portis implementing a terminal redevelopment plan that will improve the existing terminals and
add concession space in accordance with its adopted planning standard of maintaining 8 to
10 square feet of concession space for every 1,000 enplaned passengers. When completed, the
average space per 1,000 enplaned passengers will be near the total airport average, but space will
be added to constrained Terminals A and C while space will be reduced in Terminal E, which has
a surplus of supportable concession space relative to passenger traffic.

14.1.7 Commercial Strategy

DFW serves an enormous market, but must also deal with some challenges. These challenges
include a high percentage of connecting passengers, the size of the airport, and long distances
between departure gates due to the curvilinear terminal.

Curvilinear Terminal Terminal D — Domestic and
(A, B, C, E) International

Source: DFWairport.com (As of October 12, 2010).

Terminal Area Plan

Figure 14-1. Dallas/Fort Worth International Airport terminal configuration.
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Table 14-4. Concession space by terminal (Dallas/Fort Worth
International Airport)—2008.

Enplanements  Concession space  Space per 1,000

(millions) (sq ft) Enplanements
Terminal A 7.1 45,129 6.3
Terminal B 3.8 34,035 9.0
Terminal C 8.2 42,373 5.2
Terminal D 6.7 60,788 9.0
Terminal E 3.1 40,812 13.0
29.0 223,137 7.7

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009
(Airport Revenue News 2009).

Connecting passengers make up more than half (57%) of enplaning passengers. Connecting
passengers typically spend at a rate of about 60% of O&D passengers. In order to realize high aver-
age sales, it is important to provide concessions close to the departure gates to serve time-sensitive
connecting passengers.

The size of the airport makes it challenging for some connecting passengers. For example, Amer-
ican Airlines passengers are spread over Terminals A, C, and D. The airport built its Skytrain sys-
tem to make it easier and faster for passengers to connect between terminals. There are two Skytrain
stations in each terminal. The Skytrain system allows for faster concessions and more time for use
of concessions.

The curvilinear terminal has aircraft parked on only one side. Therefore, departure gates are dis-
tributed over a wider distance than conventional, double-loaded terminals with aircraft on both
sides of a pier or finger. This makes for longer walking distances, and, as the terminal is curved, it
is difficult to see concessions around the bend. The airport is adding concession space around the
Skytrain stations, which are heavily traveled by connecting passengers and which are also located
opposite the major security checkpoints. Thus, the areas around the Skytrain stations are exposed
to large concentrations of both connecting and O&D passengers and are the most desirable area in
which to cluster concessions.

The DFW Board has a policy of encouraging ACDBE participation, and the airport has one of
the largest ACDBE programs in the nation. The direct leasing program provides numerous oppor-
tunities for small, local, independent businesses to compete for concession privileges. In addition,
larger packages include ACDBE goals to encourage subleasing. Overall minority business goals,
including ACDBE goals, are approximately 35% as a percentage of sales. This goal is regularly
surpassed. DFW minority concession sales account for more than half of total concession sales.

The concession program is an important part of DEW’s overall brand strategy.

14.1.8 Key Concessionaires

Food and beverage concepts include Au Bon Pain, Auntie Anne’s, Ben & Jerry’s, Bennigan’s,
Blue Mesa Café, Burger King, Camille’s Sidewalk Café, Cantina Laredo, Champps, Chili’s, Cool
River, Cousin’s Barbecue, Dickey’s BBQ, Dunkin Donuts, Freshen’s Yogurt, Manchu Wok,
McDonald’s, Pizza Hut, Popeye’s Chicken, Starbucks, Subway, Taco Bell, TGI Friday’s, The
Grove, Varsity Grill, and Wendy’s, among others.

Retailers include Airport Wireless, Bijoux Terner, Border’s Newsstand, Brighton, Brooks Broth-
ers, Brookstone, Official Dallas Cowboys Pro Shop, DFW Travel Mart, Fossil, Hudson Booksellers,
InMotion Pictures, Jethro Pugh Shops, Johnston & Murphy, La Bodega Winery, Landau,
L’Occitane, Natalie’s Candy, PGA Tour Shops, Simply Books, Starbucks, Rosetta Stone, Sue
Venier, Techshowcase, and Z Market, among others.
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High-end branded vending machines are operated by Zoom Systems and include Body Shop,
Proactive Facial Care, Sephora, and Best Buy Express.

Duty free is operated by Buckaroo Duty Free.

14.1.9 Unique Concessions and Innovations

Mobile Technology

DFW has developed a mobile website (www.dfwairport.com/mobile) that offers travelers access
to different tools, including an application that suggests concessions nearest to each gate. Working
with Sabre, DFW has taken it a step further so the users of the TripCase app (www.tripcase.com)
can receive special promotions on their iPhone or Blackberry from the airport’s concessionaires
based on their terminal location.

Market Research

DFW is an innovator in the use of market segmentation. DFW has employed Buxton, a market
research consultancy, to conduct demographic research using Nielsen’s Claritas market demo-
graphic identification and segmentation system. By capturing the zip codes of its originating and
connecting passengers, DFW is able to segment its passengers into 63 distinct lifestyle groups that
identify shopping and media preferences as well as key demographic and socioeconomic charac-
teristics. Lifestyle groups are also characterized by urban density into four groups—urban, sub-
urban, town and rural, and second city—and further classified according to socioeconomic rank
and “lifestage” group, based on the presence and age of children.

DFW has identified what are considered core passenger segments for local originating customers
and core passenger segments for customers making a connection at the airport. This information
is useful in determining buying preferences and behaviors like brand loyalty, quality merchandise,
functionality, and mix of concepts. As an example, DFW was able to tell its food and beverage con-
cessionaire which brands of beers were most popular with its key segments. The brands identified
through the market segmentation analysis were considerably different from the brands currently
on offer. DFW uses the market segmentation data in identifying trends, brand preferences, prod-
uct preferences, and gaps in the current concession program.

Eight core passenger segments were identified and described for local originating customers, as
shown in Figure 14-2. Other segments were identified but not selected for individual recognition.

Other segments

28% Dream Weavers

21%

Second-
generation

New Suburbia
Prime Middle Families
17%

Wealthiest Urban

Young
5%  Commuter Small-town Cosmopolitans
Families Success 10%

5% 7%

Source: Dallas/Fort Worth International Airport. Classifications based on Buxton
Customer ID profiles, September 2009.

Figure 14-2. Dallas/Fort Worth International Airport core
O&D passenger market segments.
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Dream Weavers

9% New Suburbia
Other segments Families
31% 8%
Urban Commuter
Affluent Urban Families
Professional 7%
2%
/_Prime Middle
Latino N uevo. America
2% \ 7%
Professi.onal/ “\_steadfast
Urbanites Conservative

2% 7%

Statusrconsmous \_Stable l)Careers Small-town
Consumers 6% Success
204 Minority Metro America's Young

Communities  Wealthiest \_Cosmopolitans 6%
3% 3% 5%

Source: Dallas/Fort Worth International Airport. Classifications based on Buxton
Customer ID profiles, September 2009.

Figure 14-3. Dallas/Fort Worth International Airport core
connecting passenger market segments.

The top three segments above make up 48% of the local originating passengers. Dream Weavers
are characterized as affluent, living the suburban version of the American Dream. They are well-
off families with school age children. New Suburbia Families are young with pre-school chil-
dren. They are working couples and are concentrated in fast-growing metro-fringe communities.
The third group, Young Cosmopolitans, consists of college educated, young singles earning
upper-middle-class incomes as white-collar professionals, managers, and executives. These resi-
dents live in luxury apartments and condominiums in fast growing cities.

Fourteen core passenger segments were identified for customers making a connection at DFW,
as shown in Figure 14-3. The fourteen include all the passenger segments listed above. Thirty-one
percent of the customers represent “Other” segments not identified.

Along with the top three core passenger segments for originating passengers, the connecting
audience has three additional top segments—Urban Commuter Families, Prime Middle America,
and Steadfast Conservatives. Urban Commuter Families are college-educated Baby Boomers and
couples living upscale lifestyles in city neighborhoods on the metropolitan fringe in comfortable,
single, detached homes. Prime Middle America is a core passenger segment composed of a mix of
young, upper-middle-class couples and families living in both small towns and mid-sized cities.
Residents work in white-collar and blue-collar jobs that are well paying. The third ranking segment
is the Steadfast Conservatives. These residents live in middle-class urban blue-collar neighborhoods
and are mature singles and couples that are high school educated.

Sponsorships

In addition to the arrangement with Samsung, DFW was the first airport to enter into an
exclusive sponsorship arrangement for soft drinks with the local Pepsi bottler. Concessions at
the airport sell Pepsi products exclusively. The airport receives sponsorship payments.

14.2 San Francisco International Airport
14.2.1 Ownership/Governance

San Francisco International Airport (SFO) is an enterprise fund department of the City and
County of San Francisco. It is entirely self-sufficient. It is governed by a five-member Airport
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Commission whose members are appointed for 4-year terms by the Mayor. In accordance with
the City Charter, the Commission is primarily a policy-making body that establishes SFO’s
operating policies. Major contracts longer than 5 years or with revenue or expenses above a
certain limit are subject to approval by the City’s Board of Supervisors. The day-to-day respon-
sibility for operation of the Airport is vested in the Airport Director, who is appointed by the
Mayor.

14.2.2 Traffic Overview

SFO handled 18.5 million enplaned passengers in 2009 and ranked tenth in the United States
and twentieth in the world. It is the second-largest commercial service airport in California after
Los Angeles International, handling 18% of the state’s domestic passengers and 32% of its inter-
national passengers.

