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Openi ng remar ks

CHAIR  Ladies and gentlenen, it's now 1 o' clock, so

suggest we start. | think first, before we get into
formalities could everyone either leave it at the door or
turn off their cell phones.

More formally 1'd like to wel come you to the
Commer ce Commi ssion's Conference in respect of its price
control study of airfield activities.

"' m John Bel grave, the Chairman of the Comm ttee, on
ny right is Paul aRebstock, on her right Denise Bates CC,
on ny left Peter Taylor and Donal Curtin, Conmm ssioners
assisting the Commssion is the staff. W have with us
today, starting on the right, Peter Taylor genera
counsel, CGeoff Thorn, M chael Wdevel d, Doctor M chae
Pi ckford, Doctor Martin Lally one of our advisors, and
Chris Stanley one of our advisors, EvanGanby, Gaye
Sear ancke and two of our advisors as well.

If each of the speakers could introduce himor
herself as they cone to the table in front of the
Commi ssi on here.

Perhaps just a brief word about the background of
the Conference. W are here as a result of a request
fromthe Mnister of Cormerce under sections 54 and 56 of
the Conmerce Act. Essentially the Conference is to
expl ore the views of the Conmi ssion's draft report. The
Commi ssion is grateful for this opportunity to have
direct exposure in a public forumto the views of
i nterested persons and econonically we are nost
appreci ative to have access to the views of the various
experts.

Perhaps just a word on the procedures that we will
follow during the course of the Conference. First of
all, various submni ssions have been | odged in response to
the Conmi ssioner's draft report. They have been nade
avail abl e on the Conmission's website for parties to
access, but if you have any questions about submni ssions,
ask one of the staff to check that you have got
everything and, if you haven't, it can be nade avail able
of course.

The second point which I'd like to enphasise is that

these proceedings will involve as little formality and
technicality as is necessary. The Conference is not
adversarial and there will be no cross-exani nation. The

benefit of the Conference is that interested persons wll
have a chance to present their cases and hear argunents
made by other parties, and various witten
cross-subm ssions have already been | odged with the
Conmi ssi on.

The Conmission is here to ask questions but not to
respond to questions fromparties. The Conmi ssion m ght
on occasi on ask Conmi ssion staff or Conm ssion advisors
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to al so ask questions.

You will see that we've set out the indicative
agenda whi ch has been circulated, and you will see from
that that the anticipated order of the proceedings is
schedul ed to cover eight days.

The Conference will have a full record made by way
of both transcript and tape recording. Wen people
speak, could you please nake sure that you speak into the
m cr ophones when you cone forward. Speak clearly and
reasonably slowy so that we don't have probl ens taking

the transcript. It would be appreciated if each
participant also could identify himor herself before
they start speaking which will nake the process mnuch

easier, particularly for thetranscripters.

There's a snall amount of confidential material in
t he subm ssions before the Commi ssion at this Conference
and if issues of confidentiality arise in the course of
the hearing we will deal with themas they cone up. But
may | state the Comm ssion's clear preference is that we
woul d nmuch prefer to have nothing confidential so that
all matters can be open to public scrutiny.

You can assune that Conm ssion nenbers have read al
the submi ssions in response to the draft report as well
as the recent cross-subm ssions. Presentations should
ideally el aborate further on the submi ssions and in
particular focus on the questions asked in the draft
report and where presenters have different opinions, the
reasons for those opinions.

This is also the opportunity to raise any
out standi ng i ssues or new naterial parties feel are
rel evant but have not already been brought to the
Commi ssion's attention.

The order of appearance has been designed to all ow
the airports to present their points of viewfirst and to
be able to respond at the end of the Conference to any
new material presented by other parties. | would ask the
airports in turn, should they wish to present any new
material, to do so in their opening subm ssions.

We woul d hope that no new material will arise in the
airport's closing submissions, but if it does the
Commi ssi on reserves the right to have this tested and to
deterni ne what wei ght should be given to it, hence it's
i nportant that any new nmaterial be presented at the
out set .

You will see fromtheprograme that the Conference
is set down for eight days, and perhaps just a word about
the timng of how we propose to run it. Wth the
exception of today and tonorrow, Wadnesday, we propose to
start at 9 o'clock with a lunch break from 12.15 to 1.15,
and during that lunch break, although the Conference room
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will not be closed, one of the Commission staff will stay
to make sure that the roomis secure so you can | eave
papers behind. 1'd anticipate finishing around 5pm each
day, but if necessary we will go beyond that as we have
to conplete this Conference within the eight daytine
period allotted.

Tonorrow, Wednesday, we will have a change of
tinetable. We will take lunch at 1.30pmand will resune
after lunch at 3.30pmand will finish the day at 6pm so

that we don't |lose tine tonorrow

Just one final word, it is proposed to have a 15
nm nute norni ng and afternoon tea break, approximtely at
10.30 in the norning and 2.45 in the afternoon.

That's all I'd |like to say by way of introduction
and 1'd now like to ask Matthew Dunning of Russell
McVeagh to introduce the case for Auckland International
Airport Limted.
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PRESENTATI ON BY AUCKLAND | NTERNATI ONAL Al RPORT LI M TED

MR DUNNI NG  Thank you M Chairman. | won't be saying very

much, you will be relieved to hear, because no doubt the
Conmmi ssi on woul d prefer to hear from busi ness peopl e and
the experts on the various issues raised, and in ny view
this sort of occasion is not one really for |lawers to
talk at great length about issues, and there don't seem
to be a great nunmber from our point of view, of |ega

i ssues. But, there are a few comments that | would Iike
to make to preface nmy introduction of M Curley, who will
be presenting the, or coordinating the presentation on
behal f of Auckland Airport, and they are these.

M Chairman, you rmade reference to the request that
there be no new material in the closing subm ssions and
that if possible the presentations deal with any further
material which the parties wish to present. Well, this
i nquiry has been sone three and a half years in the
maki ng and there has been correspondence between the
Auckl and Airport conpany and the Commi ssi on about the
timng of the hearing and the order of addresses at the
hearing, and | feel it would be appropriate to make sone
expl anati on of that correspondence in respect to the
presentati on which you are about to hear

As indicated towards the end of last year, it
happens that this hearing coincides with the worst
possi ble tinme of the year for Auckland Airport because
t hey have been for quite some tinme very busy finalising
or producing their annual results and hence the people to
my right here have been under enornous pressure attendi ng
to that as well as trying to do justice to the materi al
which it is nost adversely affected by. That includes
mat eri al which has been received within the [ast few days
which it has not yet had adequate opportunity to consider
fully, and that is putting them under enornous pressure
to try and deal with those points as the Chairnan
suggested in its presentation

The second point which is related to this is that
the airport conpany's opportunity adequately to consider
that recent material by virtue of the airport conpany's
being required to go first has rather exacerbated their
ability to fully consider that material and present it.

It is our subnission, in support of those which were
made by the other airport conpanies, that really the
recommendati on of price control is a reconmendation of
change and really those who are notivating or noving for
t hat change shoul d bear the burden or onus of putting up
the case first, nmuch the same as by anal ogy the airport
conpani es being a defendant, and the parties affected
woul d then go after having heard the case and havi ng had
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adequat e opportunity to consider it.

Now, all of that, as | said is for the record and
enough said on that point, be that as it may the people
are here to present to you and will do the best that they
can in the presentation, but feel we have to reserve our
position to address some of the points which have been
raised recently, and it may be that those will have to be
dealt with later on in the hearing.

Turning to the presentation, the Conm ssion has very
efficiently avoided the need for nme really to introduce
everybody who is here because you have their nanes which
were taken down before, but perhaps | should just briefly
comrent in case it isn't already obvious what their
positions are in the conpany.

M Curley is the General Manager, corporate and
corporate secretary, and he will be coordinating the
presentation. Next to himis M Mens who is a General
Manager finance and information technol ogy, and you will
be hearing fromhimlater today. Next to himis
M Goul ter who is managi ng director and CEOQ.  Hopefully,
if it's of some assistance, we have prepared a sort of
timetabl e of our presentation. Unfortunately | apprehend
it might already be slightly out of date given your
i ndi cati on about the lunch tonorrow, because | think it
was based upon one of the earlier versions of the

timetable; | apologise for that, but | think it will at
| east give you a framework for the presentation which
will proceed over the next day and a half and give you an

ability to anticipate what's conming. So, if | could
per haps hand these out.

[ Docunents handed]. So, without further ado,
M Chairman, M Curley will now take over

CHAIR  Thanks, M Dunning. M Curley.

MR CURLEY: M Chairman, ny nane as stated is ChrisCurl ey,

| am the General Manager Corporate and Conpany Secretary
for Auckland International Airport.
| should state that we don't propose to nerely
represent the views that we have nmade in our origina
subni ssi ons and cross-subni ssions as stated by the
Chairman. W have assuned that these docunents have been
read and studied by the staff and the Comni ssioners.
We woul d prefer over the next day or so to focus on
the key issues which we believe the conpany, the
Commi ssion and the airlines have different views over.
W would also like to re-enphasi se a nunber of
factors which we believe the Conm ssion has perhaps not
gi ven enough weight to in their deliberations to date.
In respect of this inquiry our present position
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could be best summarised as follows, and | have got
copi es of these overheads if we could just distribute
those. [Overheads distributed].

So in summary, we believe that the existing
regul atory regine, if given a chance, would operate
effectively in respect of aeronautical activities.

We believe the consultation process can, and has
been carried out effectively, and Al AL has taken the
airline's views and subm ssions into account. W believe
our pricing methodol ogy is sound and in fact accepted by
the airlines and the Conmm ssion.

We believe that that methodol ogy has in fact been
applied conservatively and that we have not pushed the
envel ope in respect of increases in prices and returns.

W believe the recently announced price increases in
respect of |anding charges, and the ADC, the Airport
Devel opnent Charge over which we both consulted with the
airlines, were fairly and soundly based.

Testanment to this fact is that Auckland Airport has
reached a five year pricing agreenent with our second
| argest carrier, Quantas, and this arrangenent is
avail able to any other airline that wishes to accept it.
This has been accepted by three other airlines operating
out of Auckland International Airport.

We al so believe that the airlines do have
significant countervailing powers through the process of
consultation, resort to the Cormerce Act and ultimtely
to the Courts.

In respect of the Court action between
Air New Zeal and and the conpany, this amounts to a
Judi ci al Review of our consultation process and that
matter is in fact set down to be heard before the Courts
in February next year

CHAIR  Can | ask you a question while he's putting that
other slide up. Under the Act, is the court action
restricted to Judicial Review only, not to substantive

matters?

MR CURLEY: | can answer that to the best of my ability, but
to nmy understanding it is a review of the process that we
undert ook.

CHAIR  Yes, so substantive appeal is not pernmitted, is that
right, under the Transport Act, or..

MR CURLEY: Not being a |lawer, M Chairman, | can easily

answer that question later on in the day if you just |et
us get advice on that.
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CHAIR That's fine.

MR DUNNING | can't assist you in respect of that either

because I'mnot acting in respect of that proceedi ng but
| believe it's an application for Judicial Review and

rel ates to whether the consultation was carried out
fairly and reasonably in the nornmal sense of those terns,
but we can check and cone back to you on that.

BATES: Perhaps | could followup. |If we could be
i nforned of the general grounds, that night be hel pful.

CURLEY: Certainly, we could probably have that avail able
| ater on this afternoon, thank you M Chairman.

We al so believe that the Conmi ssion has not fully
appreci ated the conpetitive pressures that do apply and
do exist at Auckland. W also believe that the
Comi ssi on has not given adequate recognition to the
evi dence presented in regard to benchmarki ng of
Auckl and' s | andi ng charges with those of other conparable
airports. We believe Auckland is an efficient airport
and evidence put forward in our subm ssions reinforced
this fact.

Managenent and the board are confident that this
reviewwill only serve to show the conpany in a very good
light. W believe the draft report fromthe Conmm ssion
i ncluded a nunber of credible endorsements of AlAL's
pricing practices. It confirmed a pricing nmethodol ogy,
accept abl e I and val ues, acceptabl e costs allocation
net hodol ogy. It queried our past and future returns,

i nclusion of sonme assets, including the second runway,
and the valuation of runway assets.

The draft report, based on a quantitative analysis
of dynam c inefficiencies, concluded that price contro
nm ght be justified as the costs outwei ghed the benefits.

We will illustrate that the Conmi ssion's
cal cul ations of inefficiencies and past and future
returns were in fact based on incorrect financial data.

Whilst it could be easy for us to be over-critica
of the Comm ssion's cal culations, we believe that in fact
the draft outcone was a reflection of the extrene
pressure that the whole of this inquiry process has been
subj ect to.

Had the Commi ssion had tine to revert to the conpany
before these cal cul ati ons were rel eased publicly, we
believe we could well have assisted in ensuring that
these errors did not occur.

G ven the inmportance of the qualitative anal ysis of
the financial data, we will be asking our Genera
Manager, finance and information technol ogy, Paul Mens,
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to explain to the Conmission the basis of these errors.
We will also ask our auditors, Deloitte Touche Tomatsu to
gi ve expert evidence relevant to their independent review
of our corrections of the data.

G ven correction of the financial data, and using
the Conm ssion's own nethodol ogy, it can be concl uded
that price control is in fact not clearly justified for
Auckl and International Airport. 1In fact, it could wel
be that our recent increases in |anding charges are too
|l ow and coul d have been increased by another 6% W
shoul d state that that is certainly not our intention
however .

However, whilst we can clearly illustrate price
control is neither necessary or desirable, we believe it
is inportant that a nunber of of the issues identified by
t he Commi ssion necessitate further exam nation in the
[ight of what we believe is appropriate econonic
principles and practices.

W will present our experts' views on the follow ng
principles that we believe are those that are the only
debat abl e i ssues outstanding. These include inclusion of
the second runway | and in the asset base; the val uation
and inclusion of the seabed; the inclusion of the
seawal | ; appropriate |l and val ues and the ODRC val uati ons
of airfield assets.

Benchmar ki ng: Managenent believes that one of the
key issues in pricing, if not the nobst inportant issue,
is the relativity of our pricing with other airports. W
believe that provided it can be shown that we are roughly
inline with other airports of simlar size and
operation, then our pricing should be regarded as
accept abl e.

For this reason we have, for some years, retained
Lei gh Fisher & Associ ates, who are |eading international
airport consultants to benchmark our charges wth other
ai rports.

It remains that this study is a very difficult
exercise given the different structuring |anding charges
at different airports. However, it does provide a
reliabl e conparison of our charges. The Leigh Fisher
informati on was set out in our subm ssion and that
illustrated that out of the 50 airports that we sel ected,
and these are airports that either are in a direct |ink
wi th Auckland or they are of a simlar size of operation
t han Auckl and, and al so a nunber of European and Asi an
airports of considerable size. That analysis showed that
we were, roughly speaking, about the 30th | owest airport
in airport charging. |In other words, bel ow average,
whi ch in our opinion nust be regarded as reasonabl e and
in fact slightly conservati ve.
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It should be enphasised that the information from
Lei gh Fisher is taken seriously by the conpany and it has
been done for a nunber of years for this specific
pur pose.

On efficiency we believe Auckland is an efficient
airport. The independent TRL efficiency assessnment al so
included in the subm ssion informati on showed Auckl and as
havi ng | ow operating costs on a nunber of neasurenents.

