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04 August 2016 
 
Keston Ruxton 
Manager IM Review 
Commerce Commission New Zealand 
Email: regulation.branch@comcom.govt.nz  
 
Dear Keston, 

SUBJECT: SUBMISSION ON DRAFT DECISION PAPERS AND REPORT ON THE 
IM REVIEW 
 
The International Air Transport Association (IATA) represents some 265 airlines 
comprising 83% of total air traffic. Air New Zealand and other major scheduled airlines 
operating to the three major international airports in New Zealand are members of 
IATA. 
 
IATA welcomes the opportunity to submit its comments for consideration by the 
Commerce Commission. Our comments are from an international perspective and are 
based on the requirements of, and practices in, international civil aviation. IATA 
remains convinced that Information Disclosure (ID) in New Zealand is not delivering 
the needed outcomes for consumers. For purposes of this submission we will put aside 
our broader concerns and instead focus on the technical aspects under consideration 
in the consultation by the Commerce Commission on Input Methodologies (IM) and 
issues identified in topic paper 5 (airport profitability).   
 
IATA supports the submission made by BARNZ to the Commerce Commission and 
would like to complement further by providing general and specific comments to a 
select number of issues raised in the consultation document with a focus on the 
following conceptual points: 
 
Issue 1: Further guidelines for IM and ID are needed to enable assessment of 
airport performance 

IATA welcomes all steps taken to increase transparency in the ID framework and IM 
to make it easier to assess airport profitability. As previously expressed by IATA1, the 
regulatory framework in New Zealand aligns incentives for airports in a way that is not 
in the interest of consumers. Under the current framework, if airports in New Zealand 
are too profitable they risk being targeted for further regulation. In the absence of 
focusing on performance metrics (in addition to airport profitability) there is a risk that 
poor airport performance will go unaddressed. Monitoring needs to be strengthened 
due to the following concerns over airport incentive structure: 

 Efficiency and quality of service: Airports have an incentive to improve 
efficiency if the improvements translate to increased profitability. Since 
excessive profitability, even if it is driven by productivity improvement, can 
expose the airport to further regulation, airports are incentivized to moderate 

                                                
1 IATA submission to MBIE on “Effectiveness of Information Disclosure Regulation for Major 
International Airports” November, 2014 in Appendix A. 
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efficiency improvements so as to avoid exceeding the “acceptable” level of 
return. 

 Innovation and investment: Incentives for airports to innovate and invest are 
limited to the point where such measures do not exceed the “acceptable” level 
of return. 

 Sharing of efficiency gains with consumers: Airports have an incentive to 
capture all the efficiency gains rather than pass them on to consumers. The 
presence of market power will serve as an enabling factor for capturing those 
gains by the airports. 
 

IATA’s high-level assessment of the performance of airports in New Zealand supports 
the assertion that airport behaviour has been influenced by the above mentioned 
incentives. Our firm view is that it is likely that this is already resulting in suboptimal 
outcomes for consumers. IATA accepts that more detailed analysis is needed to fully 
assess airport performance and urges the Commission to develop further guidelines 
for ID and IM that will enable more detailed monitoring and assessment of the relevant 
airport performance metrics.  
 
One of the key findings of the IATA analysis is that operating expenditure in real terms 
has increased at a faster pace than passenger growth at both Auckland and Wellington 
airports. The charts below present the forecast operating expenditure on a per 
passenger basis and based on normalized (indexed) comparisons of growth in 
passengers and operating expenditure. These developments suggest a decreasing 
efficiency in OPEX.2 The increase in real operating expenditure per passenger is 
particularly surprising at Wellington airport as generally airports of this size exhibit 
strong economies of scale. 

 
 

                                                
2 It is difficult to ascertain whether there are objective factors that may explain the decrease in 
OPEX cost efficiency. However, the general plateauing in customer satisfaction over the past 
three years (as per data communicated under schedule 14) suggest that increasing quality of 
service is not a factor that can explain the worse OPEX cost efficiency.  
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Other developments also raise concerns. The decreasing trend in forecast CAPEX 
expenditure may come about as a result of airports deferring investment. Another 
potential explanation can come from the user community being successful at resisting 
new investments due to concerns that investments do not deliver value for money. This 
can arise either due to unattractive projects being put forward and/or due to poor 
efficiency in the delivery/execution of projects. While decreasing CAPEX does not 
provide definitive conclusions, it reinforces the above mentioned concerns given the 
structure of airport incentives. 
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In this context, an immediate priority of the Commission must be to develop further 
guidance on how to assess whether CAPEX and OPEX is being incurred efficiently. 
Having clear guidelines as part of the ID and IM on what constitutes efficiently incurred 
CAPEX and OPEX can greatly help in measuring airport performance.  

 CAPEX efficiency – ID and IM should include criteria that needs to be applied for 
assessing what CAPEX can enter the Regulated Asset Base (RAB). This criteria 
should also be complemented with detailed guidance to enable assessment of 
whether the right investments are made (scope efficiency) and whether investment 
are executed optimally (delivery efficiency). 

 OPEX efficiency – ID and IM should include detailed guidance on how to present 
operational expenditure to make it easier to assess airport performance and 
monitor OPEX efficiency. 