SFO is served by 51 scheduled airlines and in 2009 handled 363,034 scheduled passenger
airline operations. The airlines serve 73 non-stop domestic destinations, with 34 additional
one-stop destinations. United Airlines (including SkyWest Airlines and United Express) han-
dles the largest share of traffic (41%), followed by American Airlines (including American
Eagle) (9.2%), and Delta Air Lines (including SkyWest Airlines, Express Jet Airlines and
Mesaba Airlines) (4.9%). Twenty-eight international passenger airlines provide nonstop
scheduled service to over 30 international destinations, with one-stop service to an additional
22 destinations.

In recent years, the Airport Commission has made a concerted effort to attract additional
low-cost airlines service. Today, 22% of domestic enplaned passengers are carried on low-
cost carriers including AirTran, Southwest, and Virgin America, which has its operations
base near the airport. SFO is the dominant airport in the San Francisco Bay Area, handling
a 66% share of total passenger traffic. The other one-third is handled by San Jose and Oak-
land airports.

14.2.3 Passenger and Market Characteristics

SFO is predominately an O&D airport, with 77% of its passengers beginning or ending their trip
at SFO. Approximately 78% of passengers are domestic. The destination of passengers by world
region is shown in Figure 14-4. SFO passengers are predominately leisure and business travelers,
as shown in Figure 14-5.

Other
Asia/ 10%
Europe Middle East Leisure
6% 10% - 39%
Visiting
Australia/Oceania Friends and

1% Relatives

0,
Mexico/Caribbean/ 22%

Central America

2%
Domestic Canada
78% 3%
Business
29%
Source: San Francisco Airport Commission 2009,
Source: San Francisco Airport Commission 2009, p. 20. p. 20.
Figure 14-4. Destination of passengers. Figure 14-5. Reason for travel.
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Table 14-5. SFO concession sales and revenue—2008 (millions).

Domestic  International Revenue to
. . Total Sales .

Terminals Terminal Airport
Food and Beverage $ 98.0 $ 288 $ 126.8 11.9
Convenience Retail 21.3 12.6 33.9 7.0
Specialty Retall 56.0 25.7 81.7 11.2
Subtotal $ 1753 $ 671 $ 2424 $ 301
Duty Free $ 14 $ 66.9 $ 683 —
Passenger Services n.a. n.a. 36.0 3.8
Advertising n.a. n.a. 9.8 6.9
Currency Exchange n.a. n.a. 0.1 0.1

$ 176.7 $ 1340 $ 356.6 $ 40.9
Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue

News 2009).

14.2.4 Estimated Sales and Revenue

Total concession sales by category for SFO’s domestic and international terminals are sum-
marized in Table 14-5.

Sales and revenue per enplaned passenger at SFO are summarized in Table 14-6 below.

SFO sales averaged $11.70 per enplaned passenger for combined food and beverage, specialty
retail, and convenience retail—the third highest average amount in the United States (after
Pittsburgh and New York Kennedy Airports). SFO’s overall food and beverage sales per enplane-
ment are the highest in the nation. The airport received net revenue of $1.62 per enplaned
passenger from food and beverage, specialty retail, and convenience retail sales. International
enplaning passengers spent an average of $15.27 in duty free shops, which provided net revenue
to the airport of $4.06 per international enplaned passenger. Advertising sales of $0.53 produced
net revenue of $0.37 net per enplaned passenger.

14.2.5 Concessions

At SFO, Food and beverage concessions include 65 units, 27 concessionaires, and 75,500 square
feet of space. Food and beverage concessionaires include D-Lew Enterprises, which operates cafes

Table 14-6. SFO sales and revenue per enplanement by category for domestic and
international terminals—2008.

Sales per Enplanement Revenue per Enplanement
Domestic  International Domestic  International
- ) Total Sales - . Total

Terminals Terminal Terminals Terminal
Food and Beverage $ 724 $ 577 $ 6.85 $ 072 $ 042 0.64
Convenience Retall 1.57 2.52 1.83 0.29 0.60 0.38
Specialty Retail 2.24 5.14 3.02 0.36 1.26 0.60
Subtotal $ 11.05 $ 13.43 $ 11.70 $ 137 $ 228 1.62
Passenger Services n.a. n.a. $ 194 n.a. n.a. 0.21
Advertising n.a. n.a. 0.53 n.a. n.a. 0.37
Currency Exchange n.a. n.a. 0.01 n.a. 0.02 0.00

$ 11.05 $ 13.43 $ 14.18 $ 137 $ 230 2.20
Duty Free (per In'l enplane) $ 225 $ 17.39 $ 15.27 $ 0.58 $ 463 4.06

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).
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and two successful casual dining restaurants; the Bay Area Restaurant Group; Bayport Concessions;
Boudin Sourdough bread; Gotham Enterprises, which operates several Firewood Cafés and Peet’s
coffee kiosks; and local restaurants Andale, Ebisu, Osho, Sankaku, and San Francisco Soup Com-
pany. SSP America and HMS Host also operate at SFO, combining for about 22% of the total food
and beverage space.

Retail at SFO includes 76 locations, 23 concession agreements, and 77,900 square feet of space.
Convenience retail is operated by HMS Host, Hudson News, Pacific Gateway, and Paradies
Shops. Local bookseller, Books, Inc., operates a major bookstore in Terminal 3 and will open one
in the new Terminal 2. Specialty retail operators include Airport Wireless, Brookstone, B-zinc,
Erwin Pearl, Ghirardelli Chocolates, Hudson Booksellers, InMotion Entertainment, MNG by
Mango, Pacific Outfitters, San Francisco Museum of Modern Art (MOMA) Shop, Sunglass Hut,
Techshowcase, and Tumi Luggage, among others.

Duty free at SFO includes 11 locations, one concession agreement, and 30,700 square feet of
space. The duty free concessionaire is DFS Group, which operates two main shops totaling 22,000
square feet, as well as Coach and Gucci branded boutiques, two branded duty free kiosks, and
two smaller “last chance” shops. DES also either operates or subleases all post-security retail spaces,
many of which are subleased to ACDBEs, including Pacific Gateway, which operates all of the post-
security newsstands. DES also operates two pre-security Sephora shops.

Services at SFO include checkpoint mailing facilities; a travel agency; a full-service banking cen-
ter; laptop workstations; a hair salon; spas; a pharmacy; and a medical clinic that provides travel
medicine, urgent care, immigration physicals, and occupational health services. The airport offers
free Wi-Fi, which was formerly operated as a concession. Other amenities include family rest-
rooms and showers. The SFO Kids” Spot play area features interactive attractions for the
Exploratorium of San Francisco. Travelex America, Inc., provides currency exchange and ATM
services. Express Spa operates two locations.

Clear Channel Airports is the advertising concessionaire at SFO.

14.2.6 Terminal Configuration

The airport has four terminal buildings. Terminal 1 was built in the 1970s and has limited post-
security space and an excess of pre-security concession space. Terminal 2, the oldest terminal at the
airport, is undergoing a $380 million reconstruction and will provide 14 additional domestic gates.
The terminal opens in 2011 and will handle American Airlines and Virgin America, which is grow-
ing its San Francisco schedules. Terminal 2 is discussed later in this section. Terminal 3 handles a
majority of the airport’s total passenger traffic. Concession space is almost entirely post-security.
The International Terminal has 23 wide body gates on two concourses, each with its own security
checkpoint. Arriving passengers in Terminal 3 can connect to one of the two concourses at the
International Terminal through a secure connector, eliminating the need for an additional secu-
rity inspection.

The configuration of the four terminals is shown in Figure 14-6.

Table 14-7 summarizes concession space by category, and Table 14-8 summarizes concession
space per 1,000 enplaned passengers. Space in the domestic terminals is somewhat constrained,
as the average of 6.2 square feet per 1,000 enplaned passengers includes considerable pre-security
space in Terminal 1, which is of marginal utility. The airport is considering a series of improve-
ments to increase the amount of concession space in Terminal 3, used by United Airlines, which
has the highest spend rates on the airport.
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Terminal 3 Terminal 2 Terminal 1 International Terminal
(opens 2011)

Source: Flysfo.com (As of October 10, 2010).

Figure 14-6. SFO terminal configuration.

14.2.7 Commercial Strategy

SFO has adopted a strategy to be the “airport of choice” for the Bay Area, which includes a focus
on providing a quality customer experience. The airport utilizes the direct leasing approach and
has one of the largest direct leasing programs in the United States.

SFO has favorable demographics for concessions, including passenger incomes higher than state
and national averages; a mix of long-haul international passengers (22%); a large number of
inbound and outbound leisure passengers, including tourists visiting San Francisco; and domestic
long-haul passengers, including transcontinental and Hawaii passengers.

The airport views food and beverage as an essential customer service with quality and value tak-
ing precedence over revenue. Beginning in the late 1990s with the development of the concession
program in the International Terminal (which opened in 2001), the airport made a major effort to
attract local restaurateurs. Because it was a new terminal, the concessions at the International Ter-
minal were not under the exclusive rights of the then-current master food and beverage agreement.
The Airport Commission employed a developer to develop the food and beverage services based
on (1) attracting local restaurants offering “the best of San Francisco” and (2) lowering the rent
structure for food and beverage in recognition of the cost structure of smaller lease packages and
the relatively high labor and other operating costs typical of the Bay Area. The program was a suc-
cess, and a similar strategy was adopted for the domestic terminals in 2005 and implemented by
the airport, with local businesses winning 80% of the spaces. ACDBEs won a 70% share. The local

Table 14-7. SFO concession space by category (square feet)—2008.

