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Strategic Plan Reference 1.1 – Work to achieve ongoing financial sustainability through 
additional funding sources 
1.8 – To encourage the involvement of other Government 
Agencies to improve linkages between strategic plans 
1.29 – In conjunction with State Government and applicable 
stakeholders identify issues relating to “Access to the Island” 
Ports, Airport & Wharf 
3.15 – Regular review to be conducted on Long Term Financial 
Management Plan for Airport 
4.15 – To manage and maintain Kingscote Aerodrome in a 
sustainable manner which meets the needs of the community 
and industry 

Purpose Update on Airport Upgrade assessment project being 
coordinated between Kangaroo Island Council and Kangaroo 
Island Futures Authority (KIFA) 

Executive Summary To create baseline of knowledge within Council over activities 
associated with the possible upgrade to Kingscote Airport and to 
seek Council ratification for exploratory conversations to 
commence with State and Federal Funding bodies. 

Recommendation 1 That this report is received for information 

Recommendation 2 That Council affirms support for the Kangaroo Island Futures 
Authority Airport Upgrade Funding Project, with the aim of 
producing a funding model that will see the upgrade of 
Kingscote Airport to the identified logical maximum operating 
capability and with the understanding that the full implications of 
capital and operating fund requirements are appreciated and 
taken into consideration within the model. 

Recommendation 3 That Council approves: 
a. That all documentation relating to the above matter be kept 

confidential, pursuant to Section 91 (7) (b) of the said Act. 
b. Further, that pursuant to Section 91 (9) (a) of the said Act, 

that part “a” of this resolution shall cease from 30 June 
2013. 

Discussion 
There are a number of items to comment on within this report: 
 
As discussed at a recent workshop with KIFA and KPMG (KIFA-retained consultants) there has 
been a stream of work over the last six months to get to the point where we now have a much 
clearer understanding of the needs of the airport, the market and the potential for growth, 
competition and the possible costs associated with any upgrade works. 
 
 
 



 
 
This work has been as follows: 
 

1) KIC Modelling study conducted by Pacific Aviation Consulting (PAC) in cooperation with 
KIFA / SA Tourism Commission (SATC) and Dept Planning, Transport & Infrastructure 
(DPTI) – this work identified the potential need for the infrastructure upgrade required at 
Kingscote Airport and the likely timing for that work to be completed. This was 
presented to Council at an Informal Gathering (15 August 2012). 

 
2) This then led to the need for KIC to secure a complete Engineering Assessment of the 

Airport, examining both the current infrastructure and also looking to establish the likely 
costs and potential associated with the four logical levels of service that may be 
considered at this location. This was carried out by Tonkin Consulting (Adelaide) –  

a. Scenario 1 – maintain asset “as is”  
b. Scenario 2 – upgrade to suit 65-75 seat aircraft (Q400 / ATR 72 type) 
c. Scenario 3 – upgrade to suit 85-100 seat aircraft (Code 3C regional jet type  e.g. 

Embraer 170 / Fokker F100) 
d. Scenario 4 -  upgrade to suit 150 seat aircraft (Code 4C jet type  e.g. Boeing 

737-800 / Airbus A320) 
This report established that Scenario 4 was discounted due to a combination of factors 
that would mean that this level of expansion simply was not possible within the current 
location and orientation of the airport. Scenarios 2 and 3 were possible and required 
capital expenditure (CAPEX) of $9.8M and $16.7M each. The general consensus was 
that the incremental cost difference of $7M was such that it would make sense for any 
funding model to be worked out on the assumption that any upgrade was carried out to 
the maximum level possible within the confines of the airport location and orientation. 
This would – in effect – future proof the airport infrastructure. This report was supplied to 
Council in January 2013. 
 

3) Running in parallel to this work, SATC / KIFA / KPMG started developing a model that 
looked at the justification / business case / funding pitch for such an upgrade with a view 
to a State Government-led approach to Federal Government Ministers for funding for 
the upgrade. 

 
4) It has always been understood that there would be lead / lag on the upgrade investment 

generating sufficient passenger throughout to manage the additional (significant) 
operating costs associated with any upgrade to cater for larger aircraft. To this end 
profiling of passenger numbers coupled with an operational expenditure (OPEX) model 
needing to be developed by Council in order that the break-even point was able to be 
identified and the cumulative deficit in operational incomes (OPIN) captured. This work 
has been completed by Council in consultation with KPMG.  

 The OPEX Cash Flows are attached for information. Note that there are two operating 
statements – one that recognises both capital income and asset cost will be recognised 
proportionately over the asset life and the second which excludes both income and 
asset cost to determine the likely operating cash deficit for the purposes of calculating 
likely support required until airport passenger throughput enables self-funding to occur. 

