FINDING
r* A FAIR WAY

\‘ "(\‘ \

FORWARD

it Wil Take Cooperation, Compromise for
Airport Concessions to Weather

As we near month nine since world
travel came to a screeching halt due to
the COVID-19 pandemic, there are
still many uncertainties. “The global
aviation industry has been dealt a hand
never seen before — and few, if any, could
have predicted early on just how long the
downturn would last,” says Carlos Bernal,

CEQ of Areas USA, noting that traffic

the Pandemic Storm

BY SALLY KRAL

has been slowly recovering but most
airports are still seeing an approximately
75 percent decrease in passenger volume
compared to a year ago.

“Now, however, we know recovery is
not a matter of months,” he adds. “Most,
[ think, would agree it will be years
before passenger volumes are back to
pre-pandemic levels.”
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Indeed, true recovery can only occur
when passengers return, which will require
the development and wide distribution of a
vaccine to significantly lower the spread of
COVID-19. Until then, monetary support has
been the main focus, but while airlines and
airports have received aid from the federal
government, airport concessions have been
left out of these funding packages.

“The current landscape of airport
concessions is, to put it bluntly, bleak,” says
Alan Gluck, senior aviation commercial
planner for global consultancy firm ICF.
“While we've observed multiple cases where
sales per enplanement have increased, total
sales have decreased substantially.”

Concessionaires are facing not only the
decline in air travel, but also restaurant
operations changes due to health concerns,
Bernal adds. “The issue, therefore, is what
concessionaires need to survive until
passenger confidence is restored and near-
normal travel patterns resume.”

With no clear end to the pandemic in
sight, concessionaires need top-down
support and they need it immediately. “The
less relief provided by the airport, the more
likely that concession businesses will fail,
if they haven't already,” Gluck says. “The
concessionaires that will do the best in the
future will be those located in airports that
are working with their concessionaires to
find a fair way forward.”

Top-Down Support

Areas USA’s Bernal says that what
restaurant and retail tenants need from
airports first and foremost is waivers of
minimum-annual-guarantee (MAG) rent
and lower percentage rent charges. “Sales
are nowhere near where they need to be to
justify MAG rent,” he notes.

James Obletz, president of the travel
division of Delaware North, agrees. “Our
financial survival will be dependent on
working with airport authorities on rent
relief. Enplanement levels remain at or
below 30 percent of last year. Minimum rent
guarantees weren’t designed to withstand
the current environment. They’re a tool
to foster competition within an airport
among operators, encourage operators to
maximize their capture rate and to share in
aminimal level of downside risk — certainly
not as a way to offload the challenges of an
80 percent drop in enplanements.”

Obletz adds that concessionaires also
need to be afforded the flexibility to adjust
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Alan Gluck, senior aviation
commercial planner for global
consultancy firm ICF, warns that
without substantial leniency

and support from airports, many
concession businesses are
poised to fail, with smaller, local,
minority and ACDBE operators at
the most risk.

their operational footprints, store openings
and hours of operation to align with
passenger volume. “Onerous requirements
will create financial operating losses
that are unsustainable and put too much
financial hardship on the concession
companies,” he says.

Gregg Paradies, president and CEO of
Paradies Lagardere, also points out that
flexibility is key right now. “We need
support developing a proper and viable
business operation, with dining and retail
units reopening according to enplanement
levels — this will help right-size our
programs while still maintaining options
for travelers,” he explains.

In order to support this more adaptable
business model, Steve Johnson, president
and CEO of HMSHost Corp., says that
fees and charges need to be eliminated
for a year, and that it’s also imperative to
delay RFPs and midterm refurbishments to
preserve cash and protect jobs.

Other costs are also under scrutiny.
“Charges for storage and maintenance of
common areas and other charges must be
eliminated until enplanements are back
to 85 percent of 2019 levels,” Bernal says.
“Furthermore, concessionaires must be
able to temporarily close establishments
until business returns without being
penalized and, in worse case scenarios,
close permanently and exit leases without
financial penalties.”

Bernal adds that for those concessionaires
that survive the pandemic, lease terms should
be extended to provide opportunities for
tenants to recoup their capital investments,
and mid-term or other improvement projects
should be delayed until enplanements reach
85 percent of 2019 levels. “Concessionaires
know that this is a lot to ask of our airport
partners, but these are unprecedented times
and without such strong support our ability
to succeed will be in question, especially for
our women- and minority-owned business
partners,” he says. “The painful reality
is that even with relief in the near-term,
some might not make it through 2021, and
those losses will be felt deeply by airport
authorities, the remaining restaurant and
retail tenants and our employees, and the
air travelers who depend on all of us.”

