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1.

Overview

1.1

Ports of Jersey Limited (PoJL) is the company that owns and operates the airport, harbours and
marinas in Jersey. It is the only licensed port operator for Jersey.

1.2

The Channel Islands Competition and Regulatory Authorities (CICRA) is the economic regulator
with specific responsibilities in respect of the oversight of PoJL, and is seeking the views of
interested parties to inform the development of a long-term pricing framework for PoJL.

1.3

CICRA is introducing such a pricing framework to incentivise PoJL to act in a manner that
protects and furthers the interests of ports users in the short and long term.

1.4

This Call for Information marks the public start of the process to introduce that pricing
framework. It seeks the views of interested parties about the assumptions proposed by PoJL
that underlie its business plan. CICRA will need to come to a decision on those assumptions and
the views of informed stakeholders are key to its considerations. A later Call for Information will
seek views on the pricing framework which is to be derived from these assumptions.

1.5

This document presents the submission made to CICRA by PoJL and requests comments on that
submission. The full text of PoJL’s submission is at Annex A. CICRA welcomes responses from all
interested parties.
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2.

Introduction

2.0

Ports of Jersey Limited (PoJL) is the company which owns and operates the airport, harbours
and marinas in Jersey. PoJL is the only licensed1 port operator for Jersey, providing commercial
port operations and services to a diverse range of customers.

2.1

CICRA (the Channel Islands Competition and Regulatory Authorities) is the economic regulator
with specific responsibility in respect of the oversight of PoJL. The duties of CICRA are stated in
the Air and Sea Ports (Incorporation) (Jersey) Law 2015 (the Law) and are set out in full in
Appendix 1. In summary, in addition to licensing port operators, CICRA is responsible for
regulating so as best to:
a)
b)
c)
d)

protect and further the interests of ports users in the short and long term;
ensure that all reasonable demands for port operations can be satisfied;
ensure that port operations are provided efficiently and effectively; and
ensure that PoJL (as a licensed port operator) has sufficient financial resources.

2.2

In discharging its duties as economic regulator, CICRA places particular emphasis on the
oversight of those services provided by PoJL of which PoJL is the dominant supplier2.

2.3

A CICRA priority is to develop and implement a pricing framework which ensures that charges
levied by PoJL, for services where it has been found to be dominant, are reasonable, reflect a
fair sharing of risk and incentives between PoJL and ports users, and provide sufficient financial
resources to allow for the provision of port operations in both the short and long term.

2.4

CICRA is adopting a proportionate and pragmatic approach to the development and
implementation of the pricing framework, relying whenever possible on the information already
used by PoJL, subject to an ongoing assessment of the effectiveness of this approach. This is
appropriate because, relative to many other economies in which economic regulation occurs,
Jersey’s is small. The complications and therefore costs inherent in adopting a more intrusive
regulatory approach, for example requiring the development of specific regulatory models,
imposes costs that can be high relative to the benefits as an approach in Jersey.

2.5

This Call for Information marks the public start of a process to develop and implement a longterm pricing framework. It focusses on the submission made by PoJL, in which PoJL details the
assumptions underlying its business plan, on which the pricing framework will be based. The
Call for Information seeks input from all interested parties, who are requested to give their
assessment of how appropriate PoJL’s assumptions are as a basis for PoJL’s business plan and
the long-term pricing framework.

2.6

CICRA will use the responses to this consultation, together with supporting engagement and
further consultation, to inform its thinking and support the development and implementation
of an appropriate pricing framework which balances the needs of all stakeholders.

1
2

https://www.cicra.gg/media/2989/ports-of-jersey-limited-licence.pdf
CICRA 16/41: Ports of Jersey – Assessment of Market Power. See also Appendix 1.
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3.
3.1

Process for setting a long-term pricing framework
This process for setting a long-term pricing framework has three primary stages:
a)
b)
c)

Pre-statutory assumptions stage
Pre-statutory price framework stage
Statutory stage

3.2

The intention behind the three stages is to ensure that interested parties have an
opportunity to comment separately on PoJL’s assumptions (the Assumptions stage) and the
actual requirements derived from the assumptions (the Pricing Framework stage) before the
final Statutory stage that will bring the framework into effect.

