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The Board of Airline Representatives of New Zealand (BARNZ) is an incorporated society, 

representing most of the international airlines which operate scheduled services into New Zealand.  

BARNZ welcomes the Productivity Commission’s Draft Report in the International Freight Transport 

Services Inquiry, and makes the following submissions in relation to the draft report and 

recommendations. 

Recommendations 7.1, 7.2 and 7.3 

These recommendations relate to measuring and improving the efficiency of the Border Agencies 

and strengthening the role of the Border Sector Governance group.  BARNZ strongly supports the 

Commission’s recommendations in Chapter 7. 

Recommendation 10.1 

The Commission recommends that the objectives of council-owned port and airport companies 

should be brought into line with the objectives for state-owned enterprises; i.e. to be as profitable 

and efficient as comparable businesses that are privately owned.   

While BARNZ has no objection to airports and ports having an objective to act as a successful 

businesses (as is currently specified by the Port Companies Act for every port company) or as a 

commercial undertaking (as is currently specified by the Airport Authorities Act for every airport 

operated or managed by an airport authority), BARNZ questions the practicality of specifying a 

different objective for council-owned port and airport companies, as opposed to the current all-

encompassing objective for all port and airport authorities.  The benefit of the current objectives in 

the Port Companies Act and Airport Authorities Act is that they apply to every port company and 

airport managed by an airport authority – irrespective of ownership.   

The Commission’s proposal also raises the question of the level of council ownership which would 

trigger the move from the common objective for all airports and port companies to the objective for 

council-owned airports and port companies.  For instance, Auckland Airport has a local body 

ownership of approximately 25%, Wellington Airport 33% and Christchurch Airport 75%.  Would a 

5% ownership stake by a local body trigger the local body ownership objective? 

Finally, BARNZ also sees considerable risk if a formula such as ‘the principal objective of every airport 

company shall be to operate as a successful business  …’ is used, as opposed to the current structure 

of ‘operated or managed as a commercial undertaking [or successful business]’.  Use of the phrase 

‘principal objective’ could cause conflicts with other regulatory obligations of airports, such as 

complying with national security plans, obligations under the CAA Act and Rules and meeting 

regulatory security requirements, of both New Zealand regulators and overseas regulators.  BARNZ 

prefers the ‘operated or managed’ drafting of the current obligation in the Airport Authorities Act.    



Recommendation 10.2 

The Productivity Commission recommends that elected representatives and council staff are 

precluded from being directors of council owned port and airport companies.  While BARNZ has not 

experienced any problems with elected representatives or council staff acting as directors, this 

recommendation seems sensible as a matter of good governance. 

Recommendation 10.3 

The Productivity Commission recommends regular publishing and reviewing of EVA figures for port 

companies.   

While BARNZ supports the regular publication and review of the return on capital invested or EVA of 

port companies, it is vitally important that this analysis is undertaken transparently and correctly.  

The Productivity Commission analysis is inconsistent with the approach of the Commerce 

Commission and BARNZ believes it understates the returns earned by the Port Companies as it has 

not treated revaluations as income, but has nevertheless applied a nominal WACC to revalued asset 

bases.  

The valuation of the asset base and the level of WACC adopted are inputs which significantly affect 

the outcome of any EVA analysis.  Understate the WACC, and the EVA will be overstated.  

Conversely, overstate the WACC, and the level of return earned or EVA will be understated.  

Similarly, if the asset base is over-valued (or assets are included which are not used in providing the 

facilities or services), then the level of return earned or EVA will also be understated. 

Any revaluations of assets must be taken into account as income if the assessment is being 

undertaken with a nominal WACC applied to a revalued asset base.  It is well accepted that there 

must be consistency between the use of a nominal or real WACC, and whether assets are revalued 

or remain at historic cost.  The options open are to: 

 Apply a nominal WACC to a revalued asset base, and count all revaluations as income; 

 Apply a real WACC to a revalued asset base, and count all revaluations in excess of inflation 

as income 

 Apply a nominal WACC to historic cost value of the asset base 

The Productivity Commission produced figures which showed that from 2008 to 2011 most of the 

ports recorded negative EVAs.  However, this analysis was based on the NZ IFRS 2007 financial 

accounts.  It only considered the cash return and reversed out any revaluations for that period, and 

did not take into account the return to the port companies of any earlier revaluations.  As such, the 

analysis understates the return earned by the port companies, and has been undertaken over too 

short a period. 