ICF’s Gluck also envisions this
undesirable outcome if airports don’t make
drastic changes to support their concession
businesses. “In many cases, the operators of
concessions - notably smaller, local, minority
and ACDBE operators - will not have been
able to sustain their businesses through
lean times,” he says. “The deferment of rent
may not be any relief if the airport expects
repayment at some specific date, since
nobody has any idea when the pandemic will
end and traffic will return. If an airport has
deferred payments for months — instead of
years — and expects payment of all deferred
amounts shortly after the deferment period
ends, it does not increase the possibility
of business survival. Unless the airport is
working with its vendors, I believe we’ll see
substantial numbers of vacant concession
spaces when traffic returns.”

Group Effort

As the Airport Restaurant & Retail
Association (ARRA) — a group of North
American concessionaires that was formed
earlier this year — pointed out in its July
paper Facing Facts 2: The Survival and
Revival of Airport Shopping and Dining,
“the American aviation system is deeply
intertwined and interdependent.” And as
such, the industry’s survival will depend on
the collaboration and cooperation of every
party involved.

Concessionaires, airports and airlines
have banded together to advocate for
federal financial relief for the entire
industry. Michael Mullaney, executive vice
president of corporate strategy and business
development for Hudson, notes that this



lobbying for government support and funding
must continue as the pandemic goes on.

Pat Murray, executive vice president of
SSP America, feels the same. “We're at
a critical moment as Congress considers
inclusion of our industry in the next
relief bill. To be successful in 2021, which
is going to be a very tough year, we need
every member of the aviation community
to ensure congressional representatives are
kept informed.”

But Murray adds that even with more
federal relief, the speed of recovery may
not be fast enough. “Every component
of the overall aviation ecosystem will be
challenged — we all need to pull together,
work to get support, fight our way through
these challenging times and then work to
build a future that takes a realistic look at a
post-COVID world,” he says.

Susan Stiene, president and CEO of
Optimas Management Group, notes that
while this is undeniably the worst time
in history for all business partners in the
aviation sector, a bright spot has been
the way many airports and concession
operators have come together to support
one another. “Groups like the ARRA and
Airports Council International (ACI)
who are forging relationships to help
each other and work with government to
successfully get through the pandemic in a
safe yet responsible environment will likely
be stronger together and move programs
forward quicker in the future,” she says.

Delaware North’s Obletz says that the
majority of airports — though not all —

Susan Stiene, president and

CEO of Optimas Management
Group, notes that while this is an
undeniably terrible time for the
entire aviation industry, the way
that many airports and concession
operators have come together

to support one another has been
promising and will remain crucial
into the future.

recognize the challenges concessionaires
are facing and are responding accordingly.
“The common elements include waiver of
minimum rent guarantees for an extended
period, flexibility on hours of operation,
a pragmatic approach to mid-term capital
spending obligations and extensions of
contract terms,” he says, pointing out that
Hartsfield-Jackson Atlanta International
Airport (ATL) has done all of these for
its concessionaires as a means of ensuring
their survival, allowing them to recover and
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Rob Wigington, executive director
of the Airport Restaurant & Retail
Association, praises several
airports that have been especially
helpful to their concession
partners by offering such things
as rent relief, suspension of
certain fees and penalties, and
lease flexibility.

creating more time for them to earn back
their original investment.

Obletz notes that while ATL was one
of the first, many other airports have
followed suit with similar relief efforts,
including Denver International Airport
(DIA), Tampa International Airport
(TPA) and Louis Armstrong New Orleans
International Airport (MYS).

Rob Wigington, executive director of the
ARRA, calls attention to several airports
that have been especially helpful to their
concession partners, namely Baltimore/
Washington International Thurgood
Marshall Airport (BWI), Dallas/Fort
Worth International Airport (DFW),
ATL, Salt Lake City International
Airport (SLC) and Seattle-Tacoma
International Airport (SEA).

“BWI was the first airport to provide
immediate rent relief in April; DFW was
the first airport to allow concessionaires
to give back space without penalty, along

Left: Concessionaires are
lobbying the U.S. government
for financial support to save

their businesses battered by

the pandemic. But even with a
bailout, concerns remain that not
all concessionaires will be able to
survive.
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with MAG suspension through March
2021 and flexibility on the opening and
closing of units; ATL granted the longest
MAG abatement of 16 months plus three
years of lease extensions; SLC developed
and offered unique construction funding
solutions for its concessionaire partners to
allow an on-time terminal opening; and
SEA offered a three-year term extension
and the elimination of MAG and the
marketing fund contribution through the
end of the year.”