3.3

CICRA will follow the process set out below, which is based on its standard Regulatory
Consultation Process3.
Call for Information
Assumptions
Responses sought
Draft decision
Assumptions
A statement of conclusions reached
on the Assumptions

Decision
Assumptions

Call for Information
Pricing Framework
Responses sought
Draft decision
Pricing Framework

3

A statement of conclusions reached
on the Pricing Framework

Decision
Pricing Framework

Notice of CICRA’s intended statutory
decision

Initial Notice
(statutory)

CICRA’s statutory decision, binding on
PoJL

Final Notice
(statutory)

CICRA 18/29
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Responses sought

4.

Structure of this Call for Information

4.1

This Call for Information presents the submission made by PoJL in which it sets out the
assumptions that underlie its business plan. CICRA will need to come to a decision on those
assumptions and the views of informed stakeholders are key to its considerations. It forms
the first part of the process outlined in Section 3 above.

4.2

When responses have been received and considered, CICRA will issue a draft decision for
further comment.

4.3

PoJL’s summary of each of its assumptions and associated justifications is presented in
Section 5, together with a question or questions to which CICRA is seeking responses.

4.4

Details on how to respond to the consultation can be found in Section 6, and a summary of
next steps is at Section 7.

4.5

The legal framework, on which CICRA’s determination of a pricing framework is based, is at
Appendix 1.

4.6

The text of PoJL’s submission is reproduced in full at Annex A, in order to allow interested
parties to review PoJL’s proposed assumptions and its justification for each one. Readers of
this document may wish to read PoJL’s submission before proceeding further.
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5.

Assumptions contained in Ports of Jersey Limited’s Submission

5.1

PoJL’s submission is provided in full at Annex A. Set out below is the summary of its
assumptions together with a high level justification for each assumption as provided by PoJL.
After each assumption, CICRA poses a question or questions in bold, to which responses are
sought.

5.2

Starting Point

Category

Assumption

Starting Point

Long term foundation and
business philosophy are
established with the Case for
Incorporation documentation and
the Air & Sea Ports Incorporation
(Jersey)

Justification
Our base assumptions are borne from
the Case for Incorporation and the Air
and Sea Ports Incorporation (Jersey)
Law. The information contained in
these documents formed the basis upon
which States of Jersey voted in favour
of incorporating PoJL. The long term
assumptions established for the
modelling of the business remain true,
and are reviewed annually through our
Strategic Business Plan process.

Further details can be found on page 9 of Annex A
Question 1: Do you agree with PoJL’s proposal that the Case for Incorporation and the Air & Sea
Ports Incorporation (Jersey) Law provide an appropriate starting point for the assumptions to be
used for a long-term pricing framework? If not, what alternative(s) should be considered, and why?

‘Business Planning and Forecasting Assumptions’
5.3

Paragraphs 5.4 and 5.5 contain assumptions proposed by PoJL in its submission as ‘Business
Planning and Forecasting Assumptions’.

5.4

General Inflation

Category

Assumption

General Inflation

Modelled at 3% per annum

Justification
3.3% per annum is the very latest view
from SoJ Fiscal Policy Panel on long
term inflation.

Further details can be found on page 10 of Annex A.
Question 2: Do you agree with PoJL’s proposal that 3% general inflation should be used as an
assumption for a long-term pricing framework? If not, what alternative(s) should be considered,
and why?
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5.5

Business Volumes

Category

Assumption

Justification
Baseline (Case for Incorporation)

Business Volumes

Long Term business volume
growth:
 Air Passengers: 0.8% per
annum long run
 Sea Passengers: 0.0% per
annum long run
 Freight & Fuel: 0.53% per
annum long run

Air passengers this was RDC Aviation
and for Marine business this was
Fishers Associates, validated through
Scrutiny review independently using
York Aviation and MDS Transmodal.
Most recently, Mott MacDonald
updated forecasts with the work
performed on the Master Plan.

Further details can be found on pages 10 to 13 of Annex A.
Question 3: Do you agree with PoJL’s proposal that long-term growth rates of 0.8% for air
passengers, 0.0% for sea passengers and 0.53% for freight and fuel should be used as assumptions
for a long-term pricing framework? If not, what alternative(s) should be considered, and why?
‘Investment Assumptions’
5.6

Paragraphs 5.7 to 5.9 contain assumptions categorised by PoJL in its submission as
‘Investment Assumptions’.