In 2010 NZIER undertook an analysis of the returns earned by Port Companies since incorporation in 

the late 1980’s and concluded that ‘since corporatisation in the late 1980s, all but one of [the port 

companies] has made a positive economic return in aggregate and the four major container ports have 

made very substantial economic returns’ of over $831m since vesting (Refer NZIER, Port Performance and 

Ownership, An Assessment of the Evidence, 9 August 2010).   



The Commerce Commission considered the issue of measuring returns, and the treatment of 

revaluations at some length in the course of developing input methodologies for regulated suppliers 

(which include the three major airports) under Part 4 of the Commerce Act.  In its Reason’s Paper 

accompanying the Input Methodologies Determination for Airport Services, the Commerce 

Commission stated at para 2.8.14-15: 

…if a nominal cost of capital is applied to an inflated/indexed asset base, any revaluations of the 

asset, such as an upward revaluation for inflation, must be treated as income in the ROI for profits to 

be monitored effectively. 

The same principle applies, however, even where a revaluation occurs for reasons other than 

economy-wide inflation, and where the extent of the revaluation differs from the change in the CPI.  

Because the use of a nominal WACC with a non-revalued asset base is consistent with FCM, any 

revaluation gain must be treated as income in the ROI.     (Emphasis added) 

The Productivity Commission’s analysis at pages 42 to 44 of its Draft report is inconsistent with the 

methodology applied by the Commerce Commission.  BARNZ considers that the Productivity 

Commission should adopt a methodology consistent with the approach of the Commerce 

Commission.  

BARNZ also considers that the agency most suited to publishing and reviewing EVA figures for Port 

Companies is the Commerce Commission, which is already undertaking similar work for airports, gas 

pipelines businesses and electricity lines businesses under Part 4 of the Commerce Act.  The 

Commerce Commission has the resources and expertise available to undertake a regular monitoring 

role as suggested by the Productivity Commission. 

Recommendation 10.4 

The Productivity Commission recommends that a collective monitoring function should be 

established for port companies to collect independent information on the comparative performance 

of port companies.  BARNZ considers that the Commerce Commission would be best placed to 

design and implement such a monitoring regime. 

Recommendation 10.6 

The Productivity Commission recommends that councils consider increasing the degree of private 

ownership in the ports.  BARNZ recognises that private ownership does bring improvements in 

efficiency and lower costs; but it has experienced serious problems on the revenue side where 

private owners seek monopoly profits without any restraint from the co-owning councils.  BARNZ is 

pleased that the Commission spells out this danger, but BARNZ emphasises that it is a significant 

danger, and one not to be lightly waved away by policy-makers.  The economy suffers when shippers 

(importers and exporters) are over-charged by the ports for international freight. 

Recommendation 12.1  

The Productivity Commission recommends that the Government retains, and improves, the Civil 

Aviation Act Part 9 competition regime.  BARNZ supports the Productivity Commission’s 

recommendations, including the proposed strengthening and amending of the current regime. 



Recommendation 13.1 

The Productivity Commission recommends that airports should periodically review the extent to 

which they unbundle activities within their domains and allow access for competing firms to supply 

them.  This follows on from the Commission’s Finding 13.5 that there is no compelling case for a 

general access regime or a negotiate-arbitrate access regime in the port or airport sector.  

BARNZ questions if the Productivity Commission’s recommendation is sufficient to prevent potential 

refusal to supply a bottleneck facility, given the extremely high threshold for establishing a breach of 

section 36. At the very least, the Productivity Commission needs to strengthen this 

recommendation, through specifying that the review process should be a public and transparent 

one, carried out independently, with public consultation with users, and a published report. 

Overall, BARNZ believes that New Zealand as a whole would benefit from a process similar to 

Australia’s access regime under Part IIIA of the Competition and Consumer Act, and the Commission 

should recommend that this concept should be the subject of further work.  

J G Beckett 

Executive Director 

27 February 2012 
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