COMMISSION
J NEW ZEALAND

((\\ COMMERCE

13 February 2014

Hon Gerry Brownlee
Minister of Transport
Parliament Buildings
Wellington

Dear Minister

Final s56G Commerce Act report — Christchurch Airport

1. Please find enclosed our final report on how effectively information disclosure
regulation is promoting the purpose of Part 4 of the Commerce Act 1986 (Act) in
relation to the airport services regulated under Part 4. This final report is in relation
to Christchurch International Airport Limited. It will be published on our website
today. A copy of the report has been provided to the Minister of Commerce.

2; Overall, we found that information disclosure regulation appears to have had little
influence on Christchurch Airport’s conduct or performance.

3. We acknowledge that in some areas of performance Christchurch Airport is
performing consistently with their customers’ expectations and the purpose of Part 4
- eg, innovation and quality.

4, Our primary concern though relates to profitability. Given the charges that
Christchurch Airport has set, which were based on a 20 year pricing approach, our
conclusion at this point is that information disclosure regulation is not limiting
excessive profits. Further, we have significant concerns with the transparency of
Christchurch Airport’s approach to pricing, and therefore the ability of interested
parties to properly assess what the airport is intending.

5. A summary of the key findings of our section 56G reviews for each of the three
airports can be found at Attachment A to this letter.

Consistency across the section 56G reviews

6. Given we prepared our section 56G reports as soon as practicable after each airport
set its new prices, this resulted in you receiving our reports in sequence. We have
therefore reviewed our reports provided to you on Wellington and Auckland
International Airports to check whether there is anything we would wish to revise in
light of our final report on Christchurch Airport. We confirm that there is not.
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Implications of the IM judgment

7.

As indicated in the enclosed report, we have considered the implications on all of our
section 56G reports of the 12 December 2013 High Court decision in the input
methodology merits appeals.” The Court in substance confirmed our input
methodologies for the regulated airport services. However, there was one specific
change relating to the date land valuations for the purposes of establishing the initial
regulatory asset base should be undertaken (ie, 1 July 2010, rather than 1 July 2009).
Consultation with interested parties confirmed that the Court’s ruling on this matter
does not affect our analysis or conclusions for our section 56G reports for Wellington
or Christchurch Airports.

In the case of Auckland Airport, we would expect that the change to the valuation
date, once given effect, would affect the analysis presented in our final section 56G
report. The change would likely bring the Commission's estimate of Auckland
Airport’s target returns further within the range of acceptable returns. Consequently,
it would not alter our conclusion that information disclosure has been effective in
limiting the ability of Auckland Airport to earn excessive profits. Interested parties
agreed with our proposal not to update our analysis for Auckland Airport.

Developments in light of our section 56G reports

0.

10.

There have been some positive developments in light of our reports that | would like
to alert you to. Wellington Airport has advised us that it is consulting on resetting
prices in March 2014. Christchurch Airport has advised us that it is shortly to consult
on how to improve transparency of its pricing methodology. It appears that these
developments are a direct result of the section 56G review process and conclusions.
They are welcome news, and we will monitor their progress.

The Commerce Act does not provide for another round of section 56G reviews. The
section 56G process has highlighted the strengths and weaknesses of information
disclosure regulation, and the review process itself has resulted in the airports
modifying their behaviour consistent with better achieving the purpose of Part 4 of
the Act. In future, we expect to provide an extended summary and analysis after
prices are reset in the hope this will achieve similar benefits to the section 56G
process.

Limitations of information disclosure regulation

11.

12.

Information disclosure regulation does not deal easily with the significantly different
approaches each airport took to pricing. It is difficult to design a reporting regime
that is flexible enough to accurately reflect performance under any kind of price
setting approach.

The airports’ use of different pricing approaches may continue to create some
difficulties in assessing airport performance in future. More prescription in the

1

Wellington International Airport Ltd and others v Commerce Commission [2013] NZHC 3289



13.

14.

information required to be disclosed may only go so far in addressing this problem.
The approaches airports use in their future pricing decisions will likely have a far

greater impact.

Nevertheless, we have identified a number of areas where we consider the
information disclosure regime for airports can be enhanced through changes to
some of the disclosure requirements. We intend to begin work this year on possible
changes, with a view to consulting on them in 2015.

We highlight that any changes to the existing disclosure requirements could result in
a different assessment of performance from that presented in our section 56G
reports. Nonetheless, such changes would not affect the conclusions in those
reports, because our conclusions are based on the airports’ conduct when they set
prices for the current pricing period, in light of the disclosure requirements in force

at that time.

Yours faithfully

/Mc&&-\%

Dr Mark Berry
Chairman

Encl.



