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1 1N AIll ?

= 3 “strategic asset’?
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= a utility/infrastructure?

= a shopping mall? i



COOSMETICO




Framewc AY Regulation
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— Market failure

e —
—alrports natural monopoly?
— countervailing market power?

— sources of revenue: landing charges vs retail
revenue

: —

mic failu - ——
ention In Investments

— political lobbying on pricing
— X-Inefficiency



Framework for Airports Requlation ctd
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I.  Ownership

= Option

&

Ii. Regulation
a. general competition law

b. sector-specific regulation

‘*

_  evaluate costs and benefits of different options
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“Economic efficiency - maximise the size of the

7 —

pie”:

I.  Productive efficienc
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lil. Dynamic efficiency -



History of government control and ownership:
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— Inadequate return on investment

— lack of commercial development

= Two major airports privatised late 1990s:

-
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‘;\uckla overnment’s

0, local government retained around 35%

— Wellington: trade sale of central government’s
66%; local government retained 34%



Evolution of Requla amework — NZ
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- Alrport prlvat‘satrﬁns generally regarded as

ﬁ‘n—

successful:

— operating efficiency improved,; -

— unnecessary investment avoided,;

ﬂﬁality of service enhance

er return for shareholders;

re-taﬂ-—.*' ; ~d
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— no public calls to re-nationalise.
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G‘Vernmeth‘?ﬁG@ moved i from ownershlp to
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regulatory

= Main remaining concerns:

= potential market power of airports
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_;»———genetal-cgmpetltlon law (Commerce Act, 1986)

— light handed, sector-specific regulation (Airport
Authorities Amendment Act, 1997):. -

— airports required to users on pricing and major
capital investment for aeronautical (non-retail) activities

- s
‘ — airpor t ts and forecasts for

— “dual till” approach — distinction between aeronautical and
retail activities

financia
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~ = Commerce Commission enquiry in 2002 considered
- Auckland Airport earning excessive rents:

— but test used by Commerce Commission was
partial one (net benefits to acquirers only)

= Price regulation not considered by Government to -

ﬂﬁfficien’cy enhancing: R e —
-ﬂf puB||c !enefit test highlighted costs of

Implementing controls



Evolution of Regulatory Framework - NZ
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ore heavy-handed regulation now proposed for 3
main international airports: (Commerce Amendment Bill 2008)
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— Financial disclosure proposed, based on mandated methodology
Including on asset valuation and cost allocation =

— Pricing and cost of capital guidelines to be set
- e
%mmissio itor and report o TETE———
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= Labour government’'s more interventionist approach
across infrastructure generally
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= Pressures for more regulation

= Foreign investment -




Recent Developments

s

-_—— R —

Dubai Aerospace
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~ = NZ government prevented foreign control of airport: m— .
ﬂ

- = tax laws changed

= Qverseas Investment Rules changed

= Contrast with UK and Australian approach =

= Contrast with APEC Principles:

E

's Declaration of September 1999) endorsed the following -  —

inciples in a manner that
Inate between or among economic entities in like
circumstances, whether these entities are foreign or domestic.

>



Canadian PP Offer
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Auckland Airport Share Price

-
Tax laws _
changed _ Foreign

Investment

ules changed







Some Comparisons with Australia

= Mid 199023"?-priv'atisation of airports —

= More gradual approach to deregulation

1. Initially price-cap regulation:

« Price cap (CPI-X) introduced at all capital city

and some regional airports ‘
.

ﬁ. 2002: I dr ’ S ————
= Price regulation removed -

= monitoring of charges for aeronautical and related
services at capital city airports
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2007 ProductTV‘thmssmn review:

ﬁ‘n—

Concluded regulatory environment generally working well:

— productivity performance of the monitored airports has been high -

— price outcomes “not excessive”

mercial relationships between the parties have been et
‘Z\Telopin "‘*;
t: major source of disputation between the parties on asset

valuation methodologies

— threat of re-regulation not seen as credible



| essons Learned

1. Airports privatisation has been successful
B ——

in general

2. Regulation: a gradual approach to
deregulation may prove more sustainable
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Montentious



_ Conclusions — What Role for Government?

SO

~ = No need to own airports

ﬂ-

= General competition law applies

= |s sector-specific regulation necessary?

— light-handed regulation

— risks of regulatory creep



CORPORATE FINANCE & ECONOMICS EXPERTISE

Taylor

Duignan

Barry

. www.tdb.co.nz



