BAA STANSTED – BRIEFING NOTE

A) Financials

· Stansted earned £45.0m operating profit (i.e. profit before interest charges and tax) in 2004/05 which equated to a 3.9% return on its net assets of £1,140.7 million. Stansted is still carrying accumulated losses of £98m reflecting the historic lack of profitability on past investments.1
· Stansted operating profit per passenger of £2.12 in 2004/05 was less than half the BAA average,
once again placing Stansted at the bottom of the BAA profitability league table. 2


	Airport
	Operating

profit (£m)
	Passengers handled (M)
	Operating profit
per passenger (£)

	Heathrow
	407
	67.7
	6.02

	Gatwick
	116
	32.0
	3.62

	Stansted
	45
	21.2
	2.12

	Glasgow
	25
	  8.6
	2.91

	Edinburgh
	29
	  8.0
	3.63

	Aberdeen
	10
	  2.7
	3.70

	Southampton
	7
	  1.5
	4.66

	Total
	639
	120.8
	5.29




Source:  Financial accounts for the year ended 31 March 2005 for Heathrow Airport Ltd, 

Gatwick Airport Ltd, Stansted Airport Ltd and BAA plc (pre-exceptionals).

· Stansted has not earned a commercial profit (i.e. sufficient to cover its cost of capital) in any year since its 1987 privatisation.  To quote from Professor David Starkie’s report on ‘The Economics of Stansted Airport’:  “No normal commercial company could have existed for so long and sustained such financial losses; it would have been either closed down completely, or re-structured as a smaller but financially sustainable operation.” 3


· Historically, Stansted has relied upon cross-subsidy from Heathrow and Gatwick but in February 2003 the regulator (the CAA) ruled that cross-subsidisation must end.4  BAA is pressing for a reversal of this ruling because it calculates that building a second Stansted runway within the next ten years would only be commercially viable if cross-subsidised by Heathrow and Gatwick users.5 
· There is another form of cross-subsidy at Stansted: the actual airport operation is loss-making – to the tune of £1.12 per passenger – but car parking, shops and other retailing/commercial activities earn £3.24 per passenger, thus producing net operating profit of £2.12 per passenger.1
· The estimated cost of developing a second Stansted runway is £4.0bn.6  Even if this were to be phased over a number of years, Stansted airport charges would need to increase from £2.94 per passenger in 2004/5 to £10 to £12 per passenger by 2015 (before even allowing for inflation) for BAA to earn an adequate return on the investment.  This would make Stansted charges more expensive than Heathrow which helps explain Ryanair and Easyjet's very public protestations. 
· Stansted airport charges are currently the second lowest amongst the UK’s 16 main airports – a key attraction for low cost-carriers.  Only Liverpool John Lennon Airport has lower charges.7 


· Stansted accounts for less than 7% of BAA's profits whilst Heathrow earns over a £1m a day and accounts for 63% of BAA's profits.8
B) Strategic Issues

· The major SERAS consultation conducted by the Department for Transport in 2002 and 2003 set out a development proposal for Stansted as a major international hub to complement Heathrow.  In setting out that vision, DfT proposed that, if a second runway were to be built at Stansted, 40% of Heathrow's scheduled transatlantic and long haul services would be immediately transferred to Stansted so as to seed (i.e. 'kick-start') this new international 'hub'.9
· However, the Government White Paper in December 2003 proposed a very different 'animal' for Stansted.  The hub idea was abandoned in favour of simply allowing Stansted to expand based on an extrapolation of the status quo – i.e. focusing on short haul, point-to point budget air travel.


· Thus the proposal for a second runway as set out in the White Paper is fundamentally different from the proposal that was consulted upon, in two major respects:

1.
As a two-runway international hub, DfT projected that Stansted would provide 56,600 jobs by 2030, rising eventually to 67,000,10 compared to 11,000 today.  BAA now projects 25,000-30,000 jobs for a two-runway airport handling 70-80 million passengers a year. The vast majority (c.93%) of the jobs would be unskilled and low paid.  BAA is already unable to find enough people locally to fill the jobs and is focusing recruitment effort in the poorer boroughs of North and East London.
 
2.
The pressure upon the road/rail infrastructure will be far more intense with a point-to-point airport than in the case of a hub airport like Heathrow where 35% of passengers are on connecting flights and so don't require local road/rail access.  As a result of this, and also because Heathrow is served by London Underground as well as the Heathrow Express, full use of the existing runway at Stansted, if permitted,  would generate almost the same volume of road traffic as Heathrow presently generates. 
C) Traffic Characteristics

· Leisure travel accounted for 82% of Stansted passengers in 2004, with only 18% travelling on  business.  This compares to 36% of Heathrow passengers travelling on business.11


· CAA figures show that Ryanair and Easyjet together account for more than 87% of Stansted passenger throughput.   This is a major deterrent for full-service airlines, such as British Airways, from transferring operations to Stansted.  One major full-service airline described such a prospect as ‘a recipe for commercial suicide' to go head-to-head with the low-cost carriers at Stansted.


· Stansted is becoming less local with 21.7% of its passengers coming from the East of England Region in 2004 compared to 24.3% in 2002.  Essex residents accounted for 8.2% of Stansted passengers last year, Herts 4.4%; Cambs 3.9%; Suffolk 2.4%; Norfolk 1.9% and Beds 0.8%.11

· 2.3m foreign tourists arrived at Stansted in 2004 of whom 1.4m (61%) were destined for London and only 436,000 (19%) for the East of England.  These incoming tourist numbers are greatly out-weighed by UK tourists travelling out from Stansted such that the East of England Region had a tourism deficit of £1.9 billion in 2004.12   Around 180,000 jobs in the East of England, mostly in coastal and rural areas, depend on tourism.  This compares to 11,000 jobs at Stansted Airport.13


· Although often claimed that low-cost air travel particularly benefits the less affluent, the average income of Stansted's passengers in 2004 was £51,074 and 83.3% were ABC1s.  Only 6% of passengers were from social groups D and E, the least affluent 27% of the population.11

Stop Stansted Expansion has taken care to ensure that the information and analysis set out in this document can be supported by reliable source data as at the date below.  This document should not however be relied upon in relation to any investment decisions by individuals or organisations and Stop Stansted Expansion can accept no responsibility for any action taken based on the contents of this document.  		      	                                                 Stop Stansted Expansion, November 2005
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