
County of Santa Clara
Airports Commission

County Government Center − 70 West Hedding Street
San Jose, California 95110. Phone (408) 299−5001. Fax (408) 298−8460

DATE: November 7, 2006

TIME: 6:00 PM

PLACE: Room 157

AGENDA

In compliance with the Americans with Disabilities Act, those requiring accommodations
in this meeting should notify the Clerk of the Board's Office 24 hours prior to the meeting
at (408) 299−5001, or TDD (408) 993−8272.

Special Meeting

1.Call to Order/Roll Call.

2.Public Presentations: This portion of the meeting is reserved for persons desiring to
address the Commission on any matter not on the agenda. Speakers are limited to two
minutes. The law does not permit Commission action or extended discussion of any
item not on the agenda except under special circumstances. All statements that require a
response may be placed on the agenda for the next regular meeting of the Commission.

3.Consider further from the October 3, 2006 meeting (Item No. 6) the draft Palo Alto
Airport Business Plan and staff recommendations.

.

Possible Action:

Forward recommendations to the Board of Supervisors through the Housing, Land Use,
Environment and Transportation Committee.

4.Adjourn to a workshop session.

Workshop Session

5.Consider Director's verbal reports (Honaker)
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A. Airport Projects
a. South County (E16)
b. Reid−Hillview
c. Palo Alto

B. Security Update

C. Update on Master Plans
a. Reid−Hillview
b. Palo Alto
c. E16

D. Noise Program Update

E. Reid−Hillview Joint Community Relations Committee (JCRC)

F. San Martin Planning Advisory Committee

6.Correspondence/ Announcements.

7.Adjourn to the next regular meeting on December 5, 2006 at 6:00 p.m. in Room 157,
County Government Center, 70 West Hedding Street, San Jose.
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County of Santa Clara
Roads & Airports Department
Airports Division

AC RA03 100306 .

Prepared by:.Michael Murdter
Director, Roads & Airports
Department

DATE: October 3, 2006

TO: Airports Commission

FROM:

Michael Murdter
Director, Roads & Airports Department

SUBJECT: Palo Alto Airport Business Plan

RECOMMENDED ACTION

Accept report relating to the draft Palo Alto Airport Business Plan and forward to the
Housing, Land Use, Environment and Transportation (HLUET) Committee with a favorable
recommendation.

FISCAL IMPLICATIONS

.

There are no fiscal implications to the General Fund. Fiscal implications to the Airport
Enterprise Fund are outlined in the draft PAO Business Plan.
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REASONS FOR RECOMMENDATION

The draft PAO Business Plan presents an overview and analysis of the lease between the
County and the City of Palo Alto, the airport's finances including future capital investment
needs and recommended actions in anticipation of the City/County lease expiration in 2017.

.

The fundamental business issue facing the airport is a structural financial problem: operating
costs are rising faster than revenue and additional capital investment in the airport
infrastructure will be necessary, yet future opportunities to generate new sources of revenue
will be extremely limited. If the airport is to avoid generating progressively larger annual
operating deficits, existing revenue streams must be increased to keep pace with operating
expenditures and capital investment.

.

Aside from modest projected increases in Fixed Base Operator (FBO) lease revenue, the only
opportunity to increase existing revenue sources is to raise tiedown rates and/or fuel flowage
fees. Given the opposition to large one−time increases in tiedown rates, staff has projected the
annual increases necessary over the remaining term of the lease that would be necessary to
generate sufficient operating revenue to recover operating expenditures, capital expenditures
and the existing balance of the Outstanding Advance (the difference between the County's
total capital investment in the airport and the net revenue generated over the life of the lease).

.

Assuming current rates of expenditure growth and modest net capital project spending
averaging $50,000 annually, a one−time increase in the fuel flowage fee from 10 cents per
gallon to 20 cents per gallon combined with 8% to 8.5% annual increases in tiedown rates
through 2017 should generate sufficient operating revenue to recover operating expenditures,
capital expenditures and the existing balance of the Outstanding Advance. Implementing
annual increases of this magnitude, which more closely reflect the actual rate of expenditure
growth instead of the broader Consumer Price Index (CPI), will be the key to maintaining the
airport's financial viability.

.

Increasing the fuel flowage fee takes some pressure off tiedown rates. Since all airport users
who buy fuel at the airport would pay the higher fuel flowage fee (including transient aircraft),
this fee increase would be spread over a broader cross−section of airport users compared to
increases in County tiedown rates. The Department was initially reluctant to propose an
increase in the fuel flowage fee due to the current high cost of fuel but the apparent broader

2



appeal of this increase compared to an increase in just tiedown fees warrants reconsideration
of the initial proposal.

.

A ten−cent increase in the fuel flowage fee from $0.10 per gallon to $0.20 per gallon would
generate an additional $60,000 in annual revenue assuming total annual fuel sales of 600,000
gallons. For a typical flight training aircraft that burns 10 to 15 gallons of fuel per hour, the
fee increase equates to a $1.00 − $1.50 increase in the aircraft's hourly operating cost. Typical
hourly rental rates for this type of aircraft (including fuel) are in the neighborhood of $100 −
$150.

.

The annual tiedown rate increases will be adjusted upward or downward based on the airport's
actual financial performance and corresponding adjustments to projected growth rates in
operating and capital expenditures.

.

The ability to implement future fee increases ultimately depends on market forces of supply
and demand. If the market cannot sustain these rate increases in the future and new revenue
sources are not identified, the goal of financial self−sufficiency may become infeasible and
additional subsidies beyond federal and state grants may be required from the airport sponsor.

BACKGROUND

.

The Palo Alto Airport (PAO) Master Plan is part of an update to the 1982 Master Plan for the
three general aviation airports in the County of Santa Clara. However, unlike the other two
airports − Reid Hillview Airport and South County Airport − which are owned and operated
by the County, PAO is owned by the City of Palo Alto but operated by the County pursuant to
a 50−year lease executed in 1967 and expiring in 2017.

.

As the property owner, the City has sole discretion over the future of the airport after
expiration of the lease. The Master Plan is an objective, stand−alone document that recognizes
the City's sovereignty with respect to the airport regardless of whether the County is involved
in its operation after 2017.

.

A companion document to the Palo Alto Airport Master Plan is the Business Plan, which
addresses the County's involvement in the operation of the airport. The Business Plan is a
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separate document because, unlike the Master Plan, it will be acted upon by the County Board
of Supervisors.

ATTACHMENTS

DRAFT − PAO Business Plan• 
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