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International alrport
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Christchurch 8544, New Zealand
Telephone (+64 3) 358 5029
Facsimile (+64 3) 353 7730

3 August 2010

Network Performance Branch
Commerce Commission

PO Box 2351

WELLINGTON

Attn: Karen Murray

Dear Karen

CROSS SUBMISSION ON AIRPORT SERVICES DRAFT INPUT METHODOLOGIES AND
INFORMATION DISCLOSURE REASONS PAPERS AND DETERMINATIONS (DRAFT
DECISIONS)

1  This letter is the cross submission of Christchurch International Airport Limited (CIAL) following
initial submissions on the Commerce Commission’s Airport Services Draft Decisions published in
May and June 2010.

2 Our cross submission should be read in conjunction with the cross submissions from the New
Zealand Airports Association (NZ Airports) dated 3 August 2010, and associated expert reports,
which we assisted to prepare and endorse in full. It should also be read in conjunction with all
previous submissions made by CIAL and NZ Airports that have been submitted to the
Commission in the course of its consultation on input methodologies and information disclosure
requirements to be determined under Part 4 of the Commerce Act 1986 (Commerce Act).

3 CIAL’s cross submission focuses on three specific aspects of the submissions of Air New Zealand
(Air NZ) and the Board of Airline Representatives New Zealand Inc (BARNZ) - together, the
Airlines - on which CIAL wishes to provide particular comment in response, namely:

3.1 the Airlines’ contention that the 2009 disclosed asset valuations are not objective.
While our primary position is that new replacement cost valuations best meet the Part
4 purpose statement, CIAL submits that the 2009 disclosed asset valuations
established under the existing regime better meet the Part 4 purpose statement than
the 2002 valuations (as elaborated in the NZ Airports cross submission). We therefore
consider it necessary to make a particular submission in support of the objectivity of
the 2009 disclosed asset valuation for CIAL;

3.2 the Airlines’ contention that, essentially, “revaluation gains” over the period between
the 2002 and 2009 valuations have been inappropriately treated by the Airports. Our
primary response is as set out in NZ Airports’ submission. In addition, we note a
number of points based on CIAL’s experience in particular; and

3.3 the Airlines’ submissions on WACC, and in particular the appropriate asset beta and
debt margin.

4 For the avoidance of doubt, our cross submission, together with all previous submissions and
materials submitted to the Commission by CIAL and NZ Airports as part of the Part 4 input
methodologies consultation process, forms the record for the purposes of section 52ZA of the
Commerce Act.
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CIAL’s contact person in respect of this cross submission is:

Neil Cochrane

General Manager Business Services
Christchurch International Airport Limited
Ph: (03) 353 7721
neil.cochrane@cial.co.nz

2009 disclosed asset valuation

As we have previously stated, CIAL’s primary submission is that that the principled outcome
for asset valuation is to value airport assets at current replacement cost. The 2002 valuations
argued for by the Airlines are a wholly inappropriate starting point for establishing an initial
asset base for airports under Part 4 of the Commerce Act.

While the 2009 disclosed asset valuations prepared by airports under the disclosure
requirements of the Airport Authorities Act 1966 (AAA) do not represent the most objective
and principled basis for setting the opening RAB available to the Commission when compared
to new valuations, CIAL considers it is important to correct the Airlines’ inaccurate
characterisation of the 2009 disclosed asset valuations as subjective and therefore unsound.
As elaborated in NZ Airports’ cross submission, the 2009 disclosed asset valuations are
objective and are materially better than the 2002 valuations.

Air NZ alleges in its submission that the 2009 disclosed asset valuations, are not objective and
therefore should not be used as a basis for setting the opening RAB.! This is patently
incorrect. CIAL’s 2009 disclosed asset valuation is based on a comprehensive valuation of its
assets performed by independent and professional valuers in 2007.

One of the key reasons for CIAL's decision to revalue its assets at that time was that previous
valuations were not sufficiently comprehensive, including those that informed the 2002
Airports Inquiry. The process to determine the value of CIAL’s assets in 2007 was thorough,
professional, independent, and conformed with valuation best practice. Key features of CIAL's
2007 valuation are set out below:

9.1 In preparation for the valuation process, an updated Valuation Handbook was
developed and agreed to by CIAL, valuation experts and an independent peer
reviewer (Graeme Horsley). The Valuation Handbook was also submitted to and
reviewed by Audit NZ.

9.2 The valuations were carried out by independent and experienced professional
valuers. CIAL engaged Seagar & Partners (led by Director Chris Seagar) and
Opus International Ltd (led by John Vessey) to perform the asset valuation.
Seager & Partners have comprehensive experience in valuing airport land and
building assets. Chris Seagar has also completed a number of other valuation
assignments and has appeared as an expert valuation witness for similar assets
on behalf of Auckland International Airport Ltd (AIAL) before the Commission and
with the Airlines as part of AIAL’s recent pricing consultation process. Opus
International Ltd has had extensive experience in valuing infrastructure and
specialised assets for multiple purposes, including both financial reporting and
aeronautical pricing purposes. John Vessey has extensive experience in

L Air New Zealand “"Submission to the Commerce Commission on the Input Methodologies Airport Services
Draft Reasons Paper” (12 July 2010), paragraphs 43-63.
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engineering economics and has also valued Wellington International Airport Ltd
(WIAL) over 2000-2006, appearing as an expert adviser for WIAL before the
Commission and in their recent airline pricing consultations. Air NZ's submission
that CIAL's 2007 valuation was not objective casts unwarranted doubt on the
experience, professionalism and independence of the valuers engaged by CIAL.