5.7

Master Plans contained within the LTCP

Category
Master Plans
Contained within
the LTCP

Assumption
Airport: £42m for Integrated
Terminal and associated
regulatory investments

Justification

Harbour: Phase 1 only @ £27m
(Please note that further phases
are being developed)

Harbour Master Plan as per Mott
MacDonald plan

Airport Master Plan as per Stage 3
design estimates, validated by Corgan

Further details can be found on pages 18 to 22 of Annex A.
Question 4: Do you agree with PoJL’s proposal that the amounts assumed by PoJL for the airport
and phase 1 of the harbour ‘Master Plans’ should be used for the long-term pricing framework? If
not, what alternative(s) should be considered, and why?
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5.8

Long Term Capital Programme (LTCP)

Category

Long Term Capital
Programme (LTCP)

Assumption
£286m (uninflated) over 25 years
of investments just to keep
facilities open to current
standards, last reviewed June
2018. It is the LTCP that is
required from core business
revenues.

Justification
Originally built from Case for
Incorporation, validated by Capita
Symonds and York Aviation, updated
for current position and forecast.

Further details can be found on pages 14 to 17 of Annex A.
Question 5: The amounts noted in paragraph 5.7 above are included in the £286m for the LTCP. In
addition to specific comments in relation to the ‘Master Plans’, do you agree with PoJL’s proposal
that £286m (uninflated) of investment in the next 25 years across the facilities operated by PoJL
should be used as an assumption for the long-term pricing framework? If not, what alternative(s)
should be considered, and why?
5.9

Commercial projects

Category

Assumption

Commercial
Projects

A portfolio of future investments
designed to provide a commercial
return.

Justification
As per 2018 Strategic Business Plan
(SBP), last reviewed Sep 2018. Updated
for live and forecasted commercial
projects.

PoJL proposes that Commercial Projects already completed will generate £11.3m of ‘net revenue’
between 2018 and 2022, and a further £11.3m between 2023 and 2027. Other projected cash flows
related to projects at different stages of development are also presented by PoJL.
Further details can be found on pages 22 to 24 of Annex A.
Question 6: Do you agree with PoJL’s proposal that the ‘commercial projects’ and associated
forecasted cash flows should be used as assumptions for the long-term pricing framework
development? If not, what alternative(s) should be considered, and why?
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‘Debt Assumptions’
5.10

Paragraphs 5.11 to 5.13 contain assumptions categorised by PoJL in its submission as ‘Debt
Assumptions’.

5.11

Net Debt on Core Activities

Category

Assumption

Net Debt on Core
Activities

Limit set to 2.5-3.0x EBITDA, or
currently £40m, until a regulatory
long term price mechanism is
established and proven.

Justification
We judge that 2.5-3.0x EBITDA is
prudent for an early stage
infrastructure business such as PoJL.
Credit rating agencies would see this at
the lower end of the Investment Grade
spectrum for all companies.

Further details can be found on pages 25 to 28 of Annex A.
Question 7: Do you agree with PoJL’s proposal that it should use a limit of 2.5-3.0x EBITDA4 for net
debt on its core activities as an assumption for the long-term pricing framework? If not, what
alternative(s) should be considered, and why?
5.12

Net debt on Commercial Projects

Category

Assumption

Net debt on
Commercial
Projects

As available from institutions and
partners on a project specific
basis.

Justification
Debt may be raised solely against
project assets but is usually more costly
than Company debt and needs to be of
a size to warrant the arrangement
costs and issues.

Further details can be found on pages 25 to 28 of Annex A.
Question 8: Do you agree with PoJL’s proposal that it should use a net cost of debt on commercial
projects based on the terms that may be available from institutions and partners on a projectspecific basis as an assumption for the long-term pricing framework? If not, what alternative(s)
should be considered, and why?