Food and Specialty Convenience
. . Di F Total
Beverage Retail Retail uty Free ota
Domestic Terminals 51,517 26,265 10,745 470 88,997
International Terminals 23,983 31,187 8,712 30,216 94,098
75,500 57,452 19,457 30,686 183,095
Percent by category 41% 31% 11% 17% 100%

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Table 14-8. SFO concession space per 1,000 enplaned passengers
(square feet)—2008.

Food and Specialty Convenience Duty Eree Average per

Beverage Retall Retall y terminal
Domestic Terminals 3.6 1.8 0.7 0.0 6.2
International Terminals 5.8 7.5 2.1 7.3 22.6
Average—all airports 4.1 3.1 1.0 1.6 9.8

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).
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operators have proven popular, with food and beverage sales per enplaned passenger increasing by
40% immediately after the transition from the master concessionaire to the predominately local
program. Since this program was implemented, the airport has had the highest food and beverage
sales per enplaned passenger in the United States.

14.2.8 Unique Concessions and Innovations

New Terminal 2

In September 2008, SFO broke ground on a $383 million project to renovate Terminal 2 in
order to accommodate growth in passenger traffic and airline demand for gates. This state-of-
the-art, environmentally friendly domestic terminal is expected to open in the second quarter of
2011. Terminal 2 will have capacity for 5.5 million annual enplaned passengers and will handle a
projected 3.2 million enplaned passengers in its first year of operation.

Terminal 2 will have 14 gates expected to serve predominantly narrow-body aircraft, but with
the capability of accommodating a Boeing 747-400 sized aircraft. Terminal 2 will feature nearly
30,000 square feet of retail development, including restaurants, retail stores, and a gourmet
marketplace and serve American Airlines and Virgin America. The new concessions program fea-
tures 29,909 square feet of retail development, including 12 eating establishments and a retail
street traveled by all departing and arriving passengers (see Figure 14-7 for the Terminal 2 con-
cession plan). Key elements of the plan include the following:

e Napa Farms Market will feature a cheese counter, a bakery, a wine bar, and possibly locally
grown fresh fruit and vegetables.

¢ Vegan, organic, and gluten-free selections will be featured at The Plant Café Organic, a counter
service location.

¢ Health-conscious Northern California dishes will be highlighted at The Grill by Lark Creek, a
table service restaurant. This will also be the first airport dining terminal in the United States to
offer a “slow food” focus, meaning it will be approved by Slow Food USA.

¢ Four other quick-serve locations, a bar/lounge, and two specialty coffee locations are integrated
with common holdroom seating areas, offering a range of seating options with amenities includ-
ing power outlets. The seating types are intended to encourage passengers to eat and drink near
the departure gates.

e Fight specialty retail shops will offer fashion and accessories, artwork and collectibles, jewelry
and accessories, books, chocolates, premium souvenirs, technology, and travel accessories.

Health and Environmental Policy

New food vendors are encouraged to comply with a 16-point health and environmental policy
including use of the following: appropriate portion sizes, visible food preparation areas, low- or
no-phosphate detergents, organic agricultural products from the Northern California region, and
sustainable seafood and products.

Sustainability

Sustainable design elements figure prominently. The airport is seeking LEED Silver certification
for Terminal 2 and expects concessionaires to meet this standard also.

14.3 Tulsa International Airport
14.3.1 Ownership/Governance

Tulsa International Airport (TUL) is owned by the City of Tulsa, Oklahoma. It is operated by
the Tulsa Airport Authority (Authority), a charter authority of the City established to administer,
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Source: San Francisco Airport Commission 2009, p. 20.

Figure 14-7. Terminal 2 concession plan.
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manage, and operate TUL and Riverside/Richard Lloyd Jones, Jr. Airport. The Authority’s
policy-making body is a five-member Board of Trustees (Board), known as the Tulsa Airport
Improvements Trust (TAIT). The Mayor and four qualified voters of the City of Tulsa make up
the Board.

14.3.2 Traffic Overview

TUL ranked 74th in enplaned passengers in 2009. The airport reported nearly 1.6 million
enplaned passengers. Traffic has been declining slightly since the peak year of 2001.

TUL boasts non-stop service to 15 cities in the United States and is served by American Air-
lines, Continental, Delta, Southwest, and United. Southwest has the largest market share with
almost 34% of enplaned passengers, followed by American Airlines with 26% and Delta Air Lines
with 15%.

14.3.3 Passenger and Market Characteristics

TUL is an origin and destination (O&D) airport. Almost all of its passengers are domestic arriv-
ing and departing passengers. Connecting passengers are less than 1% of the total. According to
the airport’s most recent survey of arriving and departing passengers, conducted in April and May
of 2010, respondents were 54% male and 46% female. A little over half of them, 51%), were under
age 40, and 49% were over age 40.

14.3.4 Estimated Sales and Revenue

According to a recent Tulsa World article, passenger revenue from restaurants, newsstands, and
gift shops has nearly doubled at TUL in the past 10 years to $10.2 million. Sales per enplaned pas-
senger in 2008 were $6.40, nearly twice the $3.33 per enplaned passenger a decade ago (Stewart
2010). Table 14-9 summarizes gross and net revenue and gross and net revenue per enplaned pas-
senger, as well as concession space and space per 1,000 enplaned passengers by category.

TUL’s sales per enplaned passenger increased sharply after the terminal reconfiguration and
development of the new concession program. From 2004 to 2008, TUL’s sales per enplaned pas-
senger increased by 78%, more than twice as fast as the rate of growth of airports with annual
enplaned passengers between 1 million and 2 million, which grew by 38% over this period.

14.3.5 Concessions

For the second year in a row, TUL’s concession program was ranked one of three “among the
best” for food and retail services in the small airport category by a recent J.D. Power and Associ-
ates airport passenger satisfaction study.

Table 14-9. Sales, revenue, and space (Tulsa International Airport)—2008.

Sales (millions) Sales per Reygnue Revenue per Space (sq ) Space per 1,000
enplanement (millions) enplanement Enplanements
Food and Beverage $ 5.540 $ 348 $ 0589 $ 0.37 14,500 9.1
Specialty Retail 1.565 0.98 $ 0.219 $ 0.14 4,000 2.5
Convenience Retail 3.084 194 $ 0376 $ 0.24 5,200 3.3
$ 10.189 $ 6.40 $ 1.184 $ 0.74 23,700 14.9

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Copyright National Academy of Sciences. All rights reserved.
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Food and beverage concessionaire and concepts include the following: HMS Host (Camille’s;
Cherry Street Grill; Starbucks; TGI Friday; Varsity Grill).

Retail concessionaire and concepts include the following: The Paradies Shops (Explore Tulsa;
Novel Idea Bookstore; Cherry Street Travel Mart; CNBC News; Green Country Marketplace).

A full-service hair salon/barbershop is on the upper level of the center terminal, pre-security.
There are pay phones throughout the terminal and shoeshine service on both concourses near the
airline gates. ATM machines are located pre-security, near the security checkpoint and ticketing
lobby, and post-security in Concourses A and B. For those requiring business services, TUL fea-
tures a series of meeting rooms located throughout the terminal, which are available for rent. There
is free Wi-Fi service for AT&T customers who have Wi-Fi included in their AT&T plans. Others
can purchase r a 24-hour Wi-Fi session.

Advertising concessionaire: Interspace Advertising.

14.3.6 Terminal Configuration

Unlike most terminals, the Tulsa airport terminal has a split roadway with departures curbside
on the lower level and arrivals curbside on the upper level. There are two departure concourses
with a single, central security checkpoint. From the security checkpoint passengers enter a long
connecting corridor overlooking the aircraft ramp connecting the two concourses. Concessions
are on one side of the connector. There are additional food and beverage and retail concessions on
the concourses. The terminal configuration is shown on Figure 14-8.

14.3.7 Commercial Strategy

The Authority’s commercial strategy, implemented over several years, has had multiple ele-
ments including the following:

¢ Reconfiguring and remodeling the terminal building
e Creating a single security checkpoint that consolidated two separate departing passenger flows

Source: Tulsa Airport Authority. http://www.tulsaairports.com/index.
cfm?id=20. Accessed November 10, 2010.

Figure 14-8. Terminal layout (Tulsa International
Airport).

Copyright National Academy of Sciences. All rights reserved.
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¢ Developing more post-security space to take advantage of the consolidated passenger flow
e Emphasizing local brands and, in particular, local events to create a sense of place

Before the recent terminal addition, the airport had two security checkpoints at the entrance to
each concourse. Adjacent to the checkpoints were small, traditional news/gift shops. Food and bev-
erage services, including a self-service cafeteria and a small bar, were located in the center of the
terminal out of the departing passenger flows. After security, each concourse had a combination
quick-service restaurant with an adjacent bar, and a news/gift shop, as well as a kiosk or additional
in-line specialty retail unit.

The airport recognized an opportunity to expand the concession program when it undertook a
project to enclose new space at the apron side of the terminal between the two concourses to accom-
modate in-line baggage screening equipment on the ground level. By enclosing the space above the
addition, a concession mall was created that featured a window wall overlooking the airfield on one
side and concessions on the other. The two checkpoints at entrances to the concourses were consol-
idated into a single checkpoint in the center of the terminal, creating a single passenger flow into the
concession area. The single passenger flow, by consolidating passengers, was the key to adding the
additional terminal locations and providing sufficient passenger volumes to support the individual
units. Figure 14-9 presents a view of the post-security connector and concession mall.