In addition, the conpany continually interfaces with
the airlines and the Governnent services on airport and
di scusses and revi ews operational performance and issues.
We are always receptive and reactive to any suggestions
put forward by the airlines which would inprove our
cust omer service performance or nmake us nore efficient.

It is worth noting that in the recent extensive
pricing consultation process the issue of efficiency was
canvassed at sonme length in the airlines and it was
significant that the airlines did not illustrate to us
any significant aspects of our airfield operations that
they deenmed to be inefficient.

Oten there is reference to an ability to increase
efficiency post privatisation of conpanies, and in the
case of Auckland this was also the case. But it should
be borne in mnd that thecorporatisation effectively
took place in 1988, the listing of the conpany took place
in 1998, so effectively Auckland Airport has been
i ndependently governed by a board of directors
financially self-sufficient and with sufficient
notivation to be efficient since 1988.

W al so believe that the Comm ssion has
underesti mated conpetition in the Auckland Airport
mar ket. The Commi ssi on has acknow edged that for genera
aviation there are alternative facilities at Auckl and.
These include Ardnore, North Shore andHel ensville
aerodromes. However, the ability of Hamlton to conpete
with Auckland for international traffic has, it appears,
been conpl etely di sregarded.

Hami | ton already has international flight capability
and Freedom Air flies services internationally to
Australia out of Hamlton as did Kiwi Air

In addition, Hamilton have recently acquired nore
| and adj acent to their runway and we understand are
pl anni ng runway extensions to increase their capability
to take 767 aircraft. Again, this will place further
conpetitive pressure on Auckland. It should not be
t herefore assunmed that Auckland is not in a competitive
mar ket, especially in respect of its internationa
oper ati ons.

I would like to spend a little tinme focusing on the
existing regulatory regine. This regine effectively cane
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into operation for the first tinme |ast year. Under the
Airport Authorities Amendment Act there are a nunber of
obl i gati ons which the conpany is obliged to foll ow
relative to this new regul atory regine.

The Act, first of all, analyses and depicts a nunber
of identified airport activities. Three activities in
all; the airfield, the terninals and what's called the

hanger and aircraft service areas.

The Act requires us to conplete and to rmake public
di scl osure financial statenents in respect of each
financial year end. These statenents were first required
in respect of the June 2000 year, and in accordance wth
the requirenments, were published on 30 Novenber | ast
year.

So, as | said, those were the first set of
statenments. The second set will obviously be required by
30t h Novenber this year

These statements which, if the Conm ssion are not
famliar with, are substantial statements -- | have a
copy here, they go sonme 28 pages, and they are required
to be audited by our auditors. So, preparing those
statenments is a job just about equivalent to preparing
our annual financial statenents. The job is so large
that we in fact cannot prepare themat the sane tine and
i mediately following this Conference our efforts will go
into preparing these for release in Novenber

In addition to the financial statenments we have an
obligation to consult over any increases in prices and
any significant capital expenditure. The capital
expendi ture consultation requirenment is in respect of any
expenditure that is in excess of 20% of our asset base.

If you look at the asset base for the airfield at

roughly $300 million, this is an equivalent of a
$60 mllion expenditure that nust be consulted on with
the airlines before proceeding.

So, expenditure under $60 million does not require

consultation with the airlines.

The di sclosure financial statenments were issued for
the first time this year, and under the Act the Mnistry
of Transport are enpowered to review those statenents,
and we have received recent advice that this review wll
be taking place over the next few nonths.

So, the Mnistry of Transport woul d al ways have
revi ewed these statenents, and they have an obligation to
exani ne whet her the methodol ogi es adopted by the vari ous
international airports are consistent and present a true
and fair picture.

They al so have the ability to issue regulations in
areas that they perceive there could be sone
difficulties. These could be in respect of the
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nmet hodol ogy relating to asset valuations and the wei ghted
average cost of capital calculations.

So this review has been signalled, and we will no
doubt post Conference nove on to that review with the
M nistry of Transport.

The consultation itself took place |ast year
bet ween Septenber 1999 and concl uded i n August 2000. The
process which was tantanount to an 11 nonth process was a
new process to us, it was a new requirenment under the
recent legislation, and it was entered into by the
airlines and the conpany on the basis that there was no
previ ous experience on how these consultations should be
conduct ed.

The requirenent to consult arose out of the fact
that we had not consulted with the airlines over |anding
charges or the Airport Devel opnent Charge for five years.
The Act says that if charges are not consulted on in any
five year period, then there is an obligation to consult.
Li kewi se, there's an obligation to consult if you wish to
adj ust the charges. So, we had a requirenment to consult
with the airlines over those two charges.

In | ooking at the process for consultation, we
deened that we would follow the requirenents set out
under the Airport Authorities Arendnent Act relative to
the identified airport activities. This nmeant that we
had to in effect prepare segnent accounts for our conpany
that separately identified the three identified airport
activities. The |anding charge increase was applicable
to the airfield activities and the Airport Devel opnent
Charge increase applicable to the term nal activities.

Agai n, we should enphasise that this was the first
time that the conpany had to enter into this type of
consultation. It required a full re-analysis of our
accounts. The requirenent for detail extended through an
anal ysis of assets, costs, and an allocation of joint
costs. It was a considerable exercise that had not been
done before by the conpany. It in fact required a new
set of accounts and a new accounting systemto be
installed in order that we could be confident that,
during the consultation and post consultation, we could
produce the reliable figures that were required.

The process also required us to project forward, and
in our case we projected for five years, what we believed
to be the performance of these two identified airport
activities, and in doing so we could establish the
justification for novenents in prices.

The process involved establishing a pricing
net hodol ogy, establishing the current performance and an
anal ysis of the current performance relative to identify
airport activities, forecasting performance ahead and
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justifying our increases.

We shoul d say that, having undertaken this process
for the first time, we are fully aware of our obligations
with respect to process. W obtained [egal opinion from
the outset as to how this process should be conducted,
and this | egal opinion was conveyed and consi dered by the
Board before the process was actually undertaken. At al
ti mes throughout the process we had | egal input into our
procedures and practices.

The consul tati on was a consi derabl e exercise for the
conpany; it involved mnmyself as theco-ordinator and
| eader of that operation, our Managing Director, John
Goulter, was involved in the neetings with airlines and a
consi der abl e anmount of detail ed work was undertaken by
Paul Mens, our General Manager Finance, and we had
assi stance also fromour in-house |egal counsel, Kristin
Bowran, as well as a nunber of experts.

It should be recorded that we were, in effect, going
into newterritory in respect of this process and we had
to establish various pricing and val uati on net hodol ogi es
that were deened to be acceptable, both to us and we felt
acceptable to the airlines.

We used a nunber of conpanies in obtaining that
advi se. LEK gave us advice on the pricing methodol ogy.
Ernst & Young on val uati on net hodol ogi es. M chael
Copel and on economic principles, Leigh Fisher on
benchmar ki ng, Seagar & Partners on |and val uati ons and
Beca Val uations on asset val uati ons.

We shoul d enphasi se that the valuations are
i ndependent val uations, although in the accounts they
were deenmed to be the director's valuations; they do rely
on i ndependent val uations from bothSeagar & Partners and
Beca Val uati ons.

It is worth noting that the Board was fully invol ved
in this process. There were five special Board neetings
hel d between 31st March and August, plus one speci al
neeti ng where the directors net face-to-face with the
airline representatives and received, directly fromthem
their views and subm ssions.

At all tinmes the Board adopted a conservative
approach to the consultation process and we nust
enphasi se that we received, and the Board received and
consi dered, every airline subm ssion

The final outcome of the consultation process which
was advi sed in August was an increase in prices for
airfield I anding charges of 8.5%on the 1st of Septenber
foll owed by a further increase of 5% on the 1st
of Septenber 2001, and 5% on the 1st of Septenber 2002.

It was pointed out in our subm ssion, and again it
is worth noting, that our financial analysis that was
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placed in front of the Board, justified increases of
12.8% 5% and 5% And if a hard-nosed approach was being
taken by the Board, you would expect that price increase
to be 12.8% not 8.5%

The reason why it was not 12.8% was that the Board
did take into account various issues that were raised by
the airlines in their subm ssions, and on reflection a
figure of 8.5% was deened to be comercially appropriate.
In fact, that figure reduced to 7.5%for airlines that
were prepared to accept the charge and pay.

The consultation process identified a nunber of
i ssues. The key point | believe was that initially there
was an agreement on the basic pricing nethodol ogy
involved. As illustrated on this slide, the revenue was
capped by the calculation of assets, nmultiplied by the
wei ght ed average cost of capital, plus operating
expenses, plus depreciation.

REBSTOCK: Can | just clarify; when you say agreed
pricing nmethodol ogy, is that agreed with the airlines?

CURLEY: It is our understanding that that nethodol ogy
was acceptable to the airlines. The conponents of it
wer e debatable, which I will get on to, but the principle
was accept ed.

The interesting thing with that nethodol ogy is that,

over time our landing charges will fall. As capital

expenditure on the runway is conpleted and as aircraft
growm h continues, the prices per landing will decrease.
So, increased volume will result in lower unit charges,

because the cap on revenue is fixed by that formula, and
if assets are not increasing, if capital expenditure is
not being incurred, then you woul d expect that with

i ncreased volune that unit charge will conme down.

REBSTOCK: And the tinefrane on that?

CURLEY: The tinmefrane will depend entirely on the |evel
of growth that the -- that we experience in the tonnage
of planes | andi ng.

REBSTOCK:  And your projections show?

CURLEY: The predictions show that probably in five
years, that we woul d be | ooking at some sort of
adj ust mrent at the outside.

The issues then with the airlines becane the asset
base, so which assets should be included and which val ues
shoul d those assets be included at.

The issues that were identified with the airlines,
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agai n, have sone sinilarity with those that are resting
with the Conmerce Conm ssion. The second runway was an
issue with the airlines, the seawall, the seabed and
approach | and which we believe was verified as being
appropriately uni ncluded at the end of the day by the
airline's valuers, Giersons.

In respect of valuations, the major asset of course
is land, and al t hough opportunity cost was agreed as
bei ng the appropriate nmethodol ogy for | and valuation, the
application of opportunity cost was debated in the
consul tation process.

Mar ket val ue existing use was the methodol ogy
adopted by the conpany as appropriate, as we believed
that it correctly replicated what a new entrant woul d pay
for that asset. Market value alternative use pronoted by
the airlines was not regarded by us as the appropriate
val uation, and we will be presenting at this Conference
expert advice on this key issue.

Wei ght ed average cost of capital: Again, there were
i ssues between the airlines and the conpany over the
cal cul ation of the wei ghted average cost of capital and
the issues relating to the nmeasurenent of the asset beta
and market risk prem um were debated between the
conpany's advisors and those of the airlines.

My view was that we were never that far apart on
wei ght ed average cost of capital and that the issues that
were of difference were subjective issues which could
have been acconmpdated by the use of a range rather than
a specific point.

W will present expert advice at this hearing in
respect of weighted average cost of capital, and Doct or
Al astair Marsden will address you on that issue tonorrow.

In respect of the range, we also believe that it
woul d have been appropriate for the Conm ssion to | ook at
our performance relative to a range of weighted average
cost per capital, rather than a specific point within
that range. G ven the subjective nature of sonme of the
cal cul ations, a range, we believe, is nore appropriate.

Anot her issue with the airlines under the
consul tation progress was the calcul ation of operating
expenses. Again, in order to undertake the consultation
effectively we had to do a full analysis of all our
expenses.

In respect of the airfield, a |large proportion of
those expenses are direct expenses easily allocated to
the airfield operation. It then |eaves a question of
comon costs and the method of allocating commbn costs
across the various identified airport activities in
respect of the airfield, the common costs were all ocated
by revenue, and we believed that this was a fair
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refl ection of how these costs should be all ocated.

It's al so acknow edged that up to 80% of the costs
in the airfield operating base are fixed. A |arge nunber
of our expenses in the airfield are dictated by safety
and regul atory requirenents, and the fact that you are
required to have a certain nunber of personnel on duty at
any particular point in tinme dictates the costs that you
will necessarily incur.

So the issues with the airlines were really about a
handful of assets and whether they were appropriately
i ncl uded; land val uati ons and wei ghted average cost of
capi tal

CHAIR. Could I just ask one question, M Curley before you

nove on.

You said the possibility of valuing | and on
opportunity cost basis, was that proposed by yourself or
the airlines or jointly?

CURLEY: W had to nake all of the proposals and it was
interesting -- sorry, the short answer is, that was
originally proposed by us. |In the consultation process
there was one very inportant aspect of openin ndness that
we were very aware of, and in fact at the beginning of
the process we suggested that we night nore productively
work jointly with the airlines in comng up with a
proposal. We felt that that was a nethod whereby the
open-m ndedness coul d be taken out of the process.
However, the airlines felt it would be nore appropriate
for us to cone up with the initial proposal and the
initial methodology for themto react to.

So, yes, it was us that originally canme up with our
original proposals on pricing and asset val uati ons.

CHAI R Thank you.

MR CURLEY: In respect of efficiency, as | said earlier, we

believe that there were no significant queries fromthe
airlines, or suggestions, as to how we ni ght be nore
efficient on the airfield without, of course, reducing
the | evel of service that we were providing.

G ven that the |l arge proportion of costs are fixed,
even a 1% productive efficiency factor would in fact
relate to 4 or 5% decrease in what could be ternmed "the
vari abl e costs of the airfield operation". A 3%
productivity efficiency factor would equate to 12 to 15%
of variable costs.

As |'ve said also, the fact that we have been
corporatised since 1988 gave us 12 years of opportunity
to make the conpany efficient. And in terns of
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efficiency, our performance relative to other |isted
airport conpanies can only be regarded as excellent.

The depreciation factor in the consultation, the
depreci ation cost, was a reflection of the economic lives
of assets, and in this regard that the new runway that we

are currently constructing -- this is the rehabilitation
of our existing runway -- that runway has an econonic
life of 40 years. The old runway, when it was
corporatised -- when the conpany was corporatised in

1988, had an estimated |ife of 16 years, which proved to
be very accurate in that we are now having to replace it
with an enhanced structure.

So, the consultation issues were | and val ues, second
runway | and, seawall and seabed.

BATES: Just a point of clarification please, M Curley.
Have you started to construct the second runway, have
you?

CURLEY: No, we haven't started constructing our second
runway, we are rebuilding our current runway. So our
current runway is at the end of its economic life. W
are having to rebuild the entire runway, taxiway, and
apron structures, that's theprograme with which we have
consulted the airlines over. That involves a total cost,
we estimate at $140 nmillion. It's a five year programme
and we are currently about 45 to 50% of the way through
t hat programre.

BATES: Thanks very nuch.

CURLEY: Certainly, the second runway construction is set
down for sone time 2006, 2007

It's interesting to us to observe how these issues
have al so been included and recognised in the
Commi ssion's draft report. The Conmi ssion al so
identified these issues plus one other in their draft
report. The Conm ssion, we believe, identified that the
I and valuation was an issue and that independent advice
that they received from Tel fer Young essentially
confirmed that our approach did follow acceptable
val uati on net hodol ogy.