4

Earnings before Interest, Tax, Depreciation and Amortisation. EBITDA is a way of quantifying the profitability
of a business excluding financing activities.
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5.13

Cost of Debt

Category

Assumption

Cost of Debt

5% Long Term, 3% Medium Term

Justification
Historic interest returns to investors has
been 3%, combined with the Bank of
England’s target inflation rate of 2.5%,
it would equate to a long run interest
rate expectation of 5.5%.

Further details can be found on pages 28 to 29 of Annex A.
Question 9: Do you agree with PoJL’s proposal to use a cost of debt of 3% in the medium term and
5% in the long term as an assumption for the long-term pricing framework? If not, what
alternative(s) should be considered, and why?
‘Cost and Cost Pressures Assumptions’
5.14

Paragraphs 5.15 to 5.17 contain assumptions categorised by PoJL in its submission as ‘Cost
and Cost Pressures Assumptions’.

5.15

Operating Cost Efficiency

Category

Assumption

Operating Cost
Efficiency

A target to reduce the cost base
by 0.2% per annum in real terms
against Jersey’s general and
activity specific inflation levels.

Justification
PoJL is a highly regulated business,
whereby many areas of fixed costs (i.e.
volume independent) are determined
by international compliance standards.
Detailed analysis shows the extent to
which the remainder is variable. We
have high influence over 10% of total
opex and moderate influence over 17%,
leading to a target to reduce these
costs by 1% pa and 0.5% pa respectively
in real terms.

Further details can be found on pages 29 to 35 of Annex A.
Question 10: Do you agree with PoJL’s proposal that it should use an efficiency target of 0.2% (in
real terms) 5 operating cost reduction for the long-term pricing framework? If not, what
alternative(s) should be considered, and why?

5

‘real terms’ is in contrast to a value which includes inflation.
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5.16

Depreciation of Fixed Assets

Category

Assumption

Depreciation of
Fixed Assets

Determined by the ‘Jersey
Financial Reporting Manual’
accounting standard as in the SoJ
published accounts.

Justification
Upon Incorporation, SoJ transferred the
assets to PoJL with an assumption that
they would be maintained and replaced
as required. JFREM uses a Depreciated
Replacement Cost (DRC) methodology
to ensure replacement value is
maintained.

Further details can be found on pages 35 to 37 of Annex A.
Question 11: Do you agree with PoJL’s proposal that it should use a depreciated replacement cost
methodology based on the Jersey Financial Reporting Manual (JFREM) for calculating depreciation
in business plans on which the long-term pricing framework will be based? If not, what alternative(s)
should be considered, and why?
5.17

Public Service Obligations (PSOs)

Category

Assumption

Public Service
Obligations (PSO)

PoJL will provide identified
obligations, such as maintenance
of Historic Harbours and provision
of Coast Guard Services that
would not normally be the
responsibility of a commercial
business.

Justification
The PSOs are as specified in the Air and
Sea Ports Incorporation Law, and the
cost of provision of these is derived
from the commercial operations of the
business.
PoJL are compelled in law to provide
these services.

The PSO associated with the airport, the Channel Islands Control Area (CICA), provides an important
contribution to fixed costs. The PSOs associated with maritime activities are an ongoing cost burden
to PoJL.
Further details can be found on pages 37 to 39 of Annex A. Details of the revenues and costs
predicted for the CICA have been provided to CICRA by PoJL but have been redacted from Annex A
because they are commercially sensitive.
Question 12: Do you agree with PoJL’s proposal that it should assume for the long-term pricing
framework that its obligation to provide PSOs as currently set out in law and that the associated
costs and revenues will continue? If not, what alternative(s) should be considered, and why?
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5.18

Community Support

Category

Assumption

Community
Support

PoJL will continue to support
various community activities in
the same manner as before
Incorporation.

Justification
PoJL supports key island events (the
Boat Show and Air Display), provides
support to a variety of Clubs, Societies
and Associations, and maintains
heritage assets – all of which comes
with a cost.

Further details can be found on pages 39 to 40 of Annex A.
Question 13: Do you agree with PoJL’s proposal that it should assume for the long-term pricing
framework that it will continue to support community activities in the same manner as before
incorporation? If not, what alternative(s) should be considered, and why?
‘Dividend to Shareholder’
5.19

Paragraph 5.20 contains an assumption categorised as ‘Dividend to Shareholder’ by PoJL in
its submission.

