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INTRODUCTION

1. The Board of Airline Representatives New Zealand (BARNZ) welcomes the opportunity to
respond to the consultation document Aviation Security Service Funding Review 2018/19,
published by the Civil Aviation Authority (CAA) and the Aviation Security Service (Avsec).
This submission is made on behalf of our 29 airline and 2 associate members. Some
members may make their own submissions.

2. BARNZ's contact person for this submission is:

lan Ferguson

Manager - Pricing and Policy
021120 6810
ilan@barnz.org.nz

CONTEXT AND IMPLICATIONS OF THE COST INCREASE

3. BARNZ and our member airlines fully agree that Avsec must be funded at a level that
enables it to respond to the current security environment. We acknowledge that changes
to the security environment and advances in technology mean that Avsec will need to
invest in different technology and capabilities.

4. That said, the proposal in the consultation paper is for a 51% increase in international
passenger charges by 2021, relative to current levels. This is a substantial increase that
could have consequences for route viability and passenger demand. It also comes without
any corresponding improvement in the passenger processing time, although passengers
are ultimately beneficiaries of the security improvements being made.

5. Unfortunately, the current aeronautical cost environment is challenging, with airlines and
their passengers seeing cost increases coming from many directions. In addition to rising
jet fuel costs, we are expecting increased charges for biosecurity and air traffic control to
also start on 1 July 2019. Many international visitors will also need to pay the electronic
travel authority charge and visitor levy when these are introduced. Our member airlines
are concerned New Zealand is becoming an increasingly high cost destination and the
growing costs across multiple agencies does put our national tourism industry at some
risk.

6. BARNZ encourages Avsec to try to find efficiencies in the delivery and operation of the new
security standards and technologies. We are supportive of efforts to implement the new
requirements in a way that keeps cost to a minimum while maintaining current service
standards.

PRINCIPLES AND CONSULTATION PROCESS

7. BARNZ agrees with the stated aims of the funding review, from page 5 of the consultation
paper - that Avsec’s funding framework is effective and efficient (incorporating goals of
sustainable, flexible, equitable, reliable, transparent, economical and productive). We
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suggest that the ‘sustainable’ goal, as described in the paper, is too narrow as it focuses on
“an adequate level of funding so that service levels can be maintained”. A broader view of
sustainability would include a consideration of the implications of the fee increase on
travel demand - in that context we suggest that the proposed charges may not be
sustainable.

8. Interms of the transparency objective, we were pleased with the effort CAA and Avsec to
make themselves available for meetings to further explain and discuss the funding review
proposals. These were very helpful, as were the Frequently Asked Question responses that
were published during the consultation process. We also appreciate the effort CAA and
Avsec are making to introduce these changes in a planned manner, rather than rushing
their introduction as has been seen in some overseas jurisdictions.

9. Adifficulty we face in considering the proposed funding increases is that only limited detail
was provided in the consultation paper about what the increased revenues would be
spent on. For security reasons, the consultation paper does not list the initiatives and
expenditure items that fall in the category ‘Maintaining/enhancing security standards,
which is the category that delivers 77% of the proposed increase in international
passenger charges. We were pleased to get more visibility of these initiatives through
discussions with Avsec, but it is more challenging to engage in the consultation where such
central information is limited.

10. We understand that in some areas Avsec is at the start of the procurement journey and
details regarding the cost and passenger experience outcomes of the new proposals will
become better defined over time. BARNZ requests ongoing engagement between Avsec,
airports and airlines as the procurement process continues and operational decisions are
made. We believe information exchange and shared planning between Avsec, airports and
airlines will help to successfully achieve both security and passenger experience outcomes.

11. Further, if it becomes clear that the new technology and processes could make passenger
throughput targets harder to achieve, it will be helpful to know this earlier rather than later
because airlines and airports may be able to assist. In saying this, we acknowledge the final
procurement and operational decisions will sit with Avsec and/or the CAA.

TIMING OF THE NEW REQUIREMENTS SHOULD LINE UP TO AIRPORT PLANS

12. As is well known, Auckland Airport in particular is undertaking substantial investments at
present such as the development of the new domestic jet facility. The timeframe for
completion of the jet facility is similar to the timeframes for some of the new security
requirements to be introduced. Wellington Airport is also considering development
options for its international terminal.