The Conmi ssion did query the inclusion of any val ue
for the seabed, feeling it had no opportunity cost, and
the Conmission felt that the value of the seawall was
contai ned or consuned in the |and value. Through our
experts, GrahamHorsley from Ernst & Young and Chris

Seagar from Seagar & Partners, we will present to you
expert evidence substantiating our approach. These
gentlemen will present to you tonorrow
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The Conmi ssion also identified another issue in
respect of the valuation of runway assets. The
Commi ssi on adopted the historic cost approach to this
val uati on as opposed to what we felt, and believe, is a
nore appropriate and acceptabl e ODRC or optim sed
depreci ated repl acenent cost basis. W will present
expert evidence from NERA, our econonic advisors, on this
i ssue and we believe that, if this stance is persevered
with in respect of valuation, it could potentially have a
huge i npact on other New Zeal and infrastructure
busi nesses who, for sone tinme have been using ODRC as a
basi s.

We believe there is little in fact at issue in
respect of the weighted average cost of capital and the
conmponent parts of that cal culation, and as stated,

Prof essor Marsden will address you on that tonorrow.

In sunmary, we propose to present experts and
managenent to the Conm ssion to cover the follow ng
i ssues: On financial nodels and cal cul ati ons, our Ceneral
Manager Finance, Paul Mens together with our auditors,

Del oitte Touche Tomatsu. |In respect of econom c issues,
NERA wi || present to you in the formof Geg Houston and
Carol Osborne, and they will address the issue of the use

of ODRC, and, the inclusion of the second runway | and, as
wel |l as conmmenting on the net benefits of regulation

The | and val uation issues will be addressed by
GrahamHorsl ey and Chris Seagar while the weighted
average cost of capital will be covered off by Professor
Al astair Marsden. Also, Derek Nolan from Russell McVeagh
will present to you on Resource Management Act issues in
respect of the second runway and the tinming of the
purchase of the |and associated with that asset.

W'd also |ike to cormment briefly and focus the
Commi ssi on on the costs that the conpany has incurred to
date in these processes. There's a rather scary slide,
fromour point of view, up there showing the costs in the
top frame of the consultati on and Conmerce Conmmi ssion
process. For the financial year 1999, that's June 1999,
we incurred $205,000 of costs, and these costs excl ude
any conpany and company executive tine.

REBSTOCK: So this is, if | can just clarify; this is a
combi nati on of your costs under the Transport Act

i nvol ving your consultation, plus the costs of this
inquiry?

CURLEY: The top part are exactly that.

REBSTOCK: Can you split those apart, those two sets of
costs?
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MR CURLEY: We can have a look at doing that for you. Pau

and | can perhaps have a | ook at that and revert to you,
if not |ater today, tonorrow.

REBSTOCK: That's fine, thanks.

CURLEY: W have conbined them both for illustration
purposes. These are, as | said, only costs of people
that we enpl oyed, our consultants and advisors. They do
not cover our own internal costs.

So, for the June 2000 year, $480,000. For the June
01 year, the one that we have just conpleted, $632, 000,
and for next year, the 02 year, the one we are currently
in, we estinmte $600,000. So, the costs fromthe
conmpany's point of view are considerable.

In respect of the Court case, the year just
conpl eted, $985,000, and if that case goes through to its
final conclusion next year, we estimate a further
$600, 000.

REBSTOCK: Can | just ask you one other question which
you night want to foll owup when you | ook at those
nunbers.

This cost of consultation, | understand what the
regul ations required, but it does make -- lead nme to
wonder on what basis were you determ ning your |anding
charges prior to the requirenents as set out under the

transport regulations, and | just -- you know, | don't
want a lot of information on that, but it does
make -- just raises that question for nme. If you had to

do the ampbunt of work you had to do for the purposes of
this consultation with the airlines, what were you basing
your | anding charges on prior to that tinme?

CURLEY: The charges with the airlines were -- if we go
back to corporatisation in 1988 -- the charges are
adjusted in that tine in consultation with the airlines,
were adjusted in 1989 and following that tine there were
only three further adjustnents, one increase of 5% one
i ncrease of 3% and a decrease of 3%

W would like to revert to you again on the actua

process. | personally was not involved in those
processes, but we will come back and just tell us exactly
how t hat was done. It did not involve a huge amunt of

consultation that we are obliged to follow here.
REBSTOCK: It's not so nuch the process |I'minterested

in, it's the methodol ogy. Wat nethodol ogy did you base
your pricing on at that tinme?
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MR CURLEY: The original nethodol ogy was not dissimlar to

what we are using now. It was also devel oped, in ny
under st andi ng, by LEK, the advisors that updated the
nmet hodol ogy for our current consultation process.

REBSTOCK: Sorry to keep interrupting you, but there's
one other question | had on what you've presented so far

I want to make sure | understood you correctly.
When you were saying that the Mnistry of Transport, if
it was not satisfied with the disclosures or -- | think
you nade a statenent that they could now deternine an
accept abl e WACC for instance that you would have to
apply. | just wonder if it's correct that them
deternining an acceptable WACC or setting down nore
preci se nmet hodol ogy, would it require a change in the
regul ati ons?

CURLEY: M understanding is that they have the ability
under the regulations to i ssue a methodol ogy, a guideline
net hodol ogy that should be followed in establishing asset
val uati ons and the wei ghted average cost of capital
calculation. So they could, they have the power |
understand, to issue a regulation saying how that should
be done.

DUNNI NG  Perhaps | could followup on that. The
regulation, which I think is 17 which I will confirmwith
you when | reach ny folder, of the regul ations already
gives the Secretary for Transport the power to issue

gui del i nes regardi ng a nunmber of features, which we say
woul d i nclude guidelines as to what the appropriate WACC
woul d be, what the appropriate asset val uations
principles will be and net hodol ogy so forth.

REBSTOCK: And those guidelines are binding on you?
DUNNI NG They are a power by the Secretary for
Transport, yes, they are guidelines which are followed by

t he airport conpani es.

BATES: Excuse nme, M Dunning, Transport Regul ations,
what year are they?

DUNNING  That's an Airport Authority's disclosure, |'ll
give you the full title shortly, but it's not transport

regulations. |It's under the Airport Authority's
Di scl osure Reginme, and it's the Airport Authority's
Di scl osure Regul ations, | think mght be the full title

and the regulation under that in addition to the
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regul ati ons which require disclosure of financial reports
and what have you has this regul ation which al so says
that the Secretary for Transport may issue guidelines as
to how the disclosure --

BATES: But presumably has not done so yet.

DUNNI NG Has not done. So, it is regulation 17 and it's
the Airport Conpanies Information D sclosure Regul ations
1999. So it's part of that whole regine.

REBSTOCK: Can | just clarify, but that's for the

pur poses of disclosure, right, rather than the purposes
of pricing?

CURLEY: Correct, it is for the purposes.

REBSTOCK: | want to make sure | understand. It is for
t he purposes of disclosure. They can't issue guidelines
for the purposes of pricing, under the current rates?

CURLEY: Correct. But obviously, the purposes of the
di scl osure are to eval uate your performance.

REBSTOCK: Yes, | understand that.

CHAIR | think there's a simlar provision in the

I nformati on Di scl osure Regul ations of electricity |ine
conpani es, but again we can check that.

CURLEY: So what |'ve tried to do here is give the

Commi ssion a very brief understanding of the process

whi ch we have gone through and the nethodol ogy that we
have adopted, and we would |ike to enphasise that we do
pl ace consi derable inportance on the Conmission's fina
report. We believe that this report could well formthe
basis of future relations with the airlines overpricing
i ssues.

The principles adopted by the Conmm ssion will no
doubt be held up as an endorsenent of an acceptable
approach, and |likewi se, the Mnistry of Transport in
their forthcom ng review of the financial disclosure
statenments and the consultation process, will take into
account the Conmi ssion's report.

Additionally the report does have a considerable
effect in respect of our market for Auckland
i nternational shares. It was interesting to note that
the initial report fromthe Comm ssion had the effect of
reduci ng our share price, and any final report will also
i nevitably have sone inpact on the investors and the
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i nvesting public's view of the conpany.

So, it's inportant that we enphasise that the final
report fromthe Conmmi ssion is sonething that we will all
be taking very seriously.

What | would like to do nowis to nove on to our
expert witnesses, and in that regard if | would be able
to introduce M Paul Mens, our Ceneral Manager Finance
and I nformation Technol ogy and Paul will take the
Commi ssi on through the financial nodels and the various
observations that the conpany w shes to make in that

regard. He will be assisted by representatives from our

auditors, Deloitte Touche Tonmatsu and at the appropriate

time they will also give assistance to his analysis of

t he work.

DUNNI NG Just before we begin that, if we may, 1'I1l just

take a few nminutes to get people up to the table and al so
to sort out at few technical issues regarding the
handout, so if we could just have a few mnutes of tine
for that.

CHAIR: Thanks M Dunning and M Curley. Thank you.

[ Pause] .

MR MENS: Thank you Commi ssioners. As previously nentioned,

I am General Manager Fi nance for Auckland Airport and ny
expertise also includes information technol ogy.

On ny imediate left is VanessaCrui ckshank and on
her left is Gaham Judge. These audit partners both
closely reviewed all changes we made to the Comm ssion's
nodel s. Because this session is fairly focused on
nunbers, | woul d encourage the Commission at any tine to
stop and ask questions at the slide, and of course at the
end.

The nethod we're proposing is for ne to run through
a session on the nunbers expanding on the critique we
provided with our subm ssion in response to the

Commi ssion's draft report. | wll provide nore analysis,
and then the auditors will follow with a discussion on
their invol vement.

| was a party -- | joined Auckland Airport in August
1999 immedi ately prior to Auckland Airport conmencing
consultation with its airlines custoners. | had a

background in the electricity industry and prior to that
wi t hi n banki ng.

My responsibilities at Auckland Airport include al
aspects of accounting, financial, Treasury, taxation,
budgeting, and information technol ogy.

| was present throughout the consultation exercise
and | provided the numerical input into our analysis.
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was the person that adapted the nodels originally built
by LEK, put together a quantitative franework to generate
a pricing nodel. | was the person also who produced the
di scl osure accounts in 2000, |I was also the person who
nodi fi ed the Commi ssion's nodel and |'mthe person who
provi ded much of the quantitative franework provided now
in analysing its pricing.

Al AL observes that the Conmi ssion has adopted a
quantitative framework in evaluating whether price
control is appropriate. AlIAL commends the Conmi ssion and
recogni ses the problens that exist with such a framework
with inconplete records.

It is measured past performance to quantify any
exi stence of over-recovery and in producing that has
sel ected a nunber of scenarios, adopting a nunber of
different rationales to adjust essentially the asset
base. Once it established that framework, it then
predi cted those returns forward over three years. M
comentary relates primarily to scenario 8 as did our
reply to your draft report.

Once the returns for the next three years were
quantified we notice that the Commi ssion allocated
efficiencies, a notional nmeasure of productive
inefficiency and a cal cul ati on of dynamic inefficiency
and each of those we will be comenting on.

Al AL agrees with the quantitative framework. It
bei ng a know edge that problens exist and Al AL being
publicly listed with restriction on infornmation it can
provide to the market, nmde that process even nore
difficult. The overall structure of the nodels used by
the Conmi ssion in past perfornance is al so agreed.

Al AL agrees with the treatnent the Commi ssion has

used to neasure revaluation gains. |In particular,
al l ocati ng those gains throughout the whole period that
those gains were recogni sed -- were achieved. AlIAL also

agrees with the Conm ssion's neasure of total revenue
since vesting date.

Al AL al so agrees with the nuneric estimates that
were provided in the trailing spreadsheets of the
Commi ssi on's anal ysis which included total conpany
performance and position each year since 1989.

As mentioned, AIAL feels that the WACC used by the
Commi ssion and the WACC it used were reasonably cl ose,
however we do not agree with all the assunption itens in

that area. It won't be my role to coment on those as
di scussed earlier that will come through Doctor Al astair
Mar sden.

Al AL and the Conm ssion have already had di scussi ons
on aspects of the nunerical analysis perfornmed by the
Conmi ssi on and has received acknow edgnment fromthe
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Conmi ssion that there were sone errors in their analysis.

Al AL wanted to avoid as much as possible any
accusation that it has mani pul ated the nunbers to suit
its cause. That in mind, we've restricted any changes
made to try and inprove the Conmi ssion's analysis, not to
rebuild it.

We have only changed nunbers where we feel they are
blatantly incorrect, either in our opinion or the views
of our advisors.

In addition, we have engaged our statutory and
regul atory advisor to independently review these
adj ustnents. We have given the auditors a clear
instruction to check all the nunbers that we have nade,
we' ve provided a full comentary to the Conmi ssion of
t heir engagenent and their brief, and we note that the
auditors of Air New Zeal and and Auckl and Airport are the
sane party.

Movi ng ny commentary to the first area of analysis;
anal ysi ng past performance. The framework which will be
famliar to you is to take total revenue, less airfield
expenses, equalling net operating profit, less tax on
that operating profit, equalling net operating profit
after tax but excluding interest, adding on an estimation
of revaluation gains, equalling total inconme to al
st akehol der, including debt providers as well as equity.

Then the Conmmi ssion has used total assets enpl oyed,
|l ess its nmeasured optim sed assets, equalling total
assets in the chargi ng base and the return agai nst WACC
is simply A mnus B. AIAL has no problem as indicated
with the revenue states which the Comm ssion has used,
but we do have problens in the expense allocation, the
tax allocation, the estimation of revaluation gains, the
estimation of total assets enployed and the
guantification as well as a concept of optinising assets
out. Qur experts tonmorrow will discuss the econom ¢
concepts related to the optinisation. Today we will
nerely tal k about applying the concepts that the
Conmi ssi on has chosen and how to quantify that
adj ust nent .

When rebui |l di ng past history, expenses wll
typically be estinmated rather than calculated. W're
tal ki ng about a decade of past performance and nany of
the staff and the informati on sources necessary to
calcul ate rather than estinmate, or measure rather than
esti mate past expenses, are not avail able.

The Conmi ssion adopted the statutory accounts in
2000 and based them on a proportion of expenses to tota
expenses, applied a flat rate of 26% for all years prior
Al AL has problems with this cal cul ati on and based on our
initial reading of the |atest subm ssion from BARNZ, it
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woul d seemthat the airlines also disagree with 26% as a
flat rate.

AlAL feels that it is totally inpractical to go over
the past decade and try and nmeasure expenses and it has
tried to do the best it can to try and introduce anot her
factor into that calcul ation.

Wthin our analysis we acknow edge that this is the
only nunber that is an estimte, alnobst all the other
nunbers are factually based. What AIAL has nmade is to
accept the 2000 nunmbers as a basis and to adjust prior
years. Over the page there's a detail ed spreadsheet
which I may need to -- can | just conment that this
spreadsheet was included with our subm ssion, and you had
i ndi cated that you had obviously read this subnission
Do | need to expand on that discussion through this
nodel ?

CHAIR  Probably not for the nmonment. W can conme back to

MR

it, though, if necessary.

MENS: Thank you. | will note, however, that the
expenses that AIAL is incurring, we believe that its
forays into retail and property and consulting have cone

at a considerable cost as well. These costs need to be
factored into the calculation. AIAL is now running a
nunber of shops 24-hour -- alnobst 24 hours a day, it's

consul ting offshore, these costs were not in the asset
base prior and we can't basically give the credit for
these costs now, applying the ratios back. So, revenue,
we believe, is the best driver to adjust expenses.