5.20

Dividend to Shareholder

Category

Assumption

Dividend to
Shareholder

No cash dividends until the
company is financially selfsustainable.

Justification
SoJ does not budget to receive cash
dividends from PoJL and similarly is not
called upon to invest. We do however
provide incremental cash to SoJ via the
20% corporate tax rate on utilities, as
well as covering the cost of PSO
obligations which in other jurisdictions
are funded by the tax payer.

Further details can be found on pages 40 to 41 of Annex A.
Question 14: Do you agree that PoJL’s proposal that no cash dividends will be paid until PoJL is
financially self-sustainable is an appropriate assumption for the long-term pricing framework? If
not, what alternative(s) should be considered, and why?
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‘Funding Philosophy’
5.21

Paragraph 5.22 contains an assumption categorised as ‘Funding Philosophy’ by PoJL in its
submission.

5.22

Funding Philosophy

Category

Funding
Philosophy

Assumption
Funding for the capital
investments will come from a
combination of cash generation
from core operations and
commercial projects, as well as
debt raised without SoJ
guarantee. We envisage a single
till for all CICRA economic
regulated activities.

Justification
Over time, we expect airport operations
to fund the necessary airport
investments, and harbour operations to
fund the necessary harbour
investments. However, capital projects
are ‘lumpy’ by nature and in any given
year airport or harbour investments
may be weighted heavier. The Harbour
also has to cross-subsidise the
Coastguard and Historic Harbours.

Further details can be found on pages 41 to 43 of Annex A.
Question 15: Do you agree with PoJL’s proposal that it should assume for the long-term pricing
framework that funding for capital investments will come from a combination of cash generation
from core operations and commercial projects, as well as debt raised without States of Jersey
guarantees? If not, what alternative(s) should be considered, and why?
Question 16: Do you agree with PoJL’s proposal to use a single till6? If not, what alternative(s)
should be considered and why?
Question 17: Do you agree with PoJL’s proposal that it should not explicitly separate harbour
operations from airport operations or make any other possible divisions such as separating public
service obligations in the context of the long-term pricing framework? If not, what alternative(s)
should be considered, and why?

6

Single till – all activities (both regulated and non-regulated ‘commercial’ activities) are taken into
consideration when determining the level of charges. Dual till – charges are determined taking into account
regulated activities only. An adjusted or hybrid till includes an elements of non-regulated ‘commercial’ activities
when determining the level of charges.
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‘Term of Regulatory Period’
5.23

Paragraph 5.24 contains an assumption categorised as ‘Term of Regulatory Period’ by PoJL
in its submission.

5.24

Period of Pricing Mechanism

Category

Assumption

Period of Pricing
Mechanism

PoJL seeks to establish a 10 year
regulatory framework, which will
encompass major investment in
both the Airport and Harbour.

Justification
Large infrastructure business such a
PoJL require a long term approach both
to its finances and to physically
delivering the range of required
investments. A 10 year period would
cover significant investment for both
the airport and harbour.

Further details can be found on page 44 of Annex A.
Question 18: Do you agree with PoJL’s proposal that a 10 year period for a pricing framework is
appropriate? If not, what alternative(s) should be considered, and why?
Completeness and Further Comments
5.25

Interested parties are asked to consider the assumptions provided by PoJL as a whole.

Question 19: Do you consider the range of assumptions covered by PoJL’s submission to be
complete in the context of setting a long-term pricing framework? If not, which further
assumptions should be considered, and why?
Question 20: Do you have any further comments regarding any part of PoJL’s submission which
may have a bearing on the development of a long-term pricing framework?
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6.
6.1

How to Respond
Interested parties are invited to submit comments to CICRA in writing or by email on the matters
set out in this Call for Information to the following address:
CICRA
2nd Floor, Salisbury House
1-9 Union Street
St Helier
Jersey JE2 3RF
Email: info@cicra.je

6.2

All responses should be clearly marked ‘POJ1395J – Ports of Jersey Long Term Pricing
Framework - Assumptions: Call for Information’ and should arrive no later than 5pm on Friday
2 November 2018.

6.3

If for any reason special provisions are required, please contact CICRA by telephone: 01534
514990 or via email: info@cicra.je and arrangements will be made to ensure that your views
are recorded and can be taken into consideration.