 
Issue 2: Depreciation  

The draft IM modifications provide for principles to be applied when an airport decides 
to deviate from straight-line depreciation.  Although the solution for providing principles 
for deviation is a positive step, compared to the existing situation, we fear that airports 
may still be incentivized to deviate from straight line and apply other methodologies 
that would further their own interests and not the interest of consumers (i.e. via 
accelerating depreciation). 
 
There are some instances in which deviating from straight-line depreciation could be 
in the interest of consumers.  For instance:  

 An annuity approach could be adopted, in which the “depreciation + cost of capital” 

allowances are the same (in value) throughout the life of the asset.  This is aimed 
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at spreading the associated costs of investments more evenly over time.  This 

approach is applied in Dublin Airport. 

 Furthermore, in cases of large capital projects in which there would a high degree 

of excess capacity in the first years of the assets being commissioned (i.e. a 

runway, a new terminal), the annuity approach could be adjusted by the actual 

utilization of the asset.  This avoids spikes in charges when commissioning an 

asset when the customer base is low.  This approach is applied in the case of 

Amsterdam Airport (5th runway) and Dublin Airport (T2). 

 
However, we doubt that the airports will follow such approaches unless instructed to.  
In order to avoid perverse incentives by opening up the decision of the depreciation 
method to be made by airports, we would suggest that either: 

1) IM specify that only the straight line methodology is used, or 

2) If the Commerce Commission continues to allow for alternative approaches, that 

the principles (as per Table 5.1 in the Topic 5 paper) are amended to include a line 

that states that “any deviation from straight line methodology should only be in 

benefits of consumers”.   It may be prudent that the Commerce Commission also 

complements this table of principles with guidance on methodologies that could be 

compliant with such principles. 

 
Issue 3: Assets held for future use 

IATA supports assets held for future use remaining outside the RAB. Allowing such 
costs to be incurred in advance of these assets coming into use constitutes a form of 
prefunding. An independent assessment of pre-funding has found that:  

 Pre-funding is a product of regulation; it does not happen in competitive 
markets; 

 Further, pre-funding is not common in the main regulated markets, such as 
energy and water; 

 Where an operator has market power there is very little case for pre-funding as 
they face limited risks to revenue. Where an operator may lose market power, 
pre-funding leads to additional rather than advanced revenues. 

 
The evidence3 shows that any future investments should be assessed in their own right 
and must have incremental financial benefits to cover their costs. Furthermore, we can 
say with confidence from our own experience that pre-funding does not exist elsewhere 
in aviation. Passengers do not pay extra to fund future aircraft purchases. 
 
Issue 4: Treatment of asset revaluations 

The use of asset revaluation tactic to inflate cost base (and thus higher prices) should 
not be permitted as it results in windfall gains at the expense of the users – airlines 

                                                
3 “An Assessment of the Use of Pre-funding for Airport Capacity Expansion Scheme”, First 
Economics, January 2015 in Appendix B. 
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and passengers. We have seen how returns in reported assets varied and reported 
results affected by significant upward revaluations of asset values by some airports. 
Airports continue to use these inflated asset values to artificially portray a low rate of 
return in an attempt to justify increase in charges. 
 
Airlines should not pay for investment value of land and infrastructure used by airports. 
As per International Civil Aviation Organization (ICAO) guidance, the charges paid by 
airlines should reflect the operational cost of using the land to provide aeronautical 
services and not its market value. ICAO further recognizes that land is a store of value 
for airports, unlike depreciating assets such as terminal buildings, as it does not 
deteriorate and its useful life is not limited. 
 
IATA believes that an increase in land and infrastructure values based on the 
application of an alternative use (i.e. opportunity cost) valuation is: 

1. Inefficient: It overvalues the cost of the service provided by the asset in its 
operational use, penalizing airlines and their passengers. Allowing airports to 
artificially increase the value of their assets and the return they receive on it does 
not create any clear incentives for greater efficiency in the use of these assets. 

2. Unfair: It merely creates unearned returns (i.e. windfall gains).  Airlines should only 
pay for the services an airport provides. In other words, airlines should not pay 
higher charges for using the same asset simply because the investment value has 
changed. 

3. Impractical: When there is no feasible alternative use, the opportunity cost 
valuation has no clear basis. In the vast majority of cases, much of aeronautical 
land or infrastructure is either designated for aviation use or impractical for other 
uses. Indeed with respect to land, it is often leased rather than owned by the Airport 
Company. 

4. Not standard practice: Adjustments to charges based on unearned land or 
infrastructure value appreciations are not in line with ICAO’s provisions. Land and 
asset revaluations are not a factor in the pricing decisions of firms operating in 
competitive markets. It is also important to note that the revaluation of land to reflect 
higher surrounding property values (and therefore a higher opportunity cost of land 
use) is not standard regulatory practice elsewhere. 
 

We remain at your disposal to answer any of the points raised in this submission. 
 
Yours sincerely,  

 
Richard TAN 
Regional Manager Airport, Passenger, Cargo and Security 
Asia Pacific 
tanr@iata.org 
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