The second problem we have with the Conm ssion
analysis is the taxation nmeasurenent. It's critical to
the calculation to get an accurate tax cost. The
Conmi ssion, in the light of other information not being
avai |l abl e, has chosen to use a 33% si nce vesting date as
a ratio despite the fact that within the annual accounts
t hat nunber has fluctuated from43%to 33% The short
answer i s Al AL sharehol ders have not enjoyed the benefits
of a 33%flat rate.

Airlines in our opinion have attenpted to confuse
this issue in their |atest subm ssion also by suggesting
that interest costs have distorted this tax rate. In our
view the underlying reason why the tax is higher in prior
years relates to depreciation allowance on infrastructure
expenditure. This issue was not evident in airports and
was al so evident in the electricity industries. It is
our passionate view that the test of excess profits at
the very least that nust be used is the effective rate of
the conpany and preferably the actual rate that the
shar ehol ders have enj oyed.
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REBSTOCK: Sorry, can | just stop you there. Can you
just repeat the last sentence that you said?

MENS: |'msaying that, in a neasure of excess profits,
which this analysis is being used for, is to test whether
t he sharehol ders of Al AL enjoyed excess returns. One of
the valid costs that were incurred was a cost of tax, and
that cost was taken at a rate of 42%in 1989, flow
through to 33%only in June 99 and June 2000. |If we are
nmeasuring excess profits, it's our view that the very

| east we'd need do is neasure the average corporate tax
rate. However, if we were to neasure the effective rate
on the airfield, Al AL believes that that rate woul d be

hi gher yet agai n.

CHAIR:  You said "because of different tax rates paid by

MR

di fferent groups of sharehol ders”, was that your point.

MENS: No, I'mnot saying that. |'msaying, if we are
nmeasuring the returns that sharehol ders achi eved, then
that surely is a nmeasure, not of a notional 33% it's
what benefits or costs they were penalised with. So,

t hose sharehol ders through the period, if they were
paying a 40%return and if we are nmeasuring the returns
that they achieved, surely we need to neasure the actual
return that they received, not a notional nunber

CURTIN. | wonder if | can ask on your second fromthe
bottom bul | et point about the tax treatnent of tax
depreciation. Wuld you mnd explaining that in a little
nore detail? Were you say the sharehol ders were not
able to receive tax credit by way of tax depreciation.
What's going on in there?

MENS: The treatnent of tax depreciation infrastructure
expenditure was not able to be clainmed for tax, so that
Al AL woul d spend noney on in terns of structure, would
appreci ate that expenditure as a cost, but that cost was
not a tax deductible cost, so the net result was that we
had a hi gher tax expense.

CURLEY: Perhaps | could also add that the najor asset
we're | ooking at here is the runway, and the runway for
tax purposes had a different rate of deduction than that
used by the conpany. So, fromnmenory the conpany's rate
was over 16 years, whereas the rate that the Tax
Departnent allows over 40 years. So, you end up with a
situation where the deduction for tax purposes is in fact
| ower, therefore you end up with a higher tax rate that
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you are payi ng.

MENS: The conpany's accounting tax rate has equated very
accurately to the useful life estimtes of the runway and
noticing that the revaluation adjustment for runway, it
was very low and we'll discuss that shortly.

TAYLOR: Excuse me, would you just repeat that |ast
st at enent ?

MENS: Just establishing that the conpany's accounting
depreciation rate for its runway was very -- has evol ved
in book value very close to the actual narket val ue, ODRC
val ue of the runway. So we believe that our accounting
rates are appropriately measuring the denolition in value
of the runway, the tax rates are far in excess of what
they should be, they're far too | ow.

JUDGE: If | can speak to the tax. The issue here is the
conpany is not paying in the earlier years 33%tax, they
are effectively paying an anount higher than that because
the depreciation clainmed for tax purposes is |ess than
the depreciation clainmed in the conpany's accounts.

MENS: At this point in the analysis we derive at a
result in net operating profit after tax. The adjustnment
bet ween the Conmi ssion's historic returns and those of
AlAL are zero in last year, a very mnor in June 99, but
they rise to quite a significant figure in the early
years, and that's been caused by a conbinati on of both
the | ower expenditure levels allocated through the

Commi ssion's analysis and a |lower tax cost in the

Commi ssion's analysis. No questions?

BATES: | just want to take you back please, if you

woul dn't mind, to where you've got your total expenses
set out and ask you just to identify for me whereabouts
your hol ding costs of the second runway | and are in that
anal ysi s.

MENS: |Is that the slide you are referring?

BATES: | can't actually see it fromhere. | can see it
fromhere, | assune it's the same one.
MENS: The short answer is that there are no hol ding

costs. This approach is to add operating cost, interest
costs are rempoved, they're deenmed to be within the asset
base to get a return in the asset base, so there's no
material costs associated with holding that |and.
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There's income that we produce fromthat |and and the
income is included in the revenue area.

BATES: So that's the income you get fromrevaluation, is
that correct?

MENS: No, the inconme rate's around tenancy rentals, nost
of the costs that are carried by the tenant.

BATES: What do you do about reval uati on gai ns?

MENS: | will talk about that at a |l engthy session, if |
can, about the valuation gains.

BATES: But there's no hol di ng costs?

MENS: There's no holding costs. Primarily the holding
costs are interest, and interest has been excluded from
this anal ysis because the franework we established is,
total revenue |less operating costs, |lessless tax

associ ated with those operating costs giving you a
revenue fee, a net operating profit.

BATES: Thank you very nuch

MENS: As indicated, we haven't changed the Comni ssion's
anal ysis of any size apart fromto weight the allocation
of expenses on revenue; no other changes are nade, and
hol di ng costs were not included by the Conm ssion.

CHAI R Just before you nove on. On the table where you've

got the Comm ssioner's 33% assuned tax rate and your own,
or the actual rate because of the depreciation

di fference, what was the reason in the year June 99 and
June 2000 -- what happened to your depreciation there to
bring it down to 33% the sanme as the Conmmi ssion's
estimte?

MENS: |It's the revaluation permanent differences put
t hrough, as | understand.

CRUI CKSHANK: If you are |looking at the tax cal cul ation
because the airport has a partial basis, in all years the
tax expense is affected by the difference in tax

depreci ations which is discussed earlier. In 1999 when
the conpany revalued their assets a further tax
difference arises in that the -- certain revaluation

adj ust nent s above cost, any depreciation on those is also
treated different for tax than it is for accounting, so
you end up again with another difference working in the
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opposite direction, so that brings it down closer to the
effective tax rate, or pretty much on the effected tax
rate.

TAYLOR: Could | just confirm the result in net
operating profit is after adjusting both the expense
adj ust nent and the tax adjustnent?

MENS: Correct, it is.
TAYLOR:  Thank you.

MENS: Going back to our first slide, down the |evel

we' ve di scussed expenses, we've discussed tax, if we
coul d nove to reval uation gain adjustnent |ater because
it is easier to discuss after we've discussed the
optim sation assets. The next area | would like to

di scuss is the asset base.

Problem 3: The key to this analysis is to determ ne
the asset base of the assets to be included in the pool
These have been sourced from di scl osure accounts and the
schedul es we provided to airline custoners through
consultation. Unfortunately it would appear between June
99 and June 2000 there's been a transposition where those
nunbers don't equal the reported nunmbers. Al AL has
corrected that transposition. That transposition has

al so caused changes -- errors in weightings to try and
estimte proportions of assets in later years, in the
next slide we will make that clearer

Al so, the Commi ssion has taken, in June 2000, total
assets as disclosed in the disclosure accounts, for
$312 million. That figure includes working capital as
well, and that had to be added into the nunbers to make
it consistent so we had the full picture. W believe the
effect of these adjustnments is a nore realistic |evel of
assets.

The top section of your slide is an indication of
the nunbers that were derived by the Commission. | draw
your attention to this nunber here -- [refers]. That
nunber is the nunber disclosed in our accounts as the
total assets in June 2000, that has been entered into
June 99, and 285 is the last proposal of total assets and
di scl osure nunbers in June 99, so those nunbers have been
put round incorrectly. |It's quite a naterial error
because that nunber also drives those ratios which are
used to estimate asset levels in prior years. So, AlAL,
with its auditors, have been through and corrected those
nunbers.

| also note the bottomtable are the nunbers that
reflect our adjustnents to those assets, correcting first
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the transposition between 2000 and 1999, and then based
on that reallocating these proportions that exist between
the airfield assets and the total conpany assets.

This is all fromthe Commi ssion's nodel, all we've
done is change nunbers around and in the changi ng around
checked the nunmbers in this colum. Just draw the
Commi ssioners to a couple of points. The 78,201, this
nunber down here, is a nunber that's in the audited
accounts last year as is the 60,986 beside it also in the
audi ted accounts, provides a rmuch nore reasonable |eve
of assets, the above table would suggest that the assets
fell between June 1999 and June 00, which clearly they
did not.

CURTIN: Just to hold you there. Those percentages at
the far right-hand side are the percentage of each of
those categories attributable to airfields?

MENS: Fromtotal conpany. As | say, that was the
Conmission's nodel. Al we've done is left those nunbers
there and put the actual nunbers in place.

Auckl and Airport didn't want to be accused of cherry
pi cki ng because you will notice that these are
corrections. It has involved in nany years a | ower asset
basic apportioned in airfield assets than the Conmi ssion
did originally.

So these nunbers on this row here, [indicates], are
total assets which AIAL would get a WACC from These
nunbers are | ower for many years but we believe those
nunmbers are nore accurate.

Is there any other coments on the asset -- these
will be tabled and covered later in the slide, which we
will talk about.

CHAIR | think we probably need to have a | ook at the

detail before proving it up. Although, just in a quick

| ook, you've got quite a difference there in vehicles and
plant, at least |eading up to 88 conpared with the
apportionnment that we've made. The others look -- there
are sone differences but not as significant.

MENS: The effect of using June 2000 as a sanple year
and then applying that back, is quite inportant if we're
going to use that as a basis and those nunbers clearly
have to be right. W believe these nunbers are right and
our auditors can certainly attest that those are the
nunbers in our accounts, and those are the nunbers that
we did disclose in the disclosure accounts.

Moving on to the next level in the Conmm ssion
anal ysis was to renove optinmisation. So once the
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Conmi ssion had cal cul ated the level -- calculated a tota
| evel of assets, it then proceeded to consider concepts
of econom c principles which obviously in many cases Al AL
does not agree but will discuss tonorrow, to renove those
assets fromits base

The underlying principle that AIAL thinks is
inportant is that only the assets that are included in
the asset base, the values that are included in those
accounts in each of those years can be renoved.

Firstly, there are problens -- there are three ngjor
areas of adjustnent. One, was the renpval of land for
the second runway. W have problenms with how t hat
cal cul ati on of the holding value of |and was cal cul at ed.
Secondly, there were problenms with the cal cul ati on of
seabed hol ding value in the accounts, and thirdly there
are problens in our view with the seawal | cal cul ati on.

REBSTOCK: Can | just ask a question on the second
runway? |s there an issue still at the Iength of what
that second runway will be if it proceeds? Has it been
revised to be sonething | ess than what you originally

i nt ended?

GOULTER: The length of the second runway is currently
destined to be 2,150 netres, and that's during a period
of discussion with Manukau City Council which is not
conpl et ed.

REBSTOCK: That's your proposal? That is your original
proposal ?

GOULTER: No, our original proposal was 3,300 netres.

REBSTOCK: These assunptions here are based on the 3,100
or the 2,1507?

GOULTER: They're based on the 2,150. The runway will be
based on an incremental building situation. This runway
is going to take a considerable time to evolve, it wll
not be built as a one-off 4 or $500 m|lion engi neering
project, there's no need to do it that way, and it wll
be done in an increnmental fashion.

The actual length, as | said, is under debate within
Manukau City's district scheme. Right at this nonment
there is general agreenment that it will be 2,150 netres
and | think that's howit will actually end up.

Qur sketches of the runway on all of our naster
pl ans have not altered to accommpdate that |esser |ength
at this stage.
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REBSTOCK: The | esser length of 2,150 or |esser even than
t hat ?

GOULTER: Sorry?

REBSTOCK: There hasn't been discussions to make it | ess
than the 2, 1507

GOULTER: Yes, there has. The --
REBSTOCK: What's the range that had been di scussed?

GOULTER: The range has been discussed starting at 1,200
nmetres, and then it being extended to 1,600 netres, and
then it being extended to 2,150 nmetres. And to put al
that in context, the runway in Wellington, if nmenory
serves me right, is about 1,930 netres. Now, that runway
takes 767's, so what we're tal king about eventually is a
second runway in Auckland and that will be eventually
able to take 767's or its equivalent of the day.

The reason that it can be kicked off, if | can put
it that way, at 1,200 netres, is that Auckland is quite
unique in that it has 3.2 mllion passenger novenments in
a donestic sense, but it has about 135,000 aircraft
novenents. So, it reflects the uniqueness of aviation in
New Zeal and where you've got a lot of very small planes
going to small provincial population centres on an
obvi ously regul ar basis.

So, the 5 million international passengers that we
have today, they use approximtely 30,000 -- it's about
28,000 -- aircraft novenents. So by far the greatest
usage of our runway is domestic traffic of a snall
nature. The conpany has no desire to spend $300 million
or $400 or even $500 on a runway that wll take manymany

years to actually cone to be needed in that respect, and
it can build a runway and hence we've agreed w t hManukau
City who has the final jurisdiction in a planning
situation, that it could start at 1,200 netres because
that will accommpbdate nost of the 20 to 30 passenger
aircraft that are around today. By taking themoff the
mai n runway you free up, obviously, space on the existing
runway.

REBSTOCK: And that's the area where -- that affects the
poi nts at which there is congestion now, that's the point
of rempving those first, providing for the donestic.

GOULTER:  Yep. It's the donestic traffic which provides
the congestion, it's not the international traffic.
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REBSTOCK: Just a few nore facts on the second runway.
You're planning to start building that in 2005, is that
right?

GOULTER: There isn't a fixed date. | have no desire to
build that runway until it's needed. |In fact we have got
no history of building any formof infrastructure or

suppl yi ng any assets ahead of demand. The whole culture

of nmy conpany is that we will provide the necessary
infrastructure slightly behind the demand. If we get it
wrong, it just inposes unnecessary cost on the comrunity.
So, it will not be built until the demand dictates.

REBSTOCK: So, can | just ask; if you decided to proceed
whenever to build the first bit at 1,200, and it net the
requi renents, you couldn't foresee needing the

| onger -- the extensions to it because of demand, the
 and that you would hold for that runway could be used
for other purposes?

GOULTER: Well, yes, obviously it could in one sense, but
you get into a |l engthy debate then as to what could it be
used for.

REBSTOCK: | just want to know, technically; once it's
designated for a runway, if you decide not to use it for
that purpose you could use it for other comerci al
purposes. |Is that technically just right, in ternms of

t he zoni ng?

GOULTER: |I'msorry, |I'mnot necessarily going to give
you the answer you want to hear in that regard because
the area that's designated for a second runway has been
designated for that runway ever since the airport was put
at Mangere.

| woul d certainly never anticipate needing any
suggest that that land will never be needed for runway
use or that | would have the wi sdomor foresight to
determ ne exactly how nmuch of that land will be required
into the future.