9.3 Graeme Horsley, a widely recognised expert in valuation, was engaged by CIAL as
an independent peer reviewer to assist CIAL with independent expert advice
during the valuation process.

At the time it was undertaken, CIAL's 2009 disclosed asset valuation was based on the full
valuation of all company assets in 2007 and incremented by subsequent additions through to
2009. This valuation was comprehensive, robust and objective. It is now, however, out of
date. For the purposes of Part 4 regulation it carries an element of retrospectivity that is
inherent in a valuation prepared a number of years prior to the commencement of the new
regulatory regime. For this reason it does not meet the workably competitive market
standard mandated by Part 4. But it is otherwise sound, and is objective in every sense. Air
NZ's submission to the contrary has no credible foundation.

Treatment of past revaluation gains
The airports' treatment of past revaluations gains remains a core focus of the Airlines'
submissions. The Airlines make plain that they are indifferent as to whether the input

methodology to establish the opening RAB is based on the 2002 valuations or the 2009
disclosed asset valuations minus actual revaluation gains not included in revenue since 2002.2

For the reasons elaborated in the NZ Airports' submission and cross submission, the
Commission should continue to reject the Airlines' arguments to this end.

For completeness, however, we note the following points for CIAL:

13.1 the revaluation gains forecast for CIAL during the 2000 pricing consultation and
then treated as income when setting prices going forward were reasonable at the
time given that (i) the relatively flat commercial market in Christchurch in
1999/2000, and (ii) the general economic outlook in 2000 (for example,
passenger growth was only just starting to recover from the outcomes of the
1999 Asian financial crisis), tempered expectations at that time;

13.2 expected future revaluations were considered a relatively minor issue by both
major airlines and CIAL at that time. The matters that occupied the majority of
the consultation discussions were expected passenger growth, operating cost
allocation, and expected capital expenditure associated with the domestic
terminal upgrade;

13.3 the way that CIAL has treated revaluations is an outcome that was reached after
consultation with the well-resourced and well-informed airlines, and is one that
has sought to balance the interests of suppliers and consumers over time.
Though, as the Commission notes at paragraph 4.3.97 of its Draft Decisions, the
treatment of revaluations was not prescribed by the regulations, CIAL has always
sought to ensure that any revaluations were treated in a way that is consistent
with what would be seen in workably competitive markets; and

2 BARNZ "Submission on Commerce Commission Input Methodologies (Airport Services) Draft Reasons Paper
and Draft Determination" (12 July 2010), pages 11-12.
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13.4 the reality of the consultation process under the AAA is that all aspects of pricing
are subject to intense scrutiny at some level. The outcome around revaluations is
one that was validly reached under the AAA regime, was a commercially
appropriate response by CIAL, and is reasonable and consistent with what would
be seen in workably competitive markets. There is no reason now to
retrospectively revisit that outcome - an action which would increase the
uncertainty of the regulatory environment for airports and damage investor
confidence, purely as a consequence of the variation between forecast and actual
revaluations.

WACC methodology

CIAL continues to question the Commission's draft decision to determine a WACC
methodology for information disclosure regulation of specified airport services. However, if
the Commission proceeds with its draft decision, CIAL supports the views expressed in the NZ
Airports submission and accompanying expert reports, and in particular:

14.1 that the Commission's estimate of the asset beta of 0.65 is reasonable for a
supplier-specific cost of capital for the airports and that a zero-debt beta
assumption is appropriate. We refer the Commission to the expert report of
PricewaterhouseCoopers (PwC) prepared for NZ Airports by way of cross
submission for further assessment of the appropriate asset beta for airports. The
PwC Report concludes that "the Commerce Commission's estimate of the asset
beta of 0.65 for the regulated activities of the New Zealand airports is reasonable
(albeit conservative) in light of the empirical evidence";

14.2 in terms of debt margin, we support the conclusion in the expert report prepared
for NZ Airports by way of cross submission from Auckland Uniservices (the
Uniservices Report), that an indicative estimate of the current credit spreads for
airports based on traded bonds of 1.50% is unreasonably low. It is not indicative
of the current margins faced by airports when we seek to source bank debt or
rollover existing debt facilities. For example, CIAL is currently in the process of
refinancing $150 million worth of bank debt, which for a 5 year duration is at
margins well above those proposed by the Commission and Airlines; and

14.3 the notional leverage assumption proposed by the Commission of 40% is
appropriate and results in a plausible range of equity estimates (a 25% leverage
assumption as submitted by the Airlines is too low). Again, we refer the
Commission to the Uniservices Report. This is particularly relevant where Airports
are exposed to major incremental investments such as the new Integrated
Terminal Development presently being constructed at CIAL.

We refer the Commission to the cross submissions and accompanying expert reports from NZ
Airports for CIAL's comprehensive response to other aspects of the Airlines' submissions.

Yours sincere

Neil Cochrane
General Manager Business Services