Near the time that the terminal development was being planned, the existing single, long-term
master concession agreement was expiring, which allowed the Authority to award new concession
contracts. A new concession plan was developed, and a contracting strategy was developed. One
retail agreement and one food and beverage agreement were awarded. Each contract encouraged
subleasing with local brands or licensing local brands to add local flavor to the program.

TUL’s sales per enplaned passenger increased sharply after the terminal reconfiguration and
development of the new concession program. From 2004 to 2008, TUL’s sales per enplaned pas-
senger increased by 78%, more than twice as fast as the rate of growth of airports with enplaned
passengers of 1 million to 2 million, which grew by 38%. The program also had a major effect on
the perception of the airport and the terminal.

14.3.8 Unique Concessions and Innovations

Recycling
All trash generated at the TUL terminal and satellite facilities are sent to an “energy from
waste” facility. There, the trash is burned and the steam is recaptured and converted to electrical

Figure 14-9. Post-security connector and concession
area (Tulsa International Airport).
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energy, which is sold to area refineries. This reduces the Airport’s landfill usage by 90%. Coffee
grounds from Starbucks are used by grounds crews for compost and the airport’s ornamental
flower gardens.

Sense of Place

Like many airports, TUL made a concerted effort to create a theme that conveyed a sense of place
or destination. TUL, however, distinguished itself by selecting a theme that is a continuous cele-
bration of the community’s eclectic events. The themes evolved from extensive community
involvement, many meetings, and other opportunities for input into their development.

TUL held a concession fair a year in advance of the due date for proposals for the concession
opportunities. The advance notice provided interested parties with the opportunity for teaming,
researching, and developing their proposals and creating a plan for delivering the unique require-
ment for a revolving sense of place. Interest in the program was very high, and TUL is quite pleased
with the results following the competitive award of the concession privileges.

Food and retail operators refresh their units 12 times a year to reflect the event being celebrated
or promoted, such as golfing events, basketball tournaments, May Fest, and others. The TUL mar-
keting group creates the themes and, in some instances, generates additional revenue for the air-
portin the process. Renting space for products being offered at an event or promoting an event has
been profitable for TUL.

14.4 Portland International Airport
14.4.1 Ownership and Governance

Portland International Airport (PDX) is governed by the nine-member Port of Portland
Commission, which is appointed by the Governor of Oregon and ratified by the Oregon Sen-
ate. Commissioners serve a 4-year term and can be reappointed. At least two of the Commis-
sion members must live in each one of the three counties in the Port district. The remaining
members may live in any part of the State of Oregon. The Commission appoints the Port’s
Executive Director.

The Aviation Director is hired by the Port’s Executive Director. The Aviation Director is respon-
sible for overseeing the day-to-day management of the Airport and for the planning, development,
and implementation of airport projects.

14.4.2 Traffic Overview

In 2009, PDX was the 30th busiest airport in the United States based on passenger board-
ings, with 6.4 million enplaned passengers. PDX is served by 13 airlines with direct service to
many domestic locations, as well as locations in Canada, Mexico, the Netherlands, and Japan.
The airport is a major hub for Alaska Airlines and Horizon Air, as well as for the United
Express affiliate, SkyWest Airlines. In addition, Seaport Airlines, a regional carrier, is head-
quartered at PDX.

14.4.3 Passenger and Market Characteristics

Approximately 86% of the airport’s passengers begin or end their trip at PDX. Because it is the
primary airport in Oregon and is close to Portland, which is Oregon’s most populated city, the air-
port serves a large majority of the state’s air travelers. The Airport Revenue News Fact Book 2009
shows that the ratio of business to leisure travelers is 32/58 (Airport Revenue News 2009.
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Table 14-10. Annual concession sales by
category—2008.

. Net revenues
Sales (millions)

(millions)
Food and beverage $ 404 $ 4.3
Specialty retail 18.2 2.1
Convenience retail 16.1 2.2
Totals $ 747 % 8.6

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009
(Airport Revenue News 2009).

The U.S. Census Bureau State and County Quick Facts show that Oregon has a population of
approximately 3.8 million people (U.S. Census Bureau 2010). Approximately 64% of the state’s
population is between the ages of 18 and 64. The median household income in Oregon is approx-
imately $50,000.

14.4.4 Estimated Sales and Revenue

Total in-terminal concession sales and net revenue to the airport totaled $74.7 million in 2008,
as shown in Table 14-10.

PDX had approximately 300,000 enplaning international passengers in 2008, of which approx-
imately 200,000 used Terminal D. Table 14-11 shows the variation in food and beverage and retail
spend rates by terminal, excluding duty free. The terminal with the most international passengers
had the highest spend rate among the airport’s five concourses. The airport achieved average sales
per enplaned passenger in 2008 of $10.44, the fifth highest of all U.S. airports reporting data to ARN
for 2008, behind Pittsburgh International Airport, New York John F. Kennedy International Air-
port, San Francisco International Airport, and Newark Liberty International Airport. PDX ranked
second after Pittsburgh International Airport among medium hub airports.

Table 14-11. Enplaned passengers, sales, and sales per enplaned passenger by terminal area
(Portland International Airport)—2008.

Enplaned passengers Food and beverage and retail sales
Terminal Area Domestic  International Total Share Sales Share SEIES [ G EES
passenger
Concourse A 1,101,269 49,791 1,151,060 16.1% $ 3,130,509 4.2% $ 272
Concourse B 311,713 0 311,713 4.3% 829,347 1.1% $ 266
Concourse C 3,124,377 12,278 3,136,655 43.9% 17,478,880 23.4% $ 557
A, B, C Common Areas — — — — 8,962,163 12.0% $ 195
Total Terminal 4,537,359 62,069 4,599,428 64.3% $ 30,400,899 40.7% $ 6.61
Concourse D 1,279,500 204,015 1,483,515 20.7% $ 8,565,299 11.5% $ 577
Concourse E 1,022,817 45,097 1,067,914 14.9% 3,440,664 4.6% $ 322
D and E Common Areas - - - - 1,149,366 1.5% $ 0.45
D,E Totals 2,302,317 249,112 2,551,429 35.7% $ 13,155,329 17.6% $ 5.16
Total - Post Security 6,839,676 311,181 7,150,857  100.0% $ 43,556,228 58.3% $ 6.09
Bag Claim $ 909,693 1.2% $ 0.13
Main Terminal (Oregon Market) $ 30,203,529 40.4% $ 422
Total - Pre Security $ 31,113,222 41.7% $ 4.35
Grand Total $ 74,669,450 100.0% $ 10.44

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Copyright National Academy of Sciences. All rights reserved.
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The Oregon Market is located after the ticket counters and before the security checkpoints and
features many local, regional, and national concepts. PDX has instituted a street pricing policy for
its food/beverage and retail concessions. Sales at PDX are tax free, as Oregon is one of the few states
in the nation that does not impose a sales tax.

14.4.5 Concessions

PDX offers a wide range of pre-security and post-security dining and retail shopping and serv-
ices options.

There are 36 food and beverage units with 21 different concepts. Food and beverage concessions
include Baskin Robbins; Beach’s Restaurant and Bar; Beaverton Bakery; Big Town Hero; Capers
Café; Coffee People; Flying Elephant Deli; Good Dog, Bad Dog; Gustav’s Pub and Grill; Jamba
Juice; Laurelwood Brewing Co.; Panda Express; Pizza Schmizza; Pizzicato; Riverfront Café; Rogues
Ales Public House; Rose’s Restaurant and Bakery; Sandovals Fresh Mexican Grill; Stanford’s
Restaurant and Bar; Starbucks; and Wendy’s.

There are 32 retail units with 15 different concepts. Retail concessions include Aria Boutique,
Brookstone, cc McKenzie Shoes and Apparel, Columbia Sportswear, Creative Kidstuff, Hudson
News, InMotion Entertainment, Made in Oregon, Nike, Oregon Pendleton Shop, Powell’s Book
Store, Real Mother Goose, Rosetta Stone, Spirit of the Red Horse, and Your Northwest Travel Mart.

Services include a bank with ATMs throughout the terminal (US Bank), a barbershop (The
Barbers), two business service centers (Travelex), the Oregon Lottery, luggage carts (Smarte Carte),
two full-service spas (The Dragontree Spa), and free Wi-Fi.

In-terminal advertising is provided through Alliance Airport Advertising.

14.4.6 Terminal Configuration

PDX has an H-shaped terminal with five concourses (see Figure 14-10). The south side con-
courses (A, B, and C) are connected to the north side concourses (D and E) beyond PDX’s two
security checkpoints by an elevated walkway that opened in August 2005. The Oregon Market, with
its many restaurants and shops, is located behind the airline ticket counters and is accessible to
passengers and visitors alike.

Concourse A contains five gates and Concourse B contains three gates, all of which are on
the south side of the terminal. The 23 gates in Concourse C occupy both sides of the concourse,
thus providing the concessions on the concourse with exposure to passengers at more gates.

Concourses D and E are on the north side of the terminal. Concourse D includes 15 gates, which,
like Concourse C, are situated on both sides of the concourse. Concourse E includes seven gates on
the north side of the concourse only.

PDX has almost 77,000 square feet of food and beverage, convenience retail, and specialty retail
concession space, as shown in Table 14-12.

14.4.7 Commercial Strategy

PDX has long been considered an innovator and leader in terms of concession program quality
and performance. Beginning with its flagship Oregon Marketplace development in 1988, the Port
of Portland used its concession program as a way of differentiating the airport from others, creat-
ing an identity that reflected the local community, and incorporating established local food and
beverage concepts such as Beaverton Bakery, Pizza Schmizza, Laurelwood Public House and
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Table 14-12. Concession space and concession space per 1,000 enplaned passengers by
terminal area (Portland International Airport)—2008.