It's interesting to note that the original runway
built or conm ssioned in 1965, which was designed
fundamentally for DC8s and 707s, was suggested it would
have a life that would go out sonewhere around 25 years.
At a stretch you might get 30 years, and at that stage
you woul d be using the second runway, the origina
studies show quite clearly that at that stage you woul d
be using the second runway. The denand for aviation into
New Zeal and and t hr oughout New Zeal and woul d have been
such that you woul d have needed a second runway, and
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hence the ease of fixing the first runway woul d be very
sinmple, you' d just close it down, you' d have a second
runway and you'd just literally repair at your |eisure.
That dermand expectation was so far out that we then
found ourselves in a predicanent that is literally the
wor st predi cament that an airport can ever cone across
and that is that it has to do a major repair on its
exi sting runway while normal operations continue.

REBSTOCK: This is because denmand has not eventuated that
you expected to justify the --

GOULTER: It wasn't us that expected it in that sense, it
was well before ny tinme. That demand did not eventuate.

So now we're at a position where the anticipated
demand -- and your point of alluding to congestion or
del ays, many of you may have conme out of Auckland at
around 7.30, 8 o'clock in the norning and found that you
are into a 10 or 15 mnute delay, and it's generally
accepted by the airlines that about a 15 nminute delay on
a constant basis will drive the first section, if you
like, of the second runway.

When that is consistent enough to happen, ny best
bet woul d be somewhere around 2005/2006, but again the
variabl es that conme into that forecast are very real

REBSTOCK: The question | really had -- | nmean, | think
we're going to cone back to these issues that we're
getting into now, but the question | really had was;

| eavi ng asi de whether you coul d ever imagi ne making the
decision, if the decision was nmade in 2008 that you
really don't need, for whatever reason, so much
conpetition from Ham I ton or whatever, you don't need the
extensi on beyond -- say you built the first 1,200 but you
didn't need any further extension to the second runway,
is it possible under the current designation and zoning
rules for you to use the Iand for other purposes?

GOULTER: Well, yes, technically, but what are you gonna
put under a flight path? | nean, you tell ne. | nean,
what are you going to put at the end of a runway, either
end of a runway that's sort of user-friendly or fits
conveniently? | sinply don't know that. | nean, you

nm ght put warehouses of sonme description, but regardl ess
on the end of runways you need cl earways, so you nheed
fans for protection of operational situations, so you're
pretty limted to what you're going to put under there.
And candidly you can say, yes, you could do sonething
with that land, and in sone airports around the world the
airport has beconme totally sort of surrounded by housing
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and the like, but in those airports where that's happened
you' ve got trenmendous costs with insulation

REBSTOCK: So there's no opportunity cost of that |and
that's not used for the extension that you currently
think it m ght be used for?

GOULTER: On the exact runway situation, probably not.
We've built that over tine, we've |ooked at forestry. |If
you coul d guarantee you could |l eave the plantations there
for roughly 27 to 30 years, it's a difficult one.

REBSTOCK: That's fine, thanks.

BATES: | just want to followup on that |ine of
questioning, if | may.

Is it correct that the designation of the Iand for
the second runway is probably only going to relate to
2,150 netres | ong?

GOULTER: The situation that is currently being confirmed
with the city is that the runway will remain to the west
of Ceorge Bolt Drive at this point in tinme. That neans,
effectively, that what is to the east of George Bolt

Drive will still remain as a fan, and if one |ooks far
enough ahead there will undoubtedly becone a tine when a
3,300 netre runway will be required as a second runway,

but you are starting to nove out a few years into the
future.

BATES: But will that be possible, even if the airlines
did require it, having regard to the interests of the
resi dents?

GOULTER: Yes, it will be possible because the planning
desi gnati ons preclude any, if you like -- what would you
call it -- airport difficult situations in the sense of
noi se sensitive activities that cone in around that area,
and it's also protected by thePukaki Creek as a natura
barrier as well. So, it will be able to be left in a way
that, over tine, when again the demand dictates, it wll
be able to be extended to 3, 300.

BATES: |Is that part of the proposed settlenent with the
residents, is it?

GOULTER: That is part of the proposed settlenment where,
when the eventual need for that cones, it will have to go
back for dialogue with the residents and with the counci
for further approval.
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BATES: So, it's subject -- use of a |onger runway than
what's the 2,150, is subject to the planning regi ne?

GOULTER: Correct.
BATES: So, it may or may not eventuate?

GOULTER: In that sense, | suppose you could say it may
or may not eventuate. From our point of view, our whole
focus is to ensure that the opportunity to take it there
is provided for.

BATES: So, you are only ever intending to keep it as
| and narked for runway?

GOULTER: Correct, effectively in that context, yes.

BATES: WII you use it for any other purpose in the
nmeanti me, given there might be a very long |ead tine out
before you woul d need that?

GOULTER: We will certainly look at it, but at this stage
there's nothing specific that conmes to mnd of what you
could actually do in that position. There's no sort

of -- there's no natural fit or natural situation to put
t here.

BATES: Thank you.

CHAI R: I might break, | think, in a mninute. I think,

M Mens, the slide before that one where you' ve got the
seabed cal cul ati on and the seawal | cal culation, | think
they're picked up a couple of slides on, but ny question
was; the nunbers you have got in your seabed and seawal

calculation slides, |I think in your subm ssion part of
the seawal | was actually taken up in relation to the
general |and value, as | recall it. So, here you are

arguing the information rather than the way it's been
placed in relation to total asset?

MENS: In our subm ssion we've not submtted that the
seabed value is part of the land -- seawall is part of
the land value. 1t has been a suggestion fromthe

Conmi ssion and that will be discussed tonorrow when we

di scuss concepts. We're discussing at the nonment the
rationale for renoving it and we're accepting that the
Commi ssi on has chosen to optimise it out, the neasure now
is howto cal culate had an optim sation |evel.

4 Septenber 2001



OCoO~NOOUTPA,WNE

37
Al AL

CHAIR. So you are not debating that the seawall is part of
the | and val ue?

MR MENS: Not at this stage. Tonorrow we wll be.

CHAIR Al right. That's fair warning any way. Look,
think we m ght break until about quarter past if that's
agreeabl e. Thank you.

[ Adj our nment taken from 3. 00pmto 3.20pni
CHAIR Al right, we will resune.

M5 REBSTOCK: | wonder if | can ask another question on the
sheet that you showed us before, on the tax rates where
you have the actual rates for Auckland, and | wondered if
you could provide us with the nunmbers which showed the
actual rate paid by Auckland in each year, plus what you
put in for the depreciation.

MR MENS: Certainly.

M5 REBSTOCK: | assune these nunbers are based on what your
actual rate was, not the 33%

MR MENS: Correct, | can certainly provide tonorrow to the
Conmi ssi on a schedule of the reported, in the statutory
accounts, the net profit before the tax and after tax.

M5 REBSTOCK: And after tax, and then so you can separate
out these percentages here between your actual -- the
rate at which you actually paid.

MR MENS: As agai nst?

M5 REBSTOCK: Well, | want to know what anount of this is
made up fromthis depreciation effect in this table.

MR JUDGE: The depreciation is just driving the tax. Do you
want an analysis of how the tax goes from 33 cents to 42,
or 33 to 397

M5 REBSTOCK: Yes.

2

JUDGE: An explanation of why it's not 33?

M5 REBSTOCK: Well, | assume in any of these years your
actual tax rate was not 33% |Is that right?

MR JUDGE: Yes.
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REBSTOCK: So | want to know what it actually was, and
then I want to know how nuch the depreciation effect is.
Okay, | want to know your actual tax rates for each of

t hese years.

JUDGE: That's listed on Paul's --
MENS: That schedul e.

CRUl CKSHANK:  The second columm is derived, isn't it,
from taking your tax expense fromthe published financi al
statenments for each year divided by the profit before tax
publ i shed fromthe total company accounts?

TAYLOR: Excuse ne, | think where Paula's coning fromis
saying, would the tax rate have been -- would you have
paid 33% but for this depreciation adjustnent?

JUDGE: So it's a reconciliation of profit at 33 cents,
per manent differences or permanent timng differences,
tax actually paid?

TAYLOR: Yeah.

CURLEY: But there should be no doubt that the actual tax
that we paid are those percentages in the second col um,
so it's the recognition back from33%that you are
actual ly asking for?

REBSTOCK: Yes.

MENS: Picking up where we left off, tosummarise where
we' ve gone in the process. W' ve discussed the revenue,
t he expenses, the tax, we have not discussed the asset
reval uation proportion which we'll cone to shortly, and
we have di scussed the assets. W've now noving on to the
optim sations at the bottomwi thin the Conmm ssion's
nodel .

The first analysis relates to the second runway.
This was a nmj or adjustnment made by the Comm ssion and
one therefore that needs obviously to be nmade correctly.
During the consultation process Auckland Airport
initially tabled second runway land in a simlar manner
that the Conmission did in one of its analysis as
excluding all future runway described in one of our
valuation reports. That was listed as $62 mllion. That
was correctly queried by the airlines and involved the
conpany doing a reconciliation and reaching an agreenent,
and |'l1 elaborate shortly, on the allocation of that
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future land between airfield, terninal, aircraft
termnal, freight, and other commercial interests.

Auckl and Airport proposed a footprint that resulted
around 58% of that |and being reserved for runway
purposes. That allocation was agreed by the airlines and
it wasn't a subject of debate throughout the rest of the
consul tation process.

What was an item of debate, and still is with the
Commi ssion, is whether that |and should be included in
the charging base in the years prior to it being used.

This slide indicates, in the first |ine of nunbers,
the anmounts that were included in the Conmission's
anal ysis that need to be renoved as the value for the
second runway | and.

It's a fact, fromthe accounts, what Auckl and
Airport paid for each parcel of |and through that
process. Because that | and parcel included all, both
term nal land, aircraft and freight [and, comercial |and
and airfield land, an allocation was needed on the total
purchase costs to ensure only 58% of all that parcel was
allocated to airfield.

W' ve been through and | ooked at our asset register
to pull out the cost of each parcel of |land that was
i ncluded in our accounts each year up until June 1999 and

then in 1999 allocated the anpbunt of 58% of 62 mllion,
which is a carrying value in our accounts post
vesting -- post revaluation. So Auckland Airport submts

that the levels inAlAL's line is the actual anmpunt that
shoul d be removed fromthe asset base, not the

Commi ssion's. You will notice that the | evels are npst
mat eri al .

REBSTOCK: Can | just ask, when you say "it was agreed
during consultation", was the 58% agreed or was the 36 of
the total 62 mllion agreed?

MENS: We basically tabled a plan showi ng a footprint of
our runway that we were both working towards through the
Manukau City Council process and that was agreed as a
proportion. That whole parcel of land we are talking
about was valued at $140 a hectare, so it was easy then
to take that parcel of footprint, neasured in hectares,
multiplied by the carrying value of $140 a hectare, to
work out the value of 36 million. So we agreed a
footprint --

REBSTOCK: So the value of $36 nmllion was agreed?

MENS: Yes it was, what wasn't agreed was whether it
shoul d or should not be included in the charging base.
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CHAIR  Just to correct you, 140,000 a hectare.

MR MENS: Did | say 140? Beg your pardon.

So, you will notice that the anobunts in our accounts
at present that relate to the second runway airfield
relate -- have not changed in June 2000 or June 99; they
are 36757 and the values prior to that change as we
acquire different parcels of |and through that process.

MR CURTIN. Could I just ask, does the 50% run backwards
previous --

MR MENS: W have not been -- yes, it does, we have not been
through and tried to work out when each parcel of this

future land was acquired, whether it related to each
par cel

MR CURTIN. So it is 58% of anything you acquired backwards,
t hank you.

MR MENS: Everything that was acquired backwards prior to
that | and parcel.

CHAIR. So you are saying in essence you didn't start to
acquire that land in any quantity until June 99.

MR MENS: No, we valued the land in June 99, we acquired the
I and right through.

CHAIR  From i nvesting.
MR MENS: There have been parcels of land right through

CHAIR. The total that you are describing now, was that the
| and avail abl e as vesting?

MR MENS: No, it was not.

CHAIR So, it wasn't until later in that period you started
to buy nore of it?

MR MENS: There's been acquisition since 1989 that | can
find in our records, each parcel beginning through all of
the parcels of registered | and that we've acquired.

CHAIR: That makes up the -- 58%of 62 mllion was only
acquired over the last two years, that total?

MR MENS: No, 11 years, since 89.
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MR JUDGE: Looking at the table the cost per their records
is 11 mllion which was then revalued to $36 mllion.

M5 CRUI CKSHANK: So the anpbunt of land didn't really change
bet ween 1998 and 1999, it just noved from historical cost
to --

CHAI R: Reval uation for current costs to whatever, | guess.
MR MENS: To narket val ue.

CHAIR  And just going back, for exanple to June 93, for
exanple, where it's 8,015 in your table, was the sane
hectare acreage of land available then as is avail able
now, or was the actual amount of |and smaller?

MR MENS: No, it was snmaller. You can see there's been | and
acquired from89 to 90, 90 to 91, 91 to 92, 92 to 93.
There was no acquisitions through until 98. In 98 there
was an acquisition, that's why the nunbers are noving as
you work through the tinme. So we've acquired new parcels
of land as part of this gradual process to buy the | and.

CHAIR: And between 92 and 93 there wasn't a reval uati on?

MR MENS: No, there was not. That is the |and sales we

acquired to buy parcels of land as it becane avail abl e.
What we submit is, if those values are in the

accounts, and the auditors will attest that those are the
val ues that we have got in our accounts, that those are
the values that need to be renoved if we are going to
optim se out, not a calculation that was done by the
Conmi ssion to work out this value, which clearly would
seem wong when you start to see nunbers fluctuating from
98, 99 and 00 fluctuating fromas high as 54 nillion down
to 14 nillion.

M5 BATES: Could | ask a question by way of clarification
val uation please, and that is, | understand that to
utilise the second runway | and for runway there's sone
requirenments to nmake nodifications to resident's houses
to ameliorate the noise levels. |Is that correct?

MR GOULTER: That is being considered now, yes.

M5 BATES: WIIl that have any effect on the val uation that
was used in these figures?

MR GOULTER: No, we haven't got any finalisation on what
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that's going to be yet.

BATES: You do know that there will be sone costs though
Is that correct?

GOULTER: Correct.

BATES: Perhaps aval uer could answer whether or not that
could effect a valuation.

HORSLEY: It won't.
BATES: Wy not ?

HORSLEY: Because the value of this land will nove
relative to its use for airport purposes, so it won't
necessarily go up by the anpbunt of costs that are
involved in insulation, it would nove on narket factors.

BATES: Wuld it not, to achieve the use of the runway,
woul d you not agree that you would take into account the
fact of getting it into that state, i.e. having to nmake
the nodifications to the houses?

HORSLEY: Not necessarily in Auckland. In Auckland the
val ues can largely be derived froma sal es perspective.
So as the intensity of use alters over tinme, so do the
sal es whi ch have been used to provide the basis of

val uati on.

BATES: Excuse nme, |'mjust trying to nmake sure
understand the position. |s the basis of your valuation
for its use as a runway?

HORSLEY: Val uation of the operational runway is as
ai rport use.