 
The mechanism we can use to manage our capital income and depreciation (asset cost) 
is contained within Council’s Asset & Accounting Policy as follows: 
 
 Large Externally-Funded Capital Projects 
The asset recognition requirement for externally-funded large capital projects, if meeting 
the following specific criteria, will be at cost, where both the capital income and the 
asset cost of the new asset will be recognized proportionally over the economic life of 
the asset. 
The criteria for recognizing such assets will be as follows, namely: 

1. The cost of the new asset will be greater than $1 million, and; 
2. There is a formal funding agreement with the external funds provider such that if 

Council fails to maintain the new asset at an agreed level of service, to be 
reviewed at agreed periods, Council will be obliged to refund any remaining 



 
portion of capital funding to the external funds provider. 

 
5) Exploratory conversations with both potential airlines and Adelaide Airport have been 

held.  
a. Airlines - response from the airlines has been understandably lukewarm – they 

will need to be incentivised to look at Kingscote as a new route – particularly 
from an East-Coast service perspective as they will be wary of the lead / lag 
implications on their operating costs during the phase where passenger numbers 
are building. Incentivising may require additional funds built into a marketing 
budget and mechanisms for specifically driving passengers to their service and 
to Kangaroo Island by air rather than by sea. This is not an unusual approach 
and one that KIFA would certainly be able to assist with in terms of coordinating 
SATC / Other Agencies to work with TKI and other industry players to make this 
happen. There is work still required in this area. 

b. Adelaide Airport – whilst not entirely discounting the possibility that they would 
be interested in talking about Airport Operation etc they made it quite clear that 
they do not see this as their priority at all (Mt Gambier / Port Lincoln stated as 
first targets) and therefore we should proceed on the understanding that Council 
will need to remain the owner and operator of the Airport. This has clarified 
concerns that have been raised in State Government Departments at Ministerial 
level around the question of whether Council should have any responsibility for 
the airport operations – Adelaide Airport’s response now effectively nullifies this 
issue. 

6) The work associated with points 3, 4 & 5 above and the conclusions derived were 
presented to Council at Informal Gathering 6 March 2013. 

 
It should be recognised that without the direct funding support of KIFA the specific work 
commissioned by Council with PAC and Tonkin Consulting (points 1 & 2 above) could not have 
been carried out. SATC has absorbed the costs associated with the work it has contributed 
towards the project and KIFA have then commissioned KPMG, EconSearch and others to pull 
together all of the work into a coherent document. This report and / or ‘funding pitch’ document 
will have the necessary provenance for State / Federal Funding consideration. This is essential 
for this type of project. 
 
The salient points of the reports all come together within the following statements: 
 
The Upgrade of the Kingscote Airport to cater for operating aircraft up to Code 3C type regional 
jets will require a capital investment of $16.7M together with a ten year ongoing funding 
requirement totalling approximately $3.2M. Potentially additional funding may also be needed 
as seed capital to incentivise an airline to initiate a service from the East Coast into the 
upgraded facilities. 
 
The KIFA Board will consider the completed review and potentially recommend that State 
Government approach the Federal Minister’s for Regional Development (Hon Simon Crean), 
Infrastructure (Hon Anthony Albanese) and Tourism (Hon Martin Ferguson) with a request for 
funding that may cover the CAPEX and / or OPEX issues together.  
 
It has been discussed that the OPEX issue may be that could be solved by an additional one-
off CAPEX investment to create an ongoing revenue stream – e.g. an investment in energy 
infrastructure – this may open up other funding opportunities at Federal Level (ARENA & 
Renewable Energy Initiatives etc) which may be attractive in a number of ways - the overall 
funding burden can be further ‘spread out’ across multiple Ministerial portfolios, this form of 
investment has multiple layers of benefit (revenue stream up to / after airport breakeven is 
reached; load mitigation on power network creating capacity for growth in short-term; alignment 
to clean and green ethos for Kangaroo Island etc) – all of which are clearly politically attractive 
at this point in time. This has potential to be a better method of funding from Council’s 
perspective when looking at implications on our Grants Commission Assessment. 
 
An alternate is that there is a State Government commitment to fund an annual revenue 
requirement of some form which we can use to support the operational running costs of the 



 

 
 

Governance Considerations 
(relates to consistent management, cohesive policies, guidance, processes and decision-rights for a given area of 
responsibility) 

Nil at this time. 