Food and beverage and retail square feet

Terminal A Enplaned
(G A Foodand  Specialty — Convenience Total square  passengers
Beverage retail retail feet

Concourse A 1,944 - 435 2,379 1,151,060
Concourse B 215 - 389 604 311,713
Concourse C 11,132 2,850 1,382 15,364 3,136,655
A, B, C Common Areas 3,847 983 1,150 5,980

Total Terminal 17,138 3,833 3,356 24,327 4,599,428
Concourse D 5,702 1,544 2,039 9,285 1,483,515
Concourse E 2,826 — 700 3,526 1,067,914
D and E Common Areas 855 - — 855

D,E Totals 9,383 1,544 2,739 13,666 2,551,429
Total - Post Security 26,521 5,377 6,095 37,993 7,150,857
Bag Claim 485 - 485 970 7,150,857
Main Terminal (Oregon Market) 23,947 12,169 1,830 37,946 7,150,857
Total - Pre Security 24,432 12,169 2,315 38,916 7,150,857
Grand Total 50,953 17,546 8,410 76,909 7,150,857

Source: LeighFisher. Data from Airport Revenue News Fact Book 2009 (Airport Revenue News 2009).

Copyright National Academy of Sciences. All rights reserved.
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Brewery, and local retail brands. Locally based national brands, such as Nike, Norm Thompson,
and Columbia sportswear, are prominent.

Concession design is coordinated with design of the surrounding terminal areas to create a cohe-
sive and inviting visual appearance. Stores are clustered in strategic locations to maximize conven-
ience to the travelling public and maximize sales.

Strong customer service is a key ingredient of the PDX commercial strategy. PDX conducts sur-
veys at regular intervals to gauge the needs of customers and evaluate performance. As an example,
the Port of Portland’s Summer 2008 Publication Portside states that “the average PDX visitor flies
four times a year, spends 100 minutes in the terminal, has a strong preference for local products, val-
ues a quick purchase, and cares about pricing” (Port of Portland 2008, p. 2). This type of informa-
tion is used by PDX in determining how to structure its concession program and in tenant selection.

All airport shops and restaurants must comply with the airport’s “street retail pricing policy”
whereby prices charged to the customers must be no greater than prices for similar products at des-
ignated off-airport locations. This provides value and pricing consistency to concession customers
at PDX. Wi-Fi access throughout most of the airport is free.

PDX operates its concessions under a “direct leasing” strategy whereby the airport contracts
directly with a variety of concessionaires. PDX made the commitment to invest the extra staff time
and energy associated with the direct leasing approach with the expectation that it would provide
the airport with a greater degree of control over the concession program and produce optimum
results. This approach has worked well as evidenced by the high sales numbers and consistent acco-
lades from customers and the industry.

The success of PDX’s commercial strategy is exemplified in its ranking by Condé Nast Traveler
magazine as the Best Domestic Airport in four of the last five years (Baskas 2010).

14.4.8 Unique Concessions and Innovations

PDX is one of the few U.S. airports that has successfully implemented strong pre-security con-
cessions program. Oregon Market, located after the ticket counters, hosts a strong set of conces-
sion concepts and is accessible to travelers, employees, meeters and greeters, well-wishers, and
others visiting the airport.

Spring Fling, Summer Splash, and Holiday Take Flight promotional events occur during the
busiest travel periods annually. These events include sidewalk sales, product samplings, and other
special events. Colorful signs and displays are used in the terminal to promote the events. Draw-
ings for airline tickets are a featured part of these marketing events.

PDX is an airport leader in sustainability. PDX has solar panels on the terminal roof providing
power to the Nike store; free compostable “shop, dine, and fly” shopping bags; and an extensive
program to turn food waste into compost for beneficial use. PDX’s commitment to the environ-
ment is exemplified by its receipt of ACI-NA’s 2010 Outreach, Education, and Community
Involvement Award for its Airport Futures Project under which the Port of Portland, the City of
Portland, and the Portland-Vancouver communities worked together to create a long-term airport
master plan and city-use plan for PDX that incorporates community values and integrates sustain-
ability principles.

14.5 Amsterdam Schiphol International Airport

Amsterdam Schiphol Airport (AMS) is the fourth busiest airport in Europe and one of two
hubs for KLM/Air France. AMS has been aggressive in developing its concessions for decades,


http://www.nap.edu/13326

Resource Manual for Airport In-Terminal Concessions

Case Studies 237

long before the commercialization trend began in the late 1980s, using a single terminal, pier/
finger concept to encourage transfer passengers and to create a major tax and duty free shopping
opportunity.

14.5.1 Ownership/Governance

Amsterdam Schiphol Airport (AMS) is owned and operated as a subsidiary of the Schiphol
Group, which also operates other commercial airports in the Netherlands including Rotterdam the
Hague Airport, Lelystad Airport, and Eindhoven Airport. AMS is run as an independent commer-
cial company. Plans to privatize the airport were abandoned in 2007.

Schiphol Group is owned by the Kingdom of the Netherlands (70%), the Municipality of Ams-
terdam (20%), Aéroports de Paris (8%), and the Municipality of Rotterdam (2%). Schiphol Group
has a corresponding 8% interest in Aéroports de Paris, with which it established a strategic alliance
after the merger of Air France and KLM airlines. Schiphol Group is overseen by a Supervisory
Board and managed by a senior management team that includes a Chief Executive Officer, a Chief
Operating Officer, a Chief Financial Officer, and a Chief Commercial Officer, who oversees the
consumer (retail) and real estate business areas.

Schiphol Group also has ownership stakes in Terminal 4 at New York’s John F. Kennedy Air-
port (40%) and Brisbane (Australia) Airport (18.7%) and interests in various cargo, logistics, and
real estate and development companies.

14.5.2 Traffic Overview

AMS handled 43.5 million passengers in 2009. It is the fifth busiest airport in Europe and
served 284 destinations in 93 countries and 92 scheduled airlines.

The top European and intercontinental destinations are shown in Table 14-13.

14.5.3 Passenger and Market Characteristics
Passengers’ reasons for travel are a mix of leisure and business travel, as shown in Figure 14-11.

The nationalities of its passengers reflects AMS’s role as a connecting airport that draws from the
surrounding region, as shown in Figure 14-12. Only 33% of passengers are from The Netherlands.

The average departing passenger spends more than 2 hours (140 minutes) at the airport, includ-
ing 27 minutes in the landside area, 57 minutes in the departures area, and 56 minutes at the depar-
ture gate. Passengers are 61% male and 39% female.

Table 14-13. Top 10
destinations (Amsterdam
Schiphol Airport).

Europe Intercontinental
1 London Detroit
2 Barcelona New York
3 Paris Minneapolis
4 Madrid Hong Kong
5 Copenhagen Bangkok
6 Rome Curacao
7 Munich Nairobi
8 Zurich Singapore
9 Frankfurt Toronto
10 Milan Kuala Lumpur

Copyright National Academy of Sciences. All rights reserved.
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Review 2009 (Amsterdam Airport Schipol 2010). Airport Schipol 2010).
Figure 14-11. Reason for travel Figure 14-12. Nationality of passengers
(Amsterdam Schiphol Airport). (Amsterdam Schiphol Airport).

14.5.4 Estimated Sales and Revenue

As is the practice of most corporatized or privatized airports in the European Union, the air-
port does not disclose concession sales and revenue data. However, the duty and tax free
See/Buy/Fly shops in the post-security area had estimated sales of $475 million and average
sales per departing international passenger of $21.79, according to the 2010/2011 Duty Free and
Travel Retail Database and Directory (Duty Free News International 2011). The airport earned
net revenue of $79 million on these sales or $7.35 per departing international passenger. Until
2007, KLM operated the duty free shops, except for the perfume and cosmetics category. In 2007,
the airport took over operation of the majority of duty free shops from KLM, which increased
net revenue by $93 million, according to the airport.

14.5.5 Concessions

The pre-security Schiphol Plaza area has a total of 42 shops and 24 food and beverage outlets. In
the post-security area, there are 79 shops and 52 food and beverage outlets.

Duty free shops are Schiphol Airport Retail and Kappé (perfumes & cosmetics).

Food and Beverage concessionaires are HMS Host (61 units) including Bubbles Seafood & Wine
Bar, Burger King, Café Amsterdam, Café Chocolat, Café Ellipse, Café Rembrandt, Constellation
Bar, Food Village, GrabandFly, Grand Café Het Paleis, Haagen Dazs, Juggle Juice Bar, Multivlaai,
Per Tutti, Murphy’s Irish Pub, Nautilus Café, Network Bar, Restaurant in de Bonte Koe, Shirasagi,
Starbucks, Sushi Bar, Sports Café, and Vlaamse Frites.

Retail concessionaires include AKO, America Today, Aviflora, BLOEM, Capi, Crocs, Expo,
Fleurtiek, Global Brands, Gassan Plaza, H&M, Hema, Leonidas, Lindessa, Mexx, Nike, Salotto,
Sissy Boy Homeland!, Suitsupply, The Body Shop, and Wonder Woman.

14.5.6 Terminal Configuration

The terminal was developed to support the KLM route network and facilitate transfer traffic. Met-
ropolitan Amsterdam has a population of only about 2.2 million, and The Netherlands has a pop-

Copyright National Academy of Sciences. All rights reserved.
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Figure 14-13. Terminal configuration
(Amsterdam Schiphol Airport).

ulation of only 16.5 million. Therefore, there is not a connecting network of domestic routes. The
airport adheres to a single terminal development philosophy, with all concourses connected to a
main terminal building housing the concession areas. The terminal layout is shown in Figure 14-13.