BATES: So that, to allow the airport to use it for those
pur poses, there is sone costs involved, probably, of
getting it to that state, to appease the residents and
aneliorate their noise concerns?

HORSLEY: There are, but the valuation at Auckl and has
been driven of f market evidence.

BATES: So, it doesn't take into --
HORSLEY: Sorry, that's why there's a difference between

the rate per hectare that's applied to the future runway,
or future airfield land, which is 140,000 per hectare,
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and for the airport proper, the existing operationa
airport, the value is 305,000 per hectare, and the
difference reflects the intensity of use between those
two different parcels of |and, one which is operationa
as an airport, the other which has still to go through,
as M CGoulter said, still got to go through planning
processes in order to get approvals. So the intensity of
use differs.

M5 CRUI CKSHANK: It might also be useful to think of it in

MR

MR

context of the historical costs, so all the costs spent
to date to get it as usable as it is now, got us to the
11.3 nillion and if you spend sone nore cost, it

still -- the valuation is 36 mllion, so there's a big
gap already, any further costs aren't likely, in terns of
i nsulation, to bridge that gap between the 11 and the 36,
the cost and the valuation that's already there.

BATES: |I'msorry, I'"'mstruggling a bit with it.
If you look at the and for the second runway, is it
valued on the basis that it will be used as a runway?

HORSLEY: Yes, it is.

BATES: So nmy point is, in order to -- shall | make an
anal ogy. |If you buy a piece of land and you want to
subdivide it, then to value it you usually take away the
costs that it's going to -- that you incur in getting it
into that state, if you are valuing it for subdivisiona
purposes. So, |'mwondering whether, if you are val uing
land as an airport, as a runway, for runway use, you have
to take into account the costs of getting it into that

st at e?

HORSLEY: Well, | think what was pointed out just there
is that the question is that thereval uations of this

|l and are greater than the costs. So there's a gap

bet ween cost, which historically is 11 mllion. Even if
you spent another $6 nmillion --

BATES: | see, |'ve got you now.

HORSLEY: The reval uati ons are higher than the cost.

DUNNING | wonder if | could nention for the record,
that was M Horsley, in that |ast exchange.

CHAI R Thank you.

MR

MENS: That said, is there any other discussion that the
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Conmi ssi on wi shes to have on the second runway val uation
nunber s?

CHAIR We might come back at the end of the tota

presentation to questions running right through it. What
we're trying to do nowis just pick up points of
clarification, but when you've finished the subm ssion
we' || probably cone back on a nunber of things again, so
we'll pick it up then. Thank you.

MENS: The second item of adjustnent by the Comnri ssion
related to seabed.

The val ue of seabed within the accounts again, is a
fact and it's not an estimte. The valuation of the
seabed in the accounts of AIAL is also a fact. The
anount that's in the seabed -- attributed to the seabed
in the asset base and airline consultation is also a
fact.

VWhat we've done is listed in our second line, the
anounts that were included in the various asset bases
under discussion. The seabed was val ued and the val ue
attributed to it in the 1999 revaluation. It was
attributed a value of 30,113. During the consultation
process a nunber of adjustnments were made to that seabed
val ue whi ch brought the value down to 10,100 to agree
with the sane asset base that the Conm ssion have used in
their bal ance sheet for that year.

But for consistency, in the disclosure accounts what
I've been able to do is to take the statutory annua
accounts and provide those in each segnents. | was able
to make the adjustnents sinilar to those made in the
consultation process. So the value | add as the seabed
val ue in the disclosure accounts was 30, 113.

If we are going to renove that value, the only
values in ny opinion that you can renove are zero val ues
from89 till 98, then when a val ue was ascribed in the 99
val uation, the anmpbunt that was in the asset base,

10.1 nmillion and 30.113 mllion in June 2000. Simlarly,
you will notice that there's a substantial adjustnent
t hrough that period.

REBSTOCK: What |ed you to include a value for the seabed
in 1999?

MENS: You need to ascribe that question to a

Val uer-General, |I'm afraid.

REBSTOCK: We'll cone back to that. Is it the

case -- does Auckland International Airport own this
seabed?
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MENS: It owns or has rights over all of it. The vast
majority it does own.
CURLEY: We will address this issue tonorrow through our

valuers, but it's true to say we do have legal title to
areas of seabed and we have ot her areas of seabed
reserved for aerodrone use.

REBSTOCK: So you own it or you have been seeded the
right to use it fromthe Cty Council

MENS: Vast majority we own it, in our nane.

REBSTOCK: Are you able to cone back to us with?

MENS: Proportions.

BATES: W are primarily interested in whether you have

any limtations on your right to dispose of the | and, of
t he seabed which you own.

CURLEY: We will revert to you on that tonorrow

BATES: Thank you.

CURTIN: | wonder by way of clarification, |I understand
the 100 figure for June 99, your figure for June 99, the
years prior to that where they're zero, would you just
revisit the logic there?

MENS: Basically, within the asset -- we essentially went
t hrough our asset register and | ooked at, when we had to
ascribe the value -- to get the uplift in working out the

new value. So in the 99 accounts we were given a new

val ue of 30,113 fromthe valuation reports. W had to
wor k out what was the value in the accounts prior to that
and there's no asset register entitled seabed, there's no
value in our carrying accounts called seabed value. So
it wasn't ascribed a value in our books in that period.
We first put the value in the accounts in June 99. So,

if we're going to renove the value and adjust the asset
base and had to be like with like, it wasn't included in
prior years.

REBSTOCK: So that it was never counted as part of
something else in the past, the seabed? It just wasn't
in a different category and shifted out?

MENS: | don't believe it was. W have been through al
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the valuation reports that we can find and it wasn't

i ncluded in the valuation report. Because this valuation
report was only the vesting valuation which is largely a
DCF val ue.

REBSTOCK: So when you added these values in 99 and 2000,
you didn't -- there wasn't a conpensating decrease
anywhere el se?

MENS: The full anmount went to the reval uation reserve,
correct.

As discussed earlier, the seawall is an itemthat
t he Conmi ssion has chosen to renpve fromthe val uation
because under its econonic concepts it felt that that
val ue was al ready absorbed in the |and val ue; we'll
di scuss that issue tonorrow. But if we accepted the
point that it needed to be renoved then we will have to
agai n quantify what was the accounts.

| can't explain why the Conmission did what it did
but it would renove 9.87 nillion, which was the value in
the accounts -- in the valuation reports in 1999 from al
years prior, and that's logically incorrect because the
val ue as ascribed the value in 99 on current dollars and
if we are renoving it, then it needed to be renoved from
99 and 2000.

Unli ke the seabed, we weren't convinced that the
seawal | didn't have a value in the fixed asset register
W' ve been through all the civil works and believe that
within the | and value the seabed -- the cost to build the
seawal | had to have been included. W derive the
noti onal 25% of the value through the period because that
seawal | was constructed right back -- nost of the seawal
was constructed prior to vesting. So, we've renpved the
val ue that we believe would have been included in the
annual -- in the fixed asset register prior to
reval uati on

In either case, the value that the Comnmi ssion
removed in 00 was nothing. W believe that it should
be -- if you want to apply this concept correctly, it
should be 9.7 nmillion. That's obviously adjustnment
that's not in our favour, and we think the Conm ssion has
removed far too nuch in prior years because it's renoving
a current value set in June 99 fromvalues in March 89,
and that's illogical.

REBSTOCK: So why is it logical to renpve the same anmpunt
from March 89 and June of 977

MENS: Because it would be the historic costs that was in
there. W have never adjusted our historic costs. The
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hi storic costs of putting that seawall in, it isn't
depreciated, so it would be the historic costs that went
into the accounts, the costs of acquisition. It's second

to building | and.

REBSTOCK: So in preparing your valuations, you used
hi storic costs?

MENS: Correct.
REBSTOCK: What was the logic for that?

MENS: The conpany has al ways used historic costs. The
first time we adopted the current market value was a
requi rement when the Crown sold its share on the public
fl oat that we noved away from historic costs to current
cost.

REBSTOCK: And you had the historic costs?

MVENS: We had. We could not identify the historic costs
for this asset, we've made an estimate. That nunber is
an estimate.

REBSTOCK: Based on?

MENS: Based on what we think is the valuation
nunber -- based on the valuation 9.7 nmillion in 2000 and
estimted what it would have been back.

Can | just draw your attention to this slide. It is
different fromthe slide that we stated in the pack
we' ve provided a different schedule. | apologise that in
preparation for this pack the top two |ines were renoved.

We' ve di scussed theoptimsation, how assets are
removed fromthe asset base to try and work out an asset
base that's applicable to generate aWACC return from

Renoving that, nowit's necessary to quantify the
reval uati on gains that have been achieved fromthe
airport. If | can just talk this slide through, which
was i ncluded with our subm ssion in reply to the draft
report fromthe Conmm ssion.

The first columm of nunbers resulting in a total of
767,955, is the carrying anount in the annual accounts
for those itens of land, buildings, infrastructure,
runways and pl ant.

The second col unm are nunbers that we produced 12
nmont hs prior to the Commi ssion's report which was used in
a schedule to produce the total value of airfield I and
i ncl uded in disclosure accounts. Those nunbers were not
publicly available until our |ast subm ssion, but they
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are audited and they are -- the auditors can comrent that
those are the nunbers that we included in our accounts.
The difference between 302,816 and the nunber you may
recall of 312 nillion being the total assets included in
airfield, is solely working capital. This gave us a
proportion, essentially of airfield assets as agai nst
total assets in June 2000.

So 58.15% of all land in the June 2000 accounts can
be represented by airfield Iand. The process we've taken
then is to say well, we know what the total revaluation

reserve uplift has been, and there is the portions

t hrough here, and these are al so audited nunbers.
Applying the sanme ratio of assets we can generally say
that the proportion of the revaluation increase in | and
is 58%related to airfield. So we've applied the sane
basis of asset base to the revaluation anpbunt gains to
generate a reval uation reserve novenent in airfield
assets as we define them

The next adjustnment was to renpve the portion of
that revaluation reserve as the Conmi ssion defines those
assets, specifically the Commi ssion has said that the
second runway | and, the seawall and the seabed shoul d not
formpart of the airfield assets. So we've got to renove
the historic costs and the reval uati on anmount.

Now we' ve said we know what the historic cost is on
the second runway |l and, there it is there, of 11, 368.

We' ve di scussed al ready that we know that the carrying
value in the accounts in June 2000 is 36 mllion. The
difference of 25 is a hard nunber in that it's both
sourced from audited transactions. Those are audited

| evels, that's the amobunt that the second runway |and has
been built up from So that needs to be renoved fromthe
reval uati on upward adj ustnent.

Simlarly the seawall. W know 9,787 is a hard
nunmber and that's a value in the accounts. As discussed
earlier we've stated that it has a historic cost, we've
attributed 2.447 mllion as a nunber, initial views we
had not hi ng because we couldn't find the nunber we've put
the nunber in there to say it nust have a val ue of 25% of
repl acenent cost what it was built. W' ve taken that out
to generate a portion of the revaluation reserve, the
rates to the seawall and the seabed as di scussed were not

in the accounts prior to that valuation. It's given us,
of the $108 million worth of reval uation gain,
$62.8 million relates to assets that the Conmi ssion feels

we shoul d not include and, therefore, needs to be
removed.

In summary at the bottom of the page is the uplift
in value that we've received through our valuation of
airfield assets as per the Conmmission's definition of
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airfield assets. Freehold land, $28.9 nmillion and per
the Conmi ssion's nodel that is required to be allocated
back through the period since vesting. The difference
bet ween ODRC and historic costs of $16 nillion, being the
sum of 481, 10393 and 5913. This is against the

adj ust nent that the Conmission had nmade in the draft
report of 49 mllion, the 16 mllion is a direct

conpari son.

Just a brief comment before | provide the way we
have apportioned it. |In the |latest subnission fromthe
airlines there's been an observation that the reval uation
gain and the various assets has been very different, and
i ndeed it has been. In particular, they've questioned
that the existing airfield | and has increased nmarginally
against the increase in |and value for the second runway.
It's been suggested that this inplies that the nunbers
are incorrect.

There are reasons for this, and they're quite
obvious. The existing runway |land in the accounts has
been acquired through -- nuch of it has been as the cost
has been throughreclamations, |ooking at the airfield
you will notice that much of the airfield perinmeter is
actually reclained land. So in the accounts the cost
that went into our books was a cost to reclaimthat |and,
that was a holding value in the accounts for nuch of the
| and.

None of the second runway is reclained, it's
pastoral |and that we've acquired when it becane
avail able. So under their basis you would expect that if
the val ue per hectare of the airfield | and was acquired
at considerable cost when it was there, the uplift has

been -- the source both I ands are from fundanental |y
different sources and there's no expectation that that
| and val ue should i ncrease on a consistent basis. In

fact, we believe they haven't.

REBSTOCK: So you are driving that cost all off of the
costs that it took to get it to a usable state, the
difference, rather than the intrinsic or what | night
refer to as the opportunity cost of the I and?

MENS: Wthin the accounts, prior to valuation -- the
conpany only had historic cost accounting. That's all we
had, so that's the real cost that the sharehol ders
invested to get the asset to its state.

REBSTOCK: But you don't value that |and now by historic
cost, right?

MENS: No, we don't.
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M5 REBSTOCK: So why should there be a differentiati on now,

2

if it's based on intrinsic value today as land in that
area to be used for a simlar purpose?

CRU CKSHANK: | think there's just a confusion in
meaning. The intrinsic value is based on the same

nmet hodol ogy, it's just that the difference between cost
and reval ued anmount for the two different types of |and.

MENS: Is different.

CRU CKSHANK:  Every valuation is a proportion of the

mar ket val ue conpared to historic cost, as a proportion
of the market value can be different because the cost was
based on reclainmed for one and --

REBSTOCK: | see what you're saying. The per hectare
value of it is valued at the sanme?

CRUI CKSHANK:  On a sinilar basis.
MENS: There's no difference to the way it was acquired.

REBSTOCK: So the bit that had a | oss, the bit that
didn't have to be reclained, has a greater reval uation
conponent ?

MENS: Correct.

JUDGE: The total revaluation here's been done on an
average basis. In the accounts we've got 145 mllion of
a revaluation, we've got total revalued amounts of 312.
The amount that related to the airfield was 181, so
that's 58% relating to airfield, and so the starting
poi nt for the ampunt of |and reval uati on was 58% of the
total amount of land revaluation and that was done on an
averagi ng basis. It hasn't gone back to a parcel by

par cel basis.

REBSTOCK:  Yeah, | understand. Thanks.
MENS: Sorry about the format, you' ve got the nunbers in
your schedule in front of you. You haven't got

bi nocul ars up there.

REBSTOCK: You're not trying to nake sure we don't ask
guesti ons?

MENS: But | wouldn't be forgiven for such a thing.
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The key to the analysis by the Conmi ssion is that
once the total revaluation gain has been quantified, and
we believe we have included the |evel of quantification,
then it has to be allocated as if it was incone through
the period. There's been no change to what we've done.
In that process the Conm ssion has also foll owed that
| ogi c and we've | ooked at the basis of the apportionnent
and we have a questi on.

The Commi ssion went through and it basically
inserted its inflation drivers and then it said well,
that |land woul d be expected to rise by inflation and has
all ocated that primarily, and where that did not account
for the total novement, it also introduced a second
driver to apportion that novenent based on net profit
after tax.