Risk Management Considerations 
(identification, assessment, and prioritization of risks (defined as the effect of uncertainty on objectives, whether 
positive or negative) followed by coordinated and economical application of resources to minimize, monitor, and 
control the probability and/or impact of unfortunate events or to maximize the realization of opportunities) 

The decision to proceed with supporting any KIFA Funding bid for the Airport upgrade is not a 
final commitment to the project – it is an expression of support only and once the results of the 
process and the ramifications are understood then Council will be an prime position to agree 
(or otherwise) with any formal offers. It is clearly understood that this is not just about CAPEX 
opportunity but is also about the OPEX “gap” that needs to be supported throughout the lead / 
lag window. It is also recognised that this window has the potential to be shortened 
considerably with proactive marketing support to drive visitors to the Island by air – in just the 
same way as Sealink have managed to do so by sea. This will require an innovative approach 
to the promotion, cross linking and booking of flights, accommodation and holidays to the 
Island. The more that this is embedded in the project the better the opportunity to mitigate risk 
from poor uptake by visitors with ensuing issues around financial performance etc. 

Economic Considerations 
(Assessment of likely financial implications of pursuing a course of action) 

Addressed in the report. 
The focus initially with other airlines will be the “new” route potential from the East Coast – 
particularly given the challenging economics of running larger aircraft over the short ADL-KGC 
route in competition with REX. 

airport. This is generally agreed not to be the most attractive option for State Treasury and, 
dependent on how this is “created”, is not necessarily politically secure given the commitment 
timescale required will cross multiple State Government terms. It may also not be the most 
attractive option from our perspective as it has the potential – as an operating revenue – to 
affect our Grants Commission Assessment although conversely this may well be the 
mechanism for allocating the funds annually – using the provisions that exist in the formula 
(Function 50) to recognise the unique non-residential financial burden incurred by Kangaroo 
Island Council being an Island environment within South Australia. 
 
Whilst any upgrade does have some potentially significant OPEX issues there are some clear 
cost deferrals for Council – a fully-funded CAPEX upgrade would remove the need for any 
major CAPEX considerations from Councils Long Term Financial Plan for at least the next 20 
years – currently there is the potential for a reseal of the existing pavement and apron areas 
within the next 10 years – a potential cost to Council of over $1M. In addition to this, a fully 
funded capital upgrade, with capital income / asset cost recognised across the life of the asset 
has the propensity to reduce the existing depreciation charges of $250K pa. There will 
inevitably be other costs to Council mitigated by this upgrade. There are also the indirect 
benefits to Council of growth in the tourist economy should visitor numbers grow. 
 
The socio-economic benefits of tourism to the Island are being considered as part of the review 
and will form a core part of the funding pitch as the indirect net benefits to the Island have the 
potential to be far greater than the direct net benefits of increased visitation. Work conducted by 
Julian Morrison of Econ Search will be utilised in this Project. 
 
For the KIFA Board to consider making any recommendation to State Government with regards 
to the future of the Airport, it recognises that it needs the support of Council for the upgrade 
proposition and all that it entails – CAPEX / OPEX / Airline incentives etc. KIFA management 
and the Board also appreciate that Council cannot be left with a financially unsound proposition 
as a result of any upgrade and are therefore committed to finding a “complete” solution to the 
challenges. Given that the best possible outcome for Council and the Community is this “joined-
up” approach towards the upgrade it is recommended that Council formally support the 
activities of KIFA in this project moving forward.  
 



 
There is no doubt that as service opening up at Kingscote Airport will inevitably lead to the 
airlines looking at how they can best manage their service provision to the region in as an 
efficient manner as possible and linkages to other regional airports such as Mt Gambier, Port 
Lincoln and Adelaide – currently already serviced by the aircraft types we will enable by 
upgrade – is a foregone conclusion. At this point there will be effective economic competition 
on the “domestic” KGC-ADL route with ensuing savings for the Community and the opportunity 
to drive visitation etc from within the State. 
These considerations – whilst nowhere near guaranteed – will all contribute to the financial 
performance of the Airport in its new form. It will be important for Council to evaluate the least 
cost to operate / most flexible system in the early days to mitigate the inevitably sporadic need 
to service flights that require security and those that do not within the same facilities. We are 
not alone in this challenge with other Regional Airports ahead in the development curve – our 
regional association will allow us to learn from them. 

Social Considerations 
(Assessment of likely impacts with the Community) 

Nil at this time. 
The implications of a derestricted, competitive environment in the RPT sector would be 
beneficial to both Community users and also to those Community businesses servicing the 
tourist market – both directly and indirectly. 

Environmental Considerations 
(Assessment of likely impacts on the environment) 

Nil at this time. 

 