The airport has over 300,000 square feet of concession space, as shown in Table 14-14. AMS has
an extensive landside retail development called Schiphol Plaza, which serves the large number of
on-airport employees who commute to work, rail passengers, meeters and greeters, farewellers, and
others. There are several office commercial office buildings in the terminal area that contribute to
the demand.

14.5.7 Commercial Strategy

AMS has long been a leader in airport concessions. It was the first airport in mainland Europe
to have duty free shops (Shannon, Ireland, was first in Europe).

The airport competes with nearby regional airports for traffic within Europe and competes with
major European hubs for long-haul international traffic. To encourage transfer traffic, the termi-
nal was designed to allow easy transfers, and the airport was aggressive in developing concessions
that featured attractive pricing. The terminal design features utilitarian concourses connected to a
terminal with a large post-security circulation area that includes an extensive array of shops and
restaurants. The departure gates have secondary baggage drops that allow passengers to check
oversize purchases.

The rail station at the airport has regular service throughout Holland and high-speed rail service
to Rotterdam, Antwerp, Brussels, Paris, Berlin, Hannover, and other cities in the region, which
extends the airport’s air service area. AMS has a sizeable landside program, Schiphol Plaza, target-
ing the large numbers of terminal employees, returning O&D passengers, visitors, rail passengers,

Table 14-14. Concession space.

Concession Percent Space per 1,000
Space (sq ft) Enplanements
Pre-security 194,218 62% 8.9
Post-security 118,360 38% 5.4
312,578 100% 14.3

Source: Schiphol Group 2010.

Copyright National Academy of Sciences. All rights reserved.
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and employees working in the terminal and adjacent landside commercial office buildings. The
airport is exempt from restrictions on local shop hours.

The post-security duty and tax free shops are branded See/Buy/Fly with a distinctive blue logo
on a bright yellow background. AMS has resisted the trend of branding airside shops. Like a depart-
ment store, the airport shops are mostly generic shops selling a category such as “electronics” or
“fashion.” However, the airport is expected to add some branded shops in the future. Many of the
shops in Schiphol Plaza are branded, including H&M, Esprit, Nike, The Body Shop, and Mexx.

Food and beverage shops are distributed around the terminal, but most of the larger units are
located on a mezzanine level. This preserves valuable departures-level space for more lucrative duty
free and retail concessions.

14.5.8 Unique Concessions and Innovations
Some recent concession innovations at AMS include the following:

¢ A high-end cognac shop, L’Essence de Courvoisier, offering premium cognac. The shop also
has a diamond promotion with a local jeweler.

¢ The opening in two locations in the departures area of Xpress Spa, the U.S. concessionaire.

e 2008 opening of Vizzit and since then opening of several Vizzit shops in the departures area.
Vizzit is a shop featuring the airport’s best selling products, including liquor, perfume, cos-
metics, souvenirs, snacks, and promotions.

¢ Opening of Jill & James, a landside shop combining a range of services including post office,
drugstore, dry cleaners, shoe repair, clothing alterations, ATM, and employment agency.

e Privium, a membership service offered to frequent flyers that provides expedited security
screening, use of business class check-in counters, iris screening and expedited international
arrivals inspection, use of a dedicated lounge, and shopping discounts at duty free and other
retail shops, with special discounts and promotions for members.

¢ The Holland Casino, located post-security, and open to passengers over 18 with a boarding
pass. Lockers are provided for hand baggage.

One innovation is Schiphol Group’s development of a proprietary quality-of-service monitor-
ing system called Airport I.Q. Monitor, a tool for measuring customer satisfaction. The airport con-
ducts in-person interviews of departing and arriving passengers several times each year during
peak, low, and shoulder seasons. The sample size takes into account all of the major airport user
groups. Airport [.Q. Monitor is used to monitor a full range of airport-provided and contract ser-
vices, including concessions, and this monitoring can in some cases result in incentive payments
to or penalties for concessionaires.

Another innovation is the inclusion in the terminal of an art museum affiliated with the Ams-
terdam Rijksmuseum, which features rotating exhibits of Dutch masters’ paintings.

14.6 Seoul Incheon International Airport

Incheon International Airport (ICN) is the primary international airport serving Seoul and is
the principal international gateway to Korea. The airport has been named “world’s best airport” in
the ACI-World Airport Service Quality survey for the past 5 years (Incheon International Airport
Corporation 2010, p. 13).

ICN is positioning itself to become a connecting hub for North Asia and is developing an exten-
sive route network into China. ICN is highly commercialized and one of the top three airports in
the world in terms of concession sales and revenue, taking full advantage of originating Korean
passengers and their strong appetite for duty free products.
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Figure 14-14. Destinations by world
region 2009 (Seoul Incheon International
Airport).

14.6.1 Ownership/Governance

ICN is owned and operated by Incheon International Airport Corporation (IIAC), which is
wholly owned by the government. The government has plans to sell up to a 49% share to a strate-
gic investor that can help it accomplish its ambitious plan to grow connecting air service. Passen-
ger destinations by world region are shown in Figure 14-14.

14.6.2 Traffic Overview

ICN handles 72% of Korea’s total inbound and outbound passengers. The airport opened in
2001 as the primary international airport serving Seoul. International airline operations were trans-
ferred from Kimpo Airport (SEL) to ICN upon opening, and SEL became a domestic airport. SEL
today has a small number of short-haul international flights, mainly to Japan, while ICN handles
a small number of domestic flights that account for less than 2% of total passengers.

In 2010, the airport was expected to handle an estimated 30 million annual passengers. ICN hosts
70 airlines serving 170 destinations in 60 countries. The airport serves more than 38 cities in China
and 26 cities in Japan. According to reports, ICN serves more cities in Japan than Narita airport
and more cities in China than Hong Kong airport.

14.6.3 Passenger and Market Characteristics

A research study shows that 82% of South Korean passengers make a purchase in one or more
duty free shops. ICN competes with several large department stores in Seoul that can sell merchan-
dise duty and tax free for pickup at the airport without charge. The airport has about a 50% mar-
ket share of total duty free sales.

14.6.4 Estimated Sales and Revenue

Estimated sales and revenue are estimated to be $945 million in duty free, $80 million in retail,
and $70 million in food and beverage. Estimated sales per enplaned passenger are $68 in duty free,
$5 to $6 in food and beverage, and $5 to $6 in other retail.

Copyright National Academy of Sciences. All rights reserved.
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14.6.5 Concessions

There are 70 food and beverage outlets, including Bennigan’s, Burger King, KFC, Subway,
Bohemian Kitchen, Dunkin Donuts, Doughnut Plan NYC, Hoa Binh, McDonald’s, Hotdog
On, Shanghaideli, and Kraze Burger’s. These outlets include a number of Korean restaurants as
well: Bon Bibimbap, Jeontong Tukpegi, Biwon, Gayageum, Jayeon, and Mr. Kim among others.
Specialty coffee includes Starbucks, Coffee Bean & Tea Leaf, Caribou, and Nescafe among others.

There are three duty free concessionaires—Schilla Duty Free, Lotte Duty Free, and the Korean
National Tourism Organization. The three concessionaires operate category shops featuring the
major categories (tobacco, liquor, perfumes and cosmetics, and electronics) as well as fashion bou-
tiques including Bally, Cartier, MaxMara, Coach, Gucci, Celine, Bvlgari, Hermes, Fendi, Dior,
Armani, Salvatore Ferragamo, Prada, Furla, MCM, and Chanel.

The specialty retail program is primarily in the landside area and includes The Face Shop, VOV,
Missha, Skin Food, Etude House, Aritaum, The Olive Young, and GS Books.

Services include baby care lounges for children under 3 years of age and their guardians with
nursing rooms, diaper-changing stations, reclining chairs, washstands, and water filters; an opti-
cian; laundry and dry cleaning; a medical center; pharmacies (airside and landside); a hair salon
(Sergio Bossi); baggage storage; and mobile phone rental.

14.6.6 Terminal Configuration

The passenger terminal building includes 50 frontal gates and two concourses totaling 24 gates,
which are used by Asiana and Korean Air. Ticketing areas are clustered by airline alliances, with
Korean Air and Asiana occupying spaces near the center of the terminal. In 2008, a remote 28-gate
satellite was opened that handles all other international airlines. Passengers reach Concourse B by
an underground train, which is accessed at the center of the post-security side of the terminal build-
ing. The passenger flows through security to the train station expose passengers to a large cluster
of luxury boutiques in the main terminal, plus a large concession program in the remote concourse.
The terminal configuration is shown in Figure 14-15.

Concessions are located on multiple levels. In the public areas of the terminal building, Level 1B
has space for concessions and services geared towards the employee market and visitors using the
parking structure. Level 1F is the arrivals level and includes convenience retail and food and bev-
erage and services including hotel counters, mobile phone rentals, and ground transportation.
Level 3 is the public departures area and features an array of quick-serve food and specialty coffee
units and some convenience and specialty retail.

All post-security concessions are on Level 3 or Level 4. The Level 4 landside area overlooks the
ticketing area and includes an array of formal restaurants and bars and cafes, as well as observation
spaces, a bookstore, and some quick-serve units. The post-security area on Level 3 has 66 duty free
shops in 172,160 square feet of space.

Opverall, the airport has more than 300,000 square feet of concession space spread over four lev-
els, or about 20 square foot per 1,000 enplaning passengers. This space ratio is more than twice that
of the average U.S. large hub airport terminal.