'suosJad
pa3saJa3ul 1o} Jusiedsuel) Jou s| duewopad
Anjigenyoud pardadxa s, odury yaanyisuy)

*2INSO2SIp uoleWIOUI
ueys Jayiel ‘(sexenbyiies Aingusiue) ayi jo

Joedwi 3Y3 se Yans) SUOIIEIIPISUOD pPale|ai-puBwap
Aq pasuanyul usaq Ajewnd sey z3sd 4oy anoineyag
8uines 201d su ‘UansmoH *poliad JesA-al |eriul
1BY1 JoJ suinias 4o d3uel 3|qe1dadde ay3 ulyHm sjjey
(%8°9) 73Sd 404 uiniaJ 328.e3 s Jioduy yainyaisuyn

(%58 03 %9°2)

pouiad JesA Oz 2413US 1Y) JBAO SUINIBL 4O aSuel
9|qe1d3208. UE JO 91BWIISI S, UOISSILWOD) By} BAOGER
SISIYL "paljdde si YIomauiel) 34NSO[DSIP UOIIBULIOMI
33 USYM %6°8 01 Jud|eAinba aie zgoz 01

ZTOT WoJj polad Jesh 0z 8yl J9A0 sudnial paidadxa
S 38y} yons saoud 195 1oduly yaunyaisuy)

*73Sd 43A0 1snf ueyl Jayied ‘[euiuiial

pa1e4393Ul M3U S} Ul JUSLWIISIAUI S) 4O awnayl|
21WOU023 Je3A 07 3y3 J9A0 suIn}al sy palasiel
Hoduiy Yauny23suyd ‘23Sd 404 s901ud S) 39S 3 UBYA

*S1J04d SAISSDIXD 10RIIXD
01 Ajjige s oduly Y24nyaistyD Suiiwi] 1e sAdRY
U39( J0U Sey 3w} SiYl 1. 3UNSO|ISIP UOIIBWIOU|

"suinyal a|qeidadde o s8ues 3yl UM Jaywny
SuJn1aJ 1a3.e1 s,1uoduly puepINy JO 91eWIlSa Ino
8ulg Ajayl] pjnom a8ueyd ay] ‘anoge pastiewwns
sisAjeue ay1 103446 p|nom ‘109443 UaAIS 30U0 ‘|eadde
SHJ3W 3Y1 Ul LNo) ySiH ay1 Aq paJinbau a3ep
uolien[eA ayi 01 aSueyd ay3 1eys 109dxa pjnom app

*SUOIIBN|BARI }3SSE UO WNLI01_IOoW
s, 1odu1y puepdny Junodde olul seyey sisAjeue JnQ

*(%0°8 03 %T°£) 73S 404 suinias jo d8uel a|qeidadde
Ue JO 31BWIISS S, UOISSIWWOD Y3 UlyHm snf

SIsiyL "paijdde si yJomawely 34nSO|ISIP UOITBLLIONI
Yl Uaym %08 03 JuU3|eAINba S| Z3Sd J3A0 uinlald
pa303dx@ s 1ey3 yans seokd 195 poduly puepany

*S1J04d DAISSIXD 10BIIXD
03 Ajljiqe s Jodury puepany Suiwil e aA13099
U39 sey awi3 siyl 18 24nSO|ISIP UOIFeWIOU|

(%T°ST 01 %E'TT) 49YS1Y USAD Sem ‘S)asse S) JO
uoien|eaad s,110dJly uoidul|[a\ JUNOJIE 03UI 4003}
yo1ym ‘podury uoi3ul||dpn 404 SUINIBJ JO D1BWILSD
4Nno “4aymuing *(%0°8 03 %T°L) 7ISd 404 suiniad

10 33uel 3jqeidadoe ue JO 331eWIISS S,UOISS|LIWOD)
331 p932X3 P|NOM (%6°8) UJNIDJ JO 91BWILSD

s11 3eys Suimouy (,z35d,) pouad Suppnd Jesk

-3AlJ JUSJ4NI S11 404 $9214d 195 Hodury uolBulj|dMm

*S31404d SAISSDIXD 0RIIXD
01 Ajjiqe s Joduly uol3ul|[apn SurHwl| 18 2AI0RYS
uas(q 10U sey awWilil siyl 1e a.nso|dsip uoljewlioju|

£3WI1 J9AO0 uinial a1edousdde
ue 3uluies poduie ayl s

Yo4nyoasuyd

puepny

G ETTENY

uoilsanb asuew.opad Asy

10V 92J3WWOo) 3y}

40 ¥ Hed Jepun paje|n3aJ syodJie 934y3 8Yi JO Yoed J0) 24NSOJISIP UOIIBWIOLUI JO SSIUDAILIDYS BY1 INOGE SUOISN2UO0d A3y Jno Jo Azewwing

V INJWHOVL1LVY




¢3sd
104 s3014d BUINDS UBYM SIBWUNSUOD YuM Paieys 3q PNOD eyl A|[eauiolsiy suleS Aouaiiye panalyde saey spodle 3U3 JUSIXD 1eyM O] Je3[aUn S| 31 3SNedaq S| syl

'$I3WNSU0D Yum suled Aduaidiys 4o Sulieys ayi Sunowotd AjSAII0RS SI 24NSO[ISIP UOIIBLLIOU] JSYISYM 3pNn|au0d 01 3|geun ale 9

¢s9o1d Jamoy

y3nouy3 Suipndul ‘suaUWINSUO
yum suted Aduaidis Jo suyauaq
ay3 Surteys woduie aya s