Auckl and Airport has a conceptual problemthat, if
we are going to apportion a revaluation novenent, it has
nothing to do with the profit the conmpany's nmade and has
adjusted the driver to include only the first driver, and
that's the level of inflation should determ ne the
al l ocation of the revaluation gain through this period.
But if there are drivers, it would not be related to our
profit. So we've nmade an adjustnent that
guantum -- based on our adjustmnent the guantum woul dn't
nove and we've discussed quantumin the analysis earlier
on, but this nerely changes the shape of how those gains
have been apportioned through the period since vesting.

CHAIR: Just a question. 1Is it in sone instances, for
exanpl e network |ine conmpanies | think have incl uded
reval uation gains as profit increases, haven't they?

MR MENS: As profit increase. Can | go back to the table.
| apol ogi se again for the font of this, this slide was
presented earlier in the slide, and this was a reflection
of the Commerce Commi ssion nodel of which we have adopted
and accepted as a franework.
In this nodel the revaluation gain is indeed counted
as incone.

CHAIR  Sorry, ny eyesight's worse than yours, | think

MR MENS: Sorry, ny pen is halfway down the page, so
reval uation gain, we have accounted for -- the
Conmi ssion's nodel accounts for that as a gain and we
haven't altered that, we've only altered the inputs into
the framework and we accept the franework.

CHAIR:  You accept the principle in effect.
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MENS: W accept the principle on an ex-post basis
t hanks, M Mens.

MENS: This is also included within our subm ssion of
course as wel | .

Just referring back to the nodel, this essentially
concl udes the discussion on whether the airport, froma
hi gh | evel analysis, has extracted excess returns since
corporatisation. W believe, if we make the five
adj ust mnents we' ve made, that the expense | evels are nore
accurately reflected in our view, taxation rates reflect
the conpany's underlying tax cost rather than a notional
33% That the revaluation gain be calculated only on the
assets that are included in the base, and that
land -- sorry, that assets included be accurately
apporti oned.

Then we notice that the returns that the airport has
made are not in excess of either the md-point of the
Conmi ssi on's WACC nor AIAL's. So, despite the draft
report suggesting that AIAL has on a consistent basis
achi eved excess profits over itsWACC, is incorrect.

CHAIR: Thanks M Mens, | think we'll conme back --

under stand where you're coning from W nmight cone back
to some nmore questioning once we've received the total
subm ssion, but your point of view anyway is clear, thank
you.

MENS: |If you can just bear with ne, there's
unfortunately nore.

The second area that the Comm ssion enbarked on was
sayi ng, once they established the historic
concerns -- and I will note that the changes we've nade
up till now effect primarily early years, there's been
very little adjustnments nmade to 1989 and 2000 nunbers
that could be suggested that are judgnmental, those
nunbers are factual

Taki ng the nunmbers, extrapolating themfor the next
three years was the next stage of the Conm ssion. W
believe there are problenms with the analysis in that only
revenue was nodel l ed, only price increases, presunably
they applied fromthe start of the year. Auckland
Airport has updated the forecast going forward and added
all factors it believes are relevant in estinmating its
future returns. It should be noted that Auckland Airport
has al so added a number of itens that are not in its
favour. We've increased both growth forecast and pricing
i ncreases.

M5 REBSTOCK: So your price increases were from Septenber
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right, of each year?

MR MENS: 1st of Septenber of each year. And in conjunction

with our auditors we quantified the conpound effect of
both the growth and the price increases to get the
nunmbers -- our increasing through and we put those both
t hrough and the Comm ssion did not. So, it neasured us
as a greater revenue stream

What it did show however is that -- the first
nurbers used in consultation were done, were estinmated by
me in August 1999 when we presuned that consultation and
all the costs that we discussed earlier were going to be
m nor. The airport has received additional costs in a
| ot of areas over the airfield, including its expansion
we' re doing and the flowon costs that affected operating
costs.

We' ve provided our nunbers --

M5 REBSTOCK:  Sorry, which expansion?

MR MENS: As airports grow we've had additional costs that

the airport has received that weren't evident when we did
the di sclosure nunbers in 1999. What we have added here
i s our budget nunbers and our actual reported nunbers
that will be part of this expenditure line. [Indicates].
So expenses, we've increased the expenses, there was no
all ocation in the Conm ssion's nodel for any increases in
expenditure. W believe those nunbers are hard, they're
based on our actuals in June 01 and our budgets in June
02. The depreciation charge, there was no all owance for
any increase in the depreciation charge in the Conmerce
Conmi ssi on nodel .

We have spent a substantial portion of costs in the
airfield expansion, both in fuel lines, in extra runway,
so what was witten down to quite |ow book val ues now has
new |life and has to be depreciated again. There was no
depreci ating nunbers prior to that so there needs to be
to be an all owance for depreciation charge.

The next area we've put MCTOWgrowth. | notice in
the nost recent BARNZ submission they confirmthey're
happy with 3.5% growth because it was a nunber used in
consultation. What they didn't say was that 3.5% was the
nunber we used for international growh and we used 1%
for donestic growmh. W've put into this nodel 3.5%
growth in MCTOW growt h whi ch was hi gher than assunption
in consultation.

W' ve added the capital expenditure that we predict.
Again the capital expenditure in the year June 01 is what
is part of the audited accounts that Auckland has just
announced, and the 43,539 is our budget for next year
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We have estimted based on that nunmber what we think the
expenditure will be in June 03.

| also note that in the BARNZ subm ssion there was a
poi nt made that that nunber is different to what was
tal ked about in consultation, and they provided a
schedul e of that in their subm ssion, their confidential
submi ssi on.

I would like to draw your attention to the fact that
those nunbers are missing a title, that they were rea
nunbers expressed in 1998 dollars, not nom nal nunbers as
these are represented. That doesn't account for all the
novement, but it does account for a portion of that
change. Auckland Airport has additionally, is now
predicting is going to spend noreCapEx than we
originally anticipated in the disclosure.

The price increases that we put through are those
that are pronul gated, are 8.5% 5% and 5% and those of
the price increases we've announced are not price
i ncreases that we are receiving noney for.

M5 REBSTOCK: Can | just ask what's led to this expense

novenent, capital expenditure growh beyond what you
anticipated in the previous year?

MR MENS: | guess the first item| can discuss, the expense

growh, I'll pass over to ny colleagues for the capita
expendi ture grow h.

The expense growth, when we went into consultation
we budgeted for absolutely no expense growth, it was
nom nal nunbers or real nunbers continued at the sane

rate. We had no -- we were entering into a conpletely
different domain with the conplications of consultation
litigation, this forum the study -- those have put extra

costs that are rightly attributed to the airfield

busi ness and we're neasuring the performance that the
shar ehol ders are going to achieve fromthe airfield
business. That's the purpose of this slide, to say wll
those sharehol ders receive excess returns in the next
three years, and we're saying those costs are the
legitimte costs of that division, and those are what we
are predicting to be the returns under each of the
scenari os the Commi ssion hasnodelled in the future
years.

MS REBSTOCK: So if this 1.583 and 2.242 and 2.902 is due to

consul tati on and Conmi ssi on.

MR MENS: A nunber of things, extra costs associated with

bird control -- a nunmber of things we didn't estimte
when we went through consultation, but they were al
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hi gher than the consultation process had predicted.

M5 REBSTOCK: And the capital ?

MR GOULTER: In the capital expenditure, the cost of

rehabilitati ng the mai den runway partially inpacted by
the airline' s hubbing situation, where we now process 80%
of all passengers at Auckland Airport through 20% of the
day, so in five hours of the day, which is roughly 20% of
24 hours, we process 80% of all passengers. So, the
degree of inefficiency that that puts on us is very,
obviously, real, and to accommodate the runway
rehabilitation we've had to get involved with a nunber of
extra | ay-over stands.

The original capital expenditure anticipation, when
this project first kicked off and you have to keep in
mnd that in estimating going forward on these issues you
get into a lot of unknowns, and the original situation

had a figure in the area of about 110 mllion being
suggested, and | think that is actually referred to
somewhere. There's been about another 30 mllion that's
accrued over the period and will have to be spent and in
fact a lot of that has been spent already.

So, if you're interested, | have a sketch here which
| can go through each one of those itenms for you. It may

be that we could do that later in sonme way, but they're
all nom nated here, and at some stage we'd like to unfold
this and show a little nore about the 2,150netres
relative to the second runway versus the 3,300netres as
well. So, M Chairman, we do have this information and
probably --

M5 REBSTOCK: So you could provide us with a variance

anal ysis of what you projected during your consultation
and what you now have in these nunbers for your expense
and capital.

MR GOULTER: All which has been di scussed and debated with

the airlines as well, yes.

M5 REBSTOCK:  You can provide that to us?

MR GOULTER: Yes, no trouble.

MS

BATES: Can | ask by way of clarification. In your
expense grow h, that part which you refer to as being
related to consultation, Commi ssion hearing and the
airline's case, does any of it relate to the |ega
expenses in connection with the second runway and the
pl anni ng process?
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CHAI R Just another question on the nunbers. Where you've
got, | think, 2001 you' ve got a capital expenditure of
31 million with a fairly Iight depreciation charge that

year, and then it seens to come on in a nuch higher
guantumin the next two years, greatly in excess of the
increase in capital expenditure. Ws that a timng issue

or...

MR MENS: Primarily it was when -- in the year it was
estimated to be collected and, therefore, there will be
revenue when depreciation will start.

CHAIR  So, depreciation against revenue.
MR MENS: It was just timng.
CHAIR  Timng, thank you.

MR MENS: The purpose of this slide was in response to the
nodel that canme fromthe Conmm ssion that, on a prim
facie basis we had been extracting surplus profits in the
last 11 years and that this trend was going to continue.
We believe, when you factor in all changi ng circunstances
and renmenbering that we're basing these nunbers up until
the final year on our budgeted nunbers that the Board has
approved and our estinates of the costs that they're
going to be, we believe we're still not going to be
extracting nunbers at our WACC, they're in line with the
returns we have been achi eving.

On an ex-post review -- so when we | ook at the
nunbers in June 03 -- in addition to these costs, if
there is any reval uati on novenent, that would rightly go
into the fornula has been tal ked about al ready, and we
woul d anticipate at that tine it would probably get to a
WACC return, but that's essentially what we are sayi ng,
that we don't believe with all the information we have
avai | abl e, extrapol ating our nunbers for the next three
years, that we're going to receive anything like the 27
or 25% return that initially came fromthe Comi ssion

The process that Commi ssion foll owed was, once it
had produced evi dence of past performance, expected
future performance and then went through a quantification
of what the dynami c inefficiency was.

We've had a neeting with the Commi ssion and there
has been acknow edgnment by the Commi ssion staff that
there appears errors in their analysis. For
conpl et eness, we have provided a schedule which lists
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t hese, however we believe that there were errors and
suggest that funds will be rel eased and rei nvested nore
appropriately fromthe sale of the seabed fromsale the
seawal | or from sale of the second runway.

As discussed earlier, this is quite key because in
quantifying the benefits of price control the nunber at
the bottomof that first colum, 6.7 mllion was a key
i nput. However clearly even if we accept that Auckl and
Airport did not need to hold Iand for a second runway and
could rel ease those funds -- and that's a confusing
concept because we've received signals fromthe
Commi ssi on that Auckland Airport should not include the
chargi ng base, but the quantification anal ysis suggests
that the funds are to be rel eased through price contro
dynam c inefficiency would be increased, therefore it's

inmplicit that we would rel ease 36.%7 mllion worth of
value. |It's nonsensical that we would reallocate the use
of the seabed or seawal | .

So even at best, $267 million worth of assets could

be re-allocated if it should find that we should sell the
second runway, tie up the funds and do sonething el se
with them W have applied the sane rate that the

Commi ssi on used, 6.92% giving alternate revenue stream
2.5 mllion as opposed to 7.1 nillion, both nodels give
credit to the fact that, within the second runway we are
currently receiving grazing income. That's taken off to
give a net benefit of 2.143 nillion as opposed to

6.7 mllion.

| don't believe this is contentious and | think the
correspondence that we've had fromthe Commi ssion staff
suggests that they accept these nunbers as well.

Finally, we comrent on the nunerical analysis
relates not to the Conmi ssion's nodel but froma schedul e
attached to the BARNZ submi ssi on.

It was referred to by the Commi ssion's advisors as
the defl ator nodel, Taylor deflator nodel. W're
concerned that it was unreasonably designed. On a talk
to the Comm ssion on this conplicated arrows di agram
whi ch | produced, it started with a value of $140 a
hectare being the accepted val ue therefore for current
ODRC val ue of |and avail able for airport use.

The nodel used by -- provided by BARNZ recogni sed
that there was a cost necessary to be spent on converting
that land fromundulating farm and to | and that was
appropriate for airport use, than was back to a period in
1985 being a period where they thought that land -- in
fact to be totally honest, the logic defies nme. If we're
trying to work out a value of |and, any rebuilding of
 and woul d happen after resource consents were achieved,
so it's inappropriate to discount it at all
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The next area, the financing holding costs. In
cal cul ati ng Auckland Airport |and at $305,000 a hectare,
the nodel essentially says the value of land, rural |and
with airport potential is $140,000 a hectare, plus the
hol di ng costs to $273 a hectare plus $32 a hectare
I evelling costs. \What the nodel fromBARNZ produced, it
di scounted the holding period right back until 1982 using
t he Auckl and Residential Property Land Index. This is
confusing and is obviously an inappropriate val ue index
for calculating the cost of rural |and.

However, if we use the sanme index and apply it since
1993, being the seven years prior to its current use, the
val ue changes from $140, 000 a hectare to $65,000 a
hectare as opposed to that pronul gated by BARNZ, being
$140, 000 a hectare down to $18,000 a hectare. Then the
hol di ng costs are generated based on that.

BARNZ used a hol ding cost of 4% Auckland Airport
has problems with the 4% If it's holding period is
seven and a half years to develop land from I and

with -- rural land with urban potential to Airport I|and,
the hol ding costs is obviously needs to be attributed to
val uer's hol di ng costs. W' re tal king about what val ue

of that land is if it was acquired seven years ago and
converted to its current state.

This nodel was used to denonstrate that there was
necessary a downward adjustnent to Auckland's | and val ue
of approximately $50 million. Auckland Airport's
provided this by essentially saying we have problens with
the discounting period, but also the cost of holding. |
have provided a table in the mddle of that suggesting
that if we were to take the current WACC, which is
i ncluded at the bottom of the Conmerce Conm ssion col um,
starting at 13.462 finishing at 8.460, and if we
i ncreased that WACC by 72% as bei ng the probably WACC of
an airport developer. ThoseWACC s the Commi ssi on used
were for an airport operator and airport devel oper' sWACC
woul d be obviously consi derabl e higher.

If we used the WACC nunbers that we've defined in
that colum we've suggested that thoseWACC s were used
-- that would equate to the equival ent val ue of airport
| and t hat we have used.