13. BARNZ encourages Avsec and the CAA to take a pragmatic approach in which the
introduction of the new security standards can be adjusted to reflect airport development
times. In other words, retrofitting new security screening technology in an existing terminal
just a few months before a new terminal is complete would seem to be disproportionate
in terms of costs and benefits. We would hope that in such instances the new security
requirements could be deferred until the new terminal is ready.
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TIMEFRAME FOR REBUILDING RESERVES

14. One of the smaller contributors to the increase is the plan to rebuild reserves to the mid-
point of Avsec's reserves range in FY20 and then maintain reserves at that level until FY22.
As a means to mitigate the cost impact of the proposals, BARNZ considers that the
reserves should be rebuilt to the bottom of the range in FY20 and then gradually
increased to the mid-point by FY22.

FEE VERSUS LEVY

15. BARNZ has some concerns about the proposal to fund Avsec by way of a levy than a fee. If
the funding mechanism is changed to a levy, the levy must not be used as a means of
getting airline passengers to pay for activities that are not directly related to the security of
aviation (eg broader security of the airport campus).

16. The consultation paper says that one of the benefits of using a levy rather than a fee is
that “a levy has significantly more flexibility to fund a range of security activities as security
threats develop and change over time (including landside protections, which will benefit
the wider public)”. [emphasis added]

17.1f Avsec is undertaking activities that provide benefits to the New Zealand public as well as
to air passengers, then it is clear that elements of Avsec's activities are a public good.
Those activities, or the proportion of an activity that is a public good, should therefore be
funded by the Crown. BARNZ would strongly oppose any move to make airlines and their
passengers fund yet another service to the wider public.

18. BARNZ can support changing Avsec's funding model from a fee to a levy, but only if there is
a clear commitment from Avsec and the CAA that any public good activities by Avsec will
be funded by the Crown rather than the levy.

AIRLINE STAFF AND CREW PRIORITY SCREENING

19. Under the current and proposed funding framework, Avsec's funding is specified on a per
passenger basis and is recovered from airlines. There are multiple other parties that
access restricted airside areas by passing through Avsec security screening. At Auckland
Airport in particular BARNZ members have provided anecdotal reports of air crew and
other airline staff being delayed due to the increasing amounts of retail staff and goods
being processed through bulk screening.

20. BARNZ has in the past argued that Avsec should charge airside retail operators for the
costs it incurs when processing their staff through security screening. There is some logic
to this as retail staff create a similar risk to passengers and thus can be seen as risk
exacerbators in the same way passengers are.

21.1f Avsec and the CAA consider that it is too hard to differentiate the costs of processing
retail staff for charging purposes, we consider that air crew and other airline staff and
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ground handlers should be given priority access through bulk screening at Auckland
Airport. This is appropriate and necessary for two reasons:

a. Airlines are the parties that directly pay for the service, so their staff and ground
handlers should get priority.

b. The consequence of airline staff or ground handlers being held up in security
screening can be a flight delay, which is far more significant than the delivery of
some bulk retail goods being slowed down.

22. Alternatively, bulk goods could be prevented from going through screening at peak times.

23. Given that the substantial price increase put forward in the consultation paper has not
been attached to any improvement in passenger throughput times, BARNZ and our airline
members feel strongly that airline staff should be given priority access through bulk
screening.

STEPPED AND FLEXIBLE PRICING STRUCTURE

24. BARNZ supports the proposed stepped pricing structure, which will provide smoother
prices over time.

25. BARNZ also supports the flexible pricing arrangement that means the CAA Board can
adjust the prices, within a range, without the need for a full pricing review. This is a
sensible innovation in the pricing structure, which will enable Avsec to respond more
promptly to situations where expenditure and/or passenger volumes differ from forecasts
and surpluses are too high or too low.

CHARGING THE INTERNATIONAL PASSENGER LEVY TO TRANSIT
PASSENGERS

26. BARNZ supports the proposal to extend the international passenger levy to transit
passengers. We understand the cost of security for a transit passenger is similar to that of
any other departing international passenger.

COSTS OF NEW AND RESTARTING AIRPORTS

27. BARNZ supports the proposal that airports pay the reasonable set up costs of Avsec
operations at new or re-starting airports. If the costs were to be paid by the airline, this
would create a substantial first mover disadvantage that could prevent the routes being
established in the first place. In contrast, if the costs are paid by the airport, the airport can
seek to recover those costs from airlines over time (if it chooses to price in this manner),
including from any additional airlines that later utilise aviation security services at the
airport.
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COST OF SECURITY FOR CHARTER FLIGHTS

28. BARNZ supports the proposal that the reasonable cost of Avsec establishing security
screening for charter flights at airports where there is no current security screening
capacity should be paid by the airline concerned. However, it will be necessary to make the
airline aware that it will face this cost, so the airline can incorporate the cost into its prices
for the charter. If it is not possible to make charter airlines aware that they need to pay this
cost, then it may be more appropriate to charge the cost to the airport, which can then
build it into its charges to the airline for the charter flight.
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