14.6.7 Commercial Strategy

Experience at SEL airport and the historically high duty free sales at major department stores
demonstrated that there could be considerable demand for duty free and other concessions in the
new airport. Existing demand combined with rapid growth of gross domestic product and dis-
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Source: www.airport.kr (As of October 12, 2010).

Figure 14-15. Terminal layout (Seoul Incheon
International Airport).

posable income resulted in forecasts of high concession sales. Therefore, concession planning was
an integral part of the planning of the new airport’s terminal.

ICN has kept up with rapid passenger growth by developing capacity in advance of when it is
needed and paying meticulous attention to the details of the passenger experience. The airport
company has also added concession space where possible to keep up with demand. A future ter-
minal expansion is planned that will bump out the terminal to create even larger concession areas
in the post-security areas of the terminal.

The airport company has also developed the terminal complex to match airlines and passen-
gers with concessions. Korean passengers and other international passengers have different buy-
ing and brand preferences. The two Korean carriers, Korean Air and Asiana, each use departure
gates on one side of the main terminal, while foreign airlines use remote Concourse B. This
allows for developing concessions that are geared towards the passenger mix in each area.

China is expected to become an increasingly important passenger segment. ICN has 20 routes
to cities within China, and spending by Chinese nationals has been steadily increasing as both traf-
fic and the middle class in China continues to grow.

14.6.8 Unique Concessions and Innovations

When ICN remodeled and expanded its concessions, the airport company made a major effort
to create a superior experience for connecting passengers, who are at the heart of IAC’s long-term
strategic plan. Amenities for connecting passengers include the following:

e Internet loungeslocated on the mezzanine and post-security that include small cafes, wireless,
and sponsored computer terminals. Fax, scanning, and business services are also available.

Copyright National Academy of Sciences. All rights reserved.
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e AnIT experience center sponsored by SK Telecom that provides high-speed access and includes
displays of current and future mobile information technology.

e Airstar Terrace, an area on the terminal mezzanine with views of the airfield and terminal apron.
Designed to serve long-dwell-time connecting passengers, the Airstar Terrace includes a book
café offering coffee and newsstand items, a free Internet lounge, a juice bar, and a design gallery
featuring local artists.

e The “Spa on Air” sauna, which offers hotel-quality facilities and service and the country’s first
“tub-in-tub” (one bathtub inside another), as well as Thai-style massages. The spa also has meet-
ing rooms, sleeping rooms, and a snack bar.

¢ The Cultural Museum of Korea operated by the National Museum of Korea and located in the
airside Transfer Lounge. The museum houses Korean relics covering 5,000 years.

14.7 Copenhagen Airport
14.7.1 Ownership

Copenhagen Airport (CPH) is principally owned by MAp Airports (54%), formerly Macquarie
Airports and now a separately listed company, and the Government of Denmark (39.2%). No other
shareholder has more than a 5% stake.

14.7.2 Traffic Overview

In 2009, CPH handled 9.7 million enplaned passengers. The airport has a strong catchment area
due to its location in Scandinavia. It is the principal airport serving the city of Copenhagen, which
is the capital of Denmark, with a population of 1.8 million. CPH is also the dominant airport in
Denmark, which has a population of 5.4 million.

The top 10 destinations and top 5 airlines for CPH are shown in Table 14-15.

CPH is a hub for SAS Airlines, a member of Star Alliance. SAS is partially owned by the Govern-
ments of Denmark, Norway, and Sweden. CPH is the busiest airport in the Nordic countries. Con-
necting passengers make up 26% of total passenger traffic. Low-cost airlines have a 14.5% market
share. To attract this business, the airport has developed a terminal with limited amenities and
reduced airline charges.

CPH was a strategic investor in and technical advisor to Mexico’s Southeast Group of airports
and sold its stake in 2010.

Table 14-15. Top 10 destinations and top 5
airlines (Copenhagen Airport).

Top Destinations Top 5 Airlines
1 London 1 SAS
2 Oslo 2 Norwegian
3 Stockholm 3 Cimber Sterling
4 Aalborg 4 EasyJet
5 Amsterdam 5 KLM
6 Paris
7 Helsinki
8 Frankfurt
9 Zurich
10 Brussels

Copyright National Academy of Sciences. All rights reserved.
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Table 14-16. Reason for travel
(Copenhagen Airport).

Male Female Total
Business 60% 40% 52%
Leisure 38% 58% 48%

14.7.3 Passenger and Market Characteristics

Passengers are 73% O&D and 27% transfer. Of the transfer passengers, 41% are from Sweden,
9% are domestic, and 36% are other international passengers. A breakdown of reasons for travel
by gender is shown on Table 14-16.

More than half of all passengers are destined for European Union countries, followed by
non-EU Europe excluding Sweden and Finland (Norway is not an EU member). Figure 14-16
shows passengers by destination. Figure 14-17 summarizes passengers by nationality.

14.7.4 Sales per Enplaning Passenger

CPH is privately held and does not disclose sales and revenue data. However, the duty free
sales per enplaned passenger are estimated to be around $10.00, with annual sales exceeding
$100 million.

14.7.5 Terminal Configuration

The airport recently consolidated its two main security checkpoints into a single central check-
point and is in the process of adding 50,000 square feet of new concessions space. The new consol-
idated checkpoint feeds all passengers into a new, 28,000 square foot, walk-through duty free shop.
An additional shopping area that includes restaurants, bars, and specialty retail is located at the exit
of the walk-through duty free shop. The terminal layout allows for connections between con-
courses, with passengers flowing through the central terminal shopping area, which is lined with
shops. The terminal configuration is shown in Figure 14-18.

CPH is looking to expand its low-cost airline services and expand passenger volumes. In 2010,
CPH opened a terminal, CPH Go, serving low-cost airlines with airline terminal charges that are
35% less than the existing terminal concourses.

Europe Non-EU
12%

Americas
4%

Africa, EU 2¢%
Asia/Pacific,
Otgi(r)/EU Middle East
o 6% Finland 3%
Sweden

8%

Norway
12%

Case Studies

Europe Non-EU

4%

Americas 5%

Africa,
Asia/Pacific,
Middle East
2%

Finland
4%
Source: Copenhagen Airports A/S 2010.

Figure 14-16. Passengers by destination
(Copenhagen Airport).

Sweden 129 Denmark 36%

Source: Copenhagen Airports A/S 2010.

Figure 14-17. Passengers by nationality
(Copenhagen Airport).

Copyright National Academy of Sciences. All rights reserved.
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Source: CPH.dk (As of October 12, 2010).

Figure 14-18. Terminal layout (Copenhagen Airport).

14.7.6 Commercial Strategy

CPH is well positioned in terms of facilities, location, and airline service to act as a hub for much
of Scandinavia. The high VAT rates and duties on luxury goods provide a strong opportunity for
the airport and its duty free and tax free shops for passengers embarking on international flights.
VAT rates in Denmark are 25% (meaning VAT comprises 20% of the cost of most items). Other
countries in the region have similar high tax rates.

The airport company has developed a shopping street reminiscent of the Straget, the city’s
famous pedestrian shopping street. Denmark is known for Scandinavian design, and the airport
shops include well-known Danish designers including Georg Jensen and Royal Copenhagen.

The airport recently opened a tax free arrivals shop where passengers can buy a range of per-
fume, cosmetics, chocolate, beer, and wine at the same price as in the departure shops. The airport
and the duty free operator absorb the taxes to make this offer attractive. The arrivals shop is also
promoted as reducing passengers’ carbon footprint, as the passenger does not have to take the
added weight on his or her trip.

14.7.7 Concessions

There are 10 duty and tax free shops, 71 specialty shops, and 17 restaurants and bars, with a total
of 106,000 square feet (10.7 square feet per 1,000 enplaned passengers). The airport is developing
a new consolidated security checkpoint that will feed a 17,000 square foot, flow-through duty free
shop, which will exit into the current terminal concession mall. A total of 50,000 square feet of space
is planned or in development. After expansion, the airport will have 15.8 square feet per 1,000
enplaned passengers at current traffic levels.

Food and operators are SSP and HMS Host. Concepts include Baresso Coffee, Burger King,
Caffé Ritazza, Ciao, Eyecon Restaurant and Bar, Joe & The Juice, Kitchen & Co., Kobenhavn,
McDonalds, and Starbucks.

The duty free operator is Geber Heinemann. Other retailers include Georg Jensen, Royal Copen-
hagen, Aigner, AK Kaufmann, Bvlgari, Burberry, Caviar House, Ecco, Gant, Gucci, Hermes, Hugo
Boss, Ilhums Bolighus, Lego, Lisbeth Dahl, Montblanc, Porsche Design, Ralph Lauren, Sand, Tie
Rack, Tumi, Versace, and WHSmith.

Copyright National Academy of Sciences. All rights reserved.
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Services include an in-terminal Hilton Hotel, meeting facilities, banks, travel agency, pay
passenger lounges, children’s play area, and currency exchange.

14.7.8 Unique Concessions and Innovations
Some of CPH’s unique concessions and innovations are the following:

e Duty free shopping at least 24 hours in advance of flight. Merchandise is then ready for pick
up at counters in one of the five duty free shops

¢ A Tax-Free Club offering regular discounts on merchandise

e Price guarantee to beat department stores by 20%

e A women-only cocktail lounge, planned as a refuge for single women business travelers

¢ An iPhone app showing arrivals, departures, shops and restaurants, and special promotions

Case Studies
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Glossary

ACDBE. Airport Concessions Disadvantaged Business Enterprise as defined in 49 CFR Part 23.

Airside. With respect to concessions, the post-security area of a terminal that is beyond the
security checkpoint. Otherwise, the areas at the airport beyond security including terminal
aprons and airfield.