Collaboration between airports
and concessions is pivotal to recovery,
Wigington adds. “While we have a long
road ahead of us, with 2021 promising
to be an incredibly challenging year,
the advent of conscious leadership that
recognizes community building has proven
there is room for creativity and innovative
solutions in these unprecedented times.”

ICF’s Gluck believes the ARRA can,
and should, have a significant role in
recommending new lease terms and
RFP requirements by working with its
members to make suggestions to airports
for future implementation. “The key for
both sides as we determine the new normal
is reasonableness,” he says. “Don’t expect
the other side to give up everything.
Compromise. Listen. And then we, together,
can find the best way forward for all.”

Stiene notes that it’s still too early to
tell if the current changes to RFPs and
lease terms will remain in place into the
future. “Similar to after 9/11, the world
needs to get to a steady improvement state
for all parties to make major long-term
adjustments,” she says. “The silver lining
is that those airports and concession
operators that are supporting each other
will likely have a better chance of making
changes to lease terms and future RFDs
that work for a highly successful operation
for all parties, including the passenger, in
the future.”

Other Factors For Future Success

While the timeline for recovery remains
largely unknown, Gluck advises that
airports and concessionaires do their best
to prepare for steady volume increases.
“All airports are, or should be, looking at
phasing reopening of concessions as traffic
returns,” he says. “If the program was right-
sized before the pandemic, eventually it
will be right-sized again, so significantly
reducing the number of concessions
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LeMonica Hakeem, CEO

and president of Conekt
Hospitality, outlines several
areas that concessionaires
should be focusing on into
the future, including right-
sizing store square footage,
employee numbers and
restaurant menus.

permanently is a losing strategy. But,
analysis of demand for concessions
at different traffic levels will provide
guidelines for the reopening of concession
locations. Opening too many concessions
too early will contribute to business
failures, while failure to open enough will
result in long lines, poor customer service
and diminished passenger experience,
leading to substantive problems in the
future — flexibility and cooperation will
be critical to a successful reopening.”
LeMonica Hakeem, CEO and president
of Conekt Hospitality, outlines several
areas that concessionaires should be
focusing on into the future: “They need
to look at maximizing the square footage
of their operations to be as productive as
possible while minimizing the footprint
of back-of-house areas or non-revenue-
generating areas; having the correct
number of employees while ensuring
that the team in place can wear many
different hats; and having a menu that
isn’t too large, but also not too limited
while minimizing waste,” she says.
“Success will come to those
concessionaires who can adapt and
reinvent portions of their operations to
adjust the business to accommodate the
fluctuations in passenger traffic,” Hakeem
continues. “Being able to quickly change
for each new guideline set in place, every
health and safety procedure that’s added,

as well as social distancing and seating
requirements will be required. Thinking
outside the box with innovations like
QR codes, touchless menus and mobile
ordering are all things that will lead to
success.”

Steine also notes that innovation will be
a key driver of success for concessionaires.
“Those operators that are trying out new
processes to encourage quicker, easier
and safer service for the passenger are the
winners,” she says. “Trialing the sale of
new healthcare products, offering vending
machine operations, using contactless
technology are all changes that will likely
be here to stay in the future. All of these
adjustments help not only the airport but
the airport’s city to inspire visitors and
residents to travel.”

Instilling trust in returning customers
is indeed a major focus for all businesses
right now. “Until a vaccine is developed
and widely distributed, the rebound of
passenger growth continues to rely on a
partnership between landlords, airlines
and concessionaries to rebuild travelers’
confidence in the safety of travel in
airports and onboard aircraft,” Hudson’s
Mullaney says. “Many North American
airports are continuously identifying,
improving and implementing innovative
safety measures throughout their locations
in collaboration with concessionaires and
in alignment with recommendations from
health officials and local authorities.”

Early on, airports and concessionaires
alike were quick to enhance their cleaning
and safety protocols and this will certainly
remain the case for the foreseeable
future. “We must continue offering
responsible and sustainable solutions to
ensure travelers and our own associates
feel safe and comfortable,” Paradies of
Paradies Lagardére says, adding that in
addition to heightened cleaning protocols,
contactless pay and checkout solutions
that were already underway before the
pandemic will be even more important in
the future for the added safety they bring.

“It’s our hope that we can all work
together and look at this pandemic
as an opportunity for growth and
transformation for the entire industry,”
HMSHost’s Johnson says. “Travel will
return, and we will be there to serve
our guests. In the meantime, as we build
back up, 2021 is about re-imagining
an environment where we can all be
successful together.” m