CURTIN: Could | ask the source of the 72%

MENS: |It's only a goal set to suggest that that would be
t he WACC appropriate -- what we're trying to denonstrate,
our overall airport land value is 107.274 mllion. \What
WACC s would we need to do for the holding costs to
generate this same rate, and then the next question we're
saying are those WACC' s in that bottom box appropriate
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for an airport devel oper, and we submt thoseWACC s are
far too low for an airport devel oper

To go in, buy land, develop it, seek resource
consent with uncertainty of getting it, taking it through
to the stage where the resource consent is avail able,
that WACC is inappropriate. So we're trying to generate
that value of land under this value nodel it's
i nappropriate to use 4% and 4% is even |lower than the
debt costs that the Conm ssion used in their WACC nodel .
Auckl and Airport doesn't propose this nodel, we are
sayi ng that was a source provided to the Comi ssion by
BARNZ whi ch we have serious problens with.

We are saying it's so serious that these inputs into
the nodel are ridiculous to suggest that we should be
using |l and val ue i ndexes since 1982 and we should be
usi ng 4% as a hol ding cost and we shoul d be di scounting
| evelling costs.

I think it was referred to by the Comerce
Commi ssi on' s val uer advi sor that that was an
i nappropriate nodel and not hel pful as well, the Auckl and
Airport is flagging that it also has problens with the
nodel .

That concludes ny conmentary. 1'd like to pass over
to the auditors who can essentially give their brief
di scussi on on the process and agai n wel cone the
Commi ssi on for further questions.

CHAI R Thank you.

MR JUDCE: My nanme's Graham Judge. | have been a partner

with Deloittes since 1982. | specialise in statutory
audits, due diligence and |I've al so been involved in the
utilities industry since regulations started, mainly
t hrough united networks, so a |lot of the know edge |'ve
gained in regulatory reporting and such |ike has cone
t hrough nmy know edge in the |lines conpany area.

What | want to cover this afternoon is what our role
was in relation to the work that we've done on this work.

In our role we've been purely as auditors. Paul's
alluded to our other clients in the industry, so we have
not been an advocate for the airport. W're basically
there to |l ook at the amendnents that Paul has done to the
nodel , audit them as best we can and then forned an
opinion on that. |In our long formreport we have
detail ed what procedures we were able to do and our
concl usi ons fromthose procedures.

What we did, we just checked -- Paul anended the
Commi ssion's nodel, he used the same logic as the
Conmi ssion used in its nodel and we've just verified that
Paul 's nodel is as robust as the Conmi ssion's nodel.
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That mat hematically where he's changed cells in the
fornul a he hasn't nmade mi st akes.

W' ve checked the data that Paul has changed that
the records of the airport. Now, those records are in
various forns, they're not necessarily a straight | edger
so -- and where we haven't seen a | edger we' ve detailed
an appendi x to our report what we actually saw.

W' ve al so commented on the reasonabl eness and
appropri ateness of the assunptions. Now, if you | ook at
our report, the majority of what we're tal king about are
actually fact, there's not a | ot of professional judgnment
of weighing up two or three different ways of addressing
sonmething. Most of it is just straight fact that the
nodel is not taking apples -- is not matching appl es and
appl es, sone cases have got apples and taking oranges
out .

We weren't required to comment on the validity of
t he Conmerce Conmi ssion nodel. W' ve just purely taken
adj ust nents Paul nade, we've checked it to the records
and checked that those adjustnents have been correctly
put through the nodel.

Qur concl usions, we are confortable that the
internal |ogic that Paul hadn't corrupted your nodel. W
couldn't find any material errors in the logic that Pau
had gone through, and we checked the underlying financial
information through to the records of the airport. The
area that we did put a proviso on was in relation to
al | ocati on of expenses. Both the allocation per the
Conmi ssi on nodel and the allocation per the airport are
esti mat es.

If | can explain that. This is the area that we
were | ooking at 40% and 26% In the nodel the hard data
is June 2000, and that's been calculated fromthe actua
| edgers in a manner consistent with |ines conpany
utilities. So, those nunbers are a portion --

REBSTOCK:  Woul d you m nd just waiting.

JUDGE: This is your scenario 8 which is the npdel that
peopl e have been changing. So basically that colum
here, the 2000 colum is the actual allocation of the
airport's | edger numbers.

Now, what the Conmi ssion and the airport has
endeavoured to do is estimate what those allocations
woul d be going back to 1989. Now, the problemis that
the airport was not in a static state from 1989 through
to 2000 in that its percentage of airfield revenue to
total revenue in 2000 was 26% and back in 89 was around
40% -- 42% So, applying a static 26% across that is
l ogically not right.
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Now, why we effectively queried whether applying 26%
wei ghted for the proportion to income nay not necessarily
be right as well, is that, the step after that would
really be to look at the drivers of the expenses in
deterni ni ng what the actual split was. And so we're
saying that, in our report, that the Commi ssion's not
right in applying a straight 26% across everything, but
the airport isn't necessarily right as well by applying a
26% wei ght ed, but by the revenue percentage.

The problemhere is that there is a significant
anount of work, as M Bel grave woul d be aware in the
utilities area, of converting conpany's accounts fromthe
hi storical or normal accounting records through to the
avoi dabl e cost net hodol ogy that you're required for
reporting. So, what is happening here is people are
trying to re-estimate that on a broad brush approach

Now, we nodelled the effect between the Comm ssion's
view and the airline's view-- airport's view and it
didn't end up with a large difference. So, that's the
i ssues around the allocation of expenses.

The major variations in the nodel: There's three
areas that we've confirmed, the profit has been
overstated in the nodel because of the allocation of the
reval uation. The asset base has been understated because
the incorrect anounts have been taken out for the seabed,
the seawal | and the second runwayoptinisation. And just
froma | ogic perspective in relation to the future
returns, the nodel recogni ses increase in revenue, but it
doesn't recognise related increases in expenses, and
that's really the key to | ooking at the issues.

Now, why has net profit been overstated? 1In this
line here, consistent with utilities, we've added back
t he asset revaluation. Now, in the Conm ssion's node
that nunmber was around 54 nmillion. In the
airline's -- in the airport's calculation that nunber's
around $28 mllion. So, again, that's just a straight
all ocation of the -- it's changed because we're driving
with a different nunber.

Again we've tal ked about the allocation of expenses
and we' ve tal ked about tax, so again, those nunbers have
changed and the tax nunber's changed.

In relation to the asset base, what has happened
here is, again the hard nunbers are the June 2000 nunbers
and that's been allocated back to derive the base nunber
based upon the conpany's |l edgers. So, if you | ook at
your nodel you've got the reported | edger bal ances,
you' ve taken the percentages that have been derived from
the 2000 nunbers, and allocated these anmounts back to get
your cost of airport |and.

Now, the key difference here is that, logically for

4 Septenber 2001



O©OoOoO~NOOOTPA~,WNE

62
Al AL

the optim sation the only anmount that should be taken out
is the amount that relates to the seawall, the seabed and
the second runway, that's actually included in those
nunbers up there, and what the airport has done is
deterni ned how nuch in each of those nunbers is conprised
runway | and, optim sation as a seabed and the seawal |

and that's just been taken out. So, that's
sinplistically what has happened to theoptini sation of
the asset. Again, here the accunul ated reval uati on has
been added to the asset base.

CURTIN: Excuse me, just on the asset base issues and

com ng back to the seabed. As | understood it earlier,
the seabed cane on to the bal ance sheet for the first
tine at some positive value in June 99 but was not on the
bal ance sheet at all?

JUDGE: That is my understanding. Now, the work that
everybody has done cannot find a seabed with a val ue
prior to 1999.

CURTIN. Did many change hands, was there an actua
hi storical purchase cost for seabed at sone stage in the
past ?

MENS: No, there was not. The val ues on Auckl and
Airport's asset register are a function of two main types
of transactions, the vesting value that the Crown

assi gned, and that was based on a valuation that did not

i nclude a seabed. W've been through the valuation, it's
not listed on the valuation report and we've been through
all the purchases of land. They're clearly seen in the
register and they're not in that list either. In our
view there's no value of the seabed because it was not
listed in the vesting report and we've never purchased

t he seabed.

CRUI CKSHANK:  So the best we could do as auditors was
agai n | ook through vesting reports, search through fixed
asset registers, and we couldn't find a nention of the
seabed.

CURLEY: Just to nmke it clear, the title was vested in
1988, that's when the conmpany was corporatised.

REBSTOCK: So arguably it was part of the purchase price,
but it wasn't subsequently acknow edged?

MENS: | think it was part of the purchase price, but
that purchase price was listed right down to very m nor
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-- there were a nunber of valuations done at that date
and it clearly listed items of land, it listed every
item but it did not include that |and, did not include
seabed | and.

M5 CRU CKSHANK: Partially perhaps because the vesting price

was based on a DBF type valuation rather than repl acenent
cost replacenent nethodol ogy, whereas the 99 valuation is
a replacenent cost nethodol ogy or an opportunity cost

met hodol ogy.

MR JUDGE: Paul's alluded to, or raised the transposition of

nunbers here. M understanding was, this nodel's based
upon the driver for the allocation, there's the 2000
nunbers. I n the Conmmi ssion's nodel the nunbers were
transposed, but the driver was the 99 transposed nunbers,
so it generated a difference, but it wasn't a pure

di fference because 1999 was used instead of 2000 for the
al | ocati on backwards.

The nunbers have changed slightly al so because
runways, taxiways and aprons is unknown nunber and that's
taken fromwhat's in the | edger and then the allocations
have been nmade outside of that.

Agai n, because we've -- we're estinating data going
backwards there has been assunptions nade in the
Conmi ssi on's nodel which the airport has carried through
into their nodel. So you can refine those assunptions
slightly nore against slightly different nunbers, but the
nodel ' s been based upon the assunptions that the
Conmi ssi on made in their nodel.

Al'l we've done here is just raised a circunstance
that there's a logic for that, if you increase the
revenue there should be an increase of expenses. Now,

t he key one that an auditor would see easily fromthis is
that there has been no recognition of a cap expenditure
in the next three years, and of aCapEx in the next three
years. So, that is quite an objective reason for

i ncreasing expenditure. There are other expenses that
the airport has |ooked at as well, but logically that
nmakes sense to us, that the revenue goes up, the expenses
shoul d actually go up as well.

CHAIR Yes, | think in that table you had a ninute ago the

depreci ation was up together with general expenses, yep.

MR JUDGE: And from ny understanding the CapEx is actually

mat eri al, based upon the airport's current base.

CHAIR. Based | think as you said earlier, on the current

rate? Yes.
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M5 CRUI CKSHANK: And the main driver for the depreciation
increase is again the CapEx increase

CHAI R: Yes.

MR JUDGE: This is nmy conclusion and for an auditor it's
quite a hard conclusion in that it's quite, you know, |'m
stating that | don't believe the nodel as it was
originally witten is fair in relation to the return of
the airport. | think that the issues that I'mquite
confy in saying that is that, in the mgjority of the
items we've tal ked about are factual, they're not
wei ghing up two parts of a professional judgnent. The
exanpl e woul d be the expense allocation would be a
prof essi onal judgnment. How nmuch we take out for assets
of seabed, seawall and second runway, is justlogics,
it'smths, it's not professional judgnent.

MS REBSTOCK: But that's not an issue with the npdel, that's
an i ssue with the nunbers, isn't it?

MR JUDGE: It is.

M5 REBSTOCK: So, this statenent...

MR JUDGE: This statenent here tal ks about the nunbers that
the nodel has generated and the returns that the nodel
has generated as being --

CHAIR: Based on -- you have doubts about the -- question
about the numbers so therefore put those through the sane
nodel you have a different output.

MR JUDGE: Yes.

M5 CRU CKSHANK: When we're tal king about the nodel we're
tal king about the data and the fornulas and it's
primarily data errors.

MR JUDGE: We're really tal king about the return generated
by the nodel and, if you look at the return that the

nodel generates versus the return that the nodel that was
anended by the airport generates, is a huge difference.

CHAIR: | can see where you're coning from so obviously
we'll have to |l ook at that.

MR JUDGE: So, has anybody got any questions of ne?
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CHAIR. Certainly we'll cone back to you in genera

MR

guestions and probably later on before the hearing is
over.

CURLEY: If we could just nmake the point, Deloittes are
only going to be with us this afternoon. M Mens will be
with us for the whole of the session and here today and
t onor r ow.

JUDGE: Deloittes could obviously come back when you
require to talk to us.

BATES: 1'd just like to clarify one thing, pardon ne for
doi ng so, but you say you're giving evidence as an
i ndependent expert.

JUDGE: Yes.

BATES: Has Del oittes done any work for the airport
bef ore?

JUDGE: We're the external auditors and we're the
M nistry of Transport auditors of the returns.

CRU CKSHANK:  And we al so do assist the airport in filing
their tax returns since we becane auditors in the
financi al Year 2000.

JUDGE: We're talking as auditors and the fundanental
val ue an auditor has that he has to be independent.

DUNNI NG  Sorry, just to car clarify that point | should
have handed out the hard copy of the presentation which
will give you -- but he does mamke the point that
Deloittes are the statutory auditors. Sorry that's ny
fault for not handing that up.

BATES: It would be good if we could have that.

CURTIN. 1'Il ask you one question if | may. |

appreci ate your point about a | ot of the nunbers being
known or fixed, if you like, and not involving
subjectivity, but just |ooking at the proportion of

i ncome derived fromthe landing activities, the 26%
that's a given nore or less in the nost recent year, but
then the airport's best guess, if you like, taking it up
to 40% of the revenue.

CRUl CKSHANK: The 40%is an actual in terns of what

revenue di sclosed as | anding charges in the conpany's
annual accounts over each of those years including that
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earlier year 89 was as a percentage of their tota
revenue. What is an estimation, if you like, is that
that revenue indicates a shift in activities that also
drives expenditure, that's where | guess the estimation
comes in.

MR TAYLOR: | just have a couple of questions if | could.
I'"mjust |ooking at the page here, and if | had nore --
just want to run through the, why you take up | ess
reval uations of non-land assets to 16.7 million?

MR MENS: 16 million?

2

TAYLOR: 16. 787 mllion.

MR MENS: Basically it's to apply the econonic concept put
t hrough by the Conmi ssion. Basically the Comm ssion
stated that in their viewODRC for non-Iland was

i nappropriate, so as we will discuss tonorrow we strongly
disagree with it, but that is applying your concept of
renoving the all view-- that's the difference between

depreci ated historic costs and --
MR TAYLOR: You nentioned that earlier on, yes.
MR MENS: That's that depreciation.

CHAIR  Well, | think we'll leave it for the noment with
Del oittes any way. Thank you. M Dunning?

MR DUNNI NG M Chairman, | suggest that it mght be an
appropriate tinme to close today because we're noving on

to another topic and M Marsden will be first up tonorrow
on WACC, and will give us an opportunity perhaps to pul
together some of this information that's been requested
during the course of the afternoon. | think we're nmaking
good time, so there will be no problemw th that
t onor r ow.

CHAIR No, that's fine, so I'll take your suggestion
M Dunni ng and adj ourn now and reconvene at 9 in the
nmor ni ng?

MR MLNE: M Chairman, can | nake a plea please, and that
is that any of the parties naking presentations, if they
had enough hard copies to go around, because it's very
difficult if we can't see the screen and we' ve got one
hard copy per table, so that woul d be appreciat ed.

CHAIR: Could we take M MIne's request on board and do our
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hi n? Ckay, thank you.

[ Conf erence adj ourned at 4. 45pnij
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