ARN. Airport Revenue News.

Bar/lounge. Concession primarily offering alcoholic and non-alcoholic beverages with a lim-
ited food menu.

Café. Limited-service restaurant offering light meals, coffee, and other alcoholic and nonalco-
holic beverages covering all parts of the day.

CAM Fees. Common-area maintenance fees paid to the airport or to another concessionaire
as reimbursement for the maintenance of common (shared) areas, such as food courts.

Casual dining restaurant with bar. Restaurant offering hot meals and full bar service, usually
with table service and wait staff. Can also apply to a restaurant with limited table service, where
orders are placed at a counter and food is delivered to the table.

CATS reports. FAA Compliance Activity Tracking System reports filed by all U.S. airports
each year.

Connecting passenger. Passenger who arrives on one flight and continues his or her trip on
another flight without leaving the terminal.

Convenience retail. Traditional airport retail concepts providing traditional airport merchan-
dise such as reading matter, candy and mints, snacks, and health and beauty aids. Convenience
retail includes newsstands, news/gift shops, and newer hybrid retail concessions such as
news/bookstores, news/coffee shops, and travel marts.

Direct leasing. Concession management approach where the airport leases out concession
space to multiple concessionaires.

Duty free. Retail shops offering merchandise that is free of import duties, excise taxes, and
local and state sales taxes. By law, sales are limited to departing international passengers.

Dwell time. Average time in minutes that a passenger spends in the terminal building or part
of the terminal building. For example, one airport terminal had an average dwell time of 90 min-
utes, including 20 minutes in the pre-security area and 70 minutes in the post-security area.

Effective rent. Average percentage rent, calculated by dividing revenue (paid to the airport)
by sales (earned by the concessionaire) for a period.
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FAA. Federal Aviation Administration, an agency of the U.S. Department of Transportation.

Focus group. A small number of people brought together with a moderator to discuss a spe-
cific issue, product, or topic.

Good faith efforts. Efforts to achieve an ACDBE goal or other requirement of 49 CFR Part 23
that, by their scope, intensity, and appropriateness to the objective, can reasonably be expected
to meet the program requirement.

In-terminal advertising. Display advertising within the terminal building using a variety of
media, including banners, wall posters, back-lighted wall displays or dioramas, wall wraps, prod-
uct displays, and digital screens. Also includes non-traditional advertising such as sponsorships,
advertising on loading bridge exteriors, in-holdroom televisions, in-terminal radio stations, and
Wi-Fi access portals.

Labor peace. Concession agreement provisions typically requiring proposers to reach prior
agreement with relevant labor organizations so that, if selected, there will be no interruption of
service during the term of the agreement.

Landside. Pre-security areas of the terminal building that are accessible by the general public
without passing through security inspection.

Leasing manager. Third-party contractor paid a fee by the airport to market, select, and nego-
tiate with concession tenants for the airport. Fee managers do not operate any concession spaces
and, unlike developers, do not make capital investment in the terminal building.

LEED. Leadership in Energy and Environmental Design, a set of environmental building cer-
tification standards.

Living wage. A wage rate set by some cities and counties that is higher than the federal or state
minimum wage and is intended to approximate the actual minimum cost of living in a jurisdic-
tion. Where enacted by an airport sponsor, living wage rates will apply to concessionaires and
others that do business with the airport.

Local brand. A local business with a recognized name and a favorable reputation in the local
community.

MAG or minimum annual guarantee. Minimum yearly amount of rent to be paid to the air-
port by a concessionaire or, in some cases, a developer.

Market segmentation. Process of defining and subdividing a large homogeneous market into
clearly identifiable segments having similar needs, wants, or demand characteristics.

Master concessionaire. Single concessionaire operating all of the concession space in a cate-
gory or all of the space in multiple categories.

Meeters and greeters. Individuals who go to the airport to meet and greet arriving passengers.

MMG or minimum monthly guarantee. Minimum amount of rent to be paid by a conces-
sionaire to the airport each month.

National brand. Business that operates a business in most parts of the United States and has
established a favorable reputation.

O&D passenger. Origin and destination passenger, one who either begins or ends his or her
trip at the airport. Differs from a connecting passenger.

Part 23. 49 Code of Federal Regulations Part 23, pertaining to airport concession disadvan-
taged business enterprises.
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Prime concessionaire. A single firm operating approximately one-half or more of the conces-
sion space in a category of concession, such as food and beverage or retail. There are usually no
more than two prime concessionaires operating in a single category.

Productivity factor. Standard measure used to determine supportable concession space at an
airport. It is typically measured as the sales per square foot for each concession category that will
provide a minimum but reasonable return for both the airport and the concessionaire.

Quick-serve. Food served over the counter, often made to order. Includes fast food, most food
court units, grab-and-go, and most other self-service concession units.

Regional brand. Business that operates units in a defined region around the airport.

Revenue. As used in this resource manual, the amounts paid by concessionaires to the airport.
(The term “sales” refers to the gross income of the concessionaires.)

RFP or request for proposals. Competitive solicitation approach whereby criteria are estab-
lished and proposals are evaluated against the criteria, with the proposal receiving the highest
score declared the winner.

RMU or retail merchandise unit. Small, self-contained retail merchandise unit such as a cart
or kiosk.

Sales. Gross income of the concessionaire.

Sales per enplaned passenger. Average amount spent by one departing (enplaning) passen-
ger. Also referred to as passenger spend rate (PSR).

SBA. Small Business Administration, an independent agency of the U.S. federal government.

Sense of place. Intrinsic characteristics that communicate an airport’s distinctiveness and
location. Theming of an airport’s concession program contributes to the creation of a sense of
place.

SOQ or statement of qualifications. Solicitation process whereby firms must provide evi-
dence of a certain level of qualification in order to be able to participate in a subsequent solici-
tation process.

Space per 1,000 enplanements. Standard metric used to plan and evaluate the amount of
space allocated to a concession program.

Specialty coffee. Concession unit featuring premium coffee and espresso-based drinks and
may generally sell teas, juices, pastries, and prepackaged salads and sandwiches, depending on
the terms of the concession agreement.

Specialty entertainment. In-terminal entertainment services such as virtual reality, simula-
tors, game rooms, casinos, mini-golf, and indoor driving ranges and other diversions.

Specialty retail. A retail shop offering a specialized line of merchandise such as jewelry, leather
goods, personal care products, children’s clothing, toys, candy/chocolates, or other merchan-
dise. Excludes the convenience retail category.

Spend rate. Average amount spent by a departing passenger; the standard metric used to com-
pare sales at different airports, different terminals, different locations within terminals, and dif-
ferent concessionaires.

Street pricing. When set by the airport, a policy requiring concessionaires to price goods and
services at levels no greater than the prices for similar goods and services outside the airport.
When set by a concessionaire or a developer, a strategy for encouraging sales.
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Supportable concession space. Theoretical maximum amount of concession space in an air-
port that can be commercially supported and that is commercially viable for concession tenants.

Third-party developer. Company that subleases most or all of the concession space at an air-
port and, in turn, subleases to concessionaires on behalf of the airport. Revenue is shared
between the Third-Party Developer and the airport operator.

TSA. Transportation Security Administration, an agency of the U.S. Government responsible
for airport security inspection.

U.S. DOT. United States Department of Transportation.

Well-wishers. Individuals who accompany originating departing passengers into the termi-
nal to see them off.

Worker retention. Program, policy, or requirement to consider hiring the employees of the
outgoing concessionaire. Worker retention programs can range from voluntary efforts such as
job fairs, to mandatory contractual requirements.
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AAAE
AASHO
AASHTO
ACI-NA
ACRP
ADA
APTA
ASCE
ASME
ASTM
ATA
ATA
CTAA
CTBSSP
DHS
DOE
EPA
FAA
FHWA
FMCSA
FRA
FTA
HMCRP
IEEE
ISTEA
ITE
NASA
NASAO
NCFRP
NCHRP
NHTSA
NTSB
PHMSA
RITA
SAE
SAFETEA-LU

TCRP
TEA-21
TRB
TSA
US.DOT

Abbreviations and acronyms used without definitions in TRB publications:

American Association of Airport Executives
American Association of State Highway Officials
American Association of State Highway and Transportation Officials
Airports Council International-North America
Airport Cooperative Research Program

Americans with Disabilities Act

American Public Transportation Association
American Society of Civil Engineers

American Society of Mechanical Engineers

American Society for Testing and Materials

Air Transport Association

American Trucking Associations

Community Transportation Association of America
Commercial Truck and Bus Safety Synthesis Program
Department of Homeland Security

Department of Energy

Environmental Protection Agency

Federal Aviation Administration

Federal Highway Administration

Federal Motor Carrier Safety Administration

Federal Railroad Administration

Federal Transit Administration

Hazardous Materials Cooperative Research Program
Institute of Electrical and Electronics Engineers
Intermodal Surface Transportation Efficiency Act of 1991
Institute of Transportation Engineers

National Aeronautics and Space Administration
National Association of State Aviation Officials
National Cooperative Freight Research Program
National Cooperative Highway Research Program
National Highway Traffic Safety Administration
National Transportation Safety Board

Pipeline and Hazardous Materials Safety Administration
Research and Innovative Technology Administration
Society of Automotive Engineers

Safe, Accountable, Flexible, Efficient Transportation Equity Act:
A Legacy for Users (2005)

Transit Cooperative Research Program
Transportation Equity Act for the 21st Century (1998)
Transportation Research Board

Transportation Security Administration

United States Department of Transportation

Copyright National Academy of Sciences. All rights reserved.
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