*73Sd 404 uonewloul
JUBWISAAUL |BNJOE BABY 10U Op aM Se 35E]S SIU3 18 JUBWISIAUI JUBIDIe Sunnowoid Aj9AI193Y43 S| uoRINSaJ 4NSOISIP UOIIBWIOLUI JSLISYM SPN|IUOD J0UURD 3N

"PRIUBWIS|AWI SeM U0IIE|NSRI 24NSO|ISIP UOIIBWIOMUI 32UIS X3dO Ul SpUaJ] [njSulueaw ssasse 03 ainypuadxe Sujresado [enjoe Uo salias awi Suo| Ausiiygns
€ 3ABY J0U Op M 3snedaq Aduaidiygs xado ul spuswanoldwi Sunowoud Aj9AI9aYa S| UOIIRINSSI 21NSO|ISIP UOIIBWLIOUI J9YIBYM SPN|oU0d 0] 3|qRuUN 3ie 3

“JUBWIISIAUL JUBID1YS Jo Adudidiyd Sullelado ul syuswanosdwl Sunowoid A[SAIFI94S S| 3INSO[ISIP UOIIBULIOHUI JSYISYM [[31 01 AlieS 001 S1 1|

sApuaoie
s1asse s11 ul Sunsaaul
pue Sunesado podiie ay3 s

"S9AIUDDUI BUNNSIXD P304 Aj2AIIRTBU 10U SBY 1l ‘B3 SIY] Ul SSAIUSDU UO JoedW] [BUOIIPPE UE PeY aABY 10U AW UOIIRINSaI a] 3JIYM
"suodule ay3 ssouoe d|qesedwod si sisSuassed Ag pasusiiadxa Aljenb ay3 pue 821A13s 40 Alijenb ay3 Yum pansiies Ajjesauss aue sauljy

"SPUBLIBP ,SI3WINSUOD S10342J 1BY) [9A3)] E 3e Ajljenb jo uoisiroid ay3 Suizowoud Aj9A108)4 SI 24NSO|ISIP UOITEWIOLU]

épUBWBP SIBWNSUOD
S193|43J Jeyl Aljenb e je
s921AJ3s Sulpiaoad poduaie ay3 |

‘uoneaouu] uo 1oedwl eli1ewW Aue 3ABY 01 94NSOISIP UOIIBWIOUI 109dXa 30U pjnom am ‘Ajaielidoidde
Sunenouul Apeauje s aiddns e 2uaym JsAamoy {91eA0UUI 0] SIAIZUSDUL UO Joeduul [BUORIPPE UE dARY 0] Jeadde 10U S30p 4NSopsIp UOI1BWIOUI ‘BWIL SIYY IV

"9jendosdde aq 03 sieadde Liodiie ay3 Jo Yo 3B UOIIRAOUUI 4O [9AS] BYL pue ‘uoljeAouul paj-aulldie 231e|1oe) spodiie syl

"uol1BAOUUI 0} UOI3EJRU Ul  Led 4o 3sodind ay3 Sunowoud Aj2A110943 s  Hed Japun uone|ngal ansojasip Uoliewou|

ioeudoudde
2J49ym Surreaouul podiie ay3 s

"luaJedsues) sem g3Sd 404 ASojopoyiaw

Supud s, uoday yaunyaasuyd 4o uswdojaasp

3Y1 YdIyMm 03 JUSIX3 Y1 INOJE SUISIU0D

SWOS pasiel IABY SaUljJIe 3SNBID] S| SIY | "SI}

S1y3 3e 99 03 3 P2123dX3 BARY P|NOM SM SB SAIIIDYD

*ASojopoyiaw Suidud J12y3 ul saSueyd 01 pPa| UNSO|ISIP UOIIBWIOUI 1B 91e21pul 9ARY spioduie 3
SE S| 2JNSO[ISIP UOITBUIIOJUI 1BY] JOPISUOD 30U Op 3\ 1opous Sl e R SRR e JulIeL pRiestpul 1 sHoalE 2L

+2oe|d ul Ajsnoinaud asoyy ueys Aduaioiye Suioud anoadwi 01 ARy
9Jow 3.e z3Sd 404 ASojopoyiraw Sudud ay1 uo paseq sadud ‘Ajpuanbasuo) *(,135d,) porad Suidiid snoinsid
9y3 03 dAI3e|34 73Sd Ul Adusioiye Suduid 01 uoilelapisuod Ja3eals usalg aney o3 Jeadde spodlie ay L

"¢3Sd 104
JU21X3 3wos 01 udld s) Jo Aduaidiye ayl anoidwi
01235 pIp U pue ‘Adusidiye sjowold 03 Ay si

73Sd 404 ASojopoyraw Suidid s,3u0duly yaunyaisuyd "uodury puepony pue uodul||am e Aduaidis Sudid Suinowoud AjaAiloae s uonengas |

sAousidiys srowoud
uoduie ay3 Aq 38s s9oud ay3 oq

Younyoisuyy pueppny

uolduijlam

uoisanb ssuewopad Ay




