Creating and applying a
pricing framework
for Airways New Zealand

What we
were asked
to do

Airways New Zealand (Airways) asked us to
define methods for it to use to set prices for their
services. Airways wanted a robust and efficient
methodology that would build stakeholder
confidence and create incentives for excellent
performance.

How we
approached
the project

The context in which Airways operates was
important to our approach to this project: Airways
is the state-owned provider of air navigation
services in the airspace for which New Zealand
has responsibility and there is no competition for
many of the services it operates.
The project was completed in several stages
over a fairly long period of time, allowing
for consultation with stakeholders at critical
decision points. A set of pricing principles was
agreed early in the project as the foundation
for the Pricing Framework and to guide its
implementation. We based our methodology
on the cost building blocks method used to
determine prices in a number of regulated
industries both within New Zealand and overseas.
We worked closely with our client to ensure that
the methodology was consistent with existing
internal models and accounting structures.
A comprehensive discussion document was
prepared for consultation with stakeholders
during the development of the methodology
and the final Pricing Framework was
accompanied by a paper explaining Airways
responses to stakeholders’ ideas and concerns.
Implementation of the Framework also involved
consultation with stakeholders over the level of
prices for the three-year pricing period
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Our
findings

We were able to develop a robust Pricing
Framework that was based on the core
principles that prices should:
• Be predictable, consistent and durable
• Be transparent and practicable to implement
• Take account of differences in the value
customers derive from Airways’ services
• Be commercially sustainable
• Encourage Airways to innovate and operate
efficiently, and
• Comply with relevant legislation.
The methodology sets revenue based on
standard building blocks (capital charge,
operating expenditure, depreciation and tax)
with the addition of mechanisms to enhance
the ability of revenue to respond to uncertainty
in economic conditions over the pricing period,
and to encourage innovation and operational
efficiency. These mechanisms include volume
risk/reward sharing, trigger clauses for a within
period price reset and incentives to reduce costs
and enhance services.
Revenue is allocated to Airways’ services based
on the direct costs of providing the service and
a share of overhead costs. A mix of location
specific and geographic cluster pricing is
used depending on the characteristics of each
service.
In addition to the building block model, Airways
has adopted a ‘scorecard’ report that will assess
their performance against financial and service
performance metrics put forward as part of
setting prices at the start of each three year
pricing cycle.
The Pricing Framework has been implemented
and the first pricing cycle started on 1 July 2013.

Read the
final report
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