6.4

In line with CICRA’s consultation policy, it intends to make responses to the Call for Information
available on its website www.cicra.je. Any material that is confidential should be put in a
separate annex and clearly marked as such so that it may be kept confidential. CICRA regrets
that it is not in a position to reply individually to responses to this Call for Information.

7.

Next Steps

7.1

CICRA will consider the responses it receives to this Call for Information and after its own
assessment will issue a Draft Decision on the assumptions PoJL is proposing to use for its
business plan. Comments will be sought on the Draft Decision before CICRA issues a Final
Decision. The process will then continue as set out in Section 2 above, towards setting a pricing
framework.

7.2

While CICRA considers any Final Decision made as part of the pre-statutory process to be the
starting point for later parts in the process and as a statement of its current expectations, no
Final Decision is binding on CICRA or on PoJL until such time as it has been included in the
statutory process of Initial and Final Notice.
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Appendix 1 – Legal Framework

The States of Jersey enacted the Air and Sea Ports (Incorporation) (Jersey) Law 2015 (the Law) on 2
June 2015. This requires that any person carrying out Port Operations (as defined in Article 2 of the
Law) must have a licence issued by the Jersey Competition Regulatory Authority (JCRA) (which is one
of the two entities which together form CICRA).
The following extract from the Law shows the duties of the JCRA, in the context of which CICRA will
set a pricing framework:
26 Duties of both Minister and JCRA
(1) In relation to port operations, the Minister and the JCRA shall each have a primary duty to
perform their respective functions under this Law –
(a) so as best to protect and further the interests of users of port operations, in the
short and long term, and to do so where appropriate by promoting competition in the
provision of port operations; and
(b) so as best to ensure –
(i) that provision is made to satisfy all reasonable demands, both current and
prospective, for port operations,Article 27 Air and Sea Ports (Incorporation)
(Jersey) Law 2015
(ii) that port operations are provided efficiently and effectively, and
(iii) that a company (in particular including PoJL), to the extent that it is or is
to be licensed under this Law, has sufficient financial resources to discharge
its liabilities under securities issued by the company to the States.
(2) In relation to lifeline services, the Minister and the JCRA shall each have a primary duty to
perform their respective functions under this Law so as best to ensure that such services are
provided–
(a) efficiently, effectively and without interruption; and
(b) so far as consistent with sub-paragraph (a), with due regard to –
(i) any relevant policies of the States,
(ii) the interests of persons using or likely to use such services, and
(iii) the special needs of persons who are disabled.
(3) So far as consistent with paragraphs (1) and (2), the Minister and the JCRA shall each have
duties to perform their respective functions under this Law –
(a) so as best to encourage sustainable growth in the economy of Jersey in the medium
to long term;
(b) so as to impose a minimum of restriction on persons engaging in commercial
activities;
1-1

(c) with due regard to any relevant policies of the States;
(d) with due regard to preserving and maximizing the benefits of Jersey’s resources;
and
(e) with due regard to the special needs of persons who are disabled.

CICRA issued a Principal Port Operator’s Licence (the Licence) to PoJL on 1 November 2015, licensing
it to carry out Port Operations in Jersey (the “Licence”). Article 15(1)(i) of the Law provides that the
Competition Authority may impose licence conditions including requirements for “the levels of prices,
premiums and discounts which may be charged or (as the case may be) allowed by a licensee having a
dominant position in the conduct of port operations”.
Under Condition 22.2 of the Licence, the JCRA may determine the maximum level of charges that PoJL
may apply for Port Operations within a relevant market in which it has been found to be dominant.
Condition 22.2 of the Licence provides that:
The JCRA may determine the maximum level of charges the Licensee may apply for Port
Operations within a relevant market in which the Licensee has been found to be dominant. A
determination may:
(a)
(b)
(c)

provide for the overall limit to apply to such Port Operations or categories of Port
Operations or any combination of Port Operations;
restrict increases in any such charges or to require reductions in them whether by
reference to any formula or otherwise; or
provide for different limits to apply in relation to different periods of time falling within
the periods to which any determination applies.

In its Final Notice ‘Ports of Jersey – Assessment of Market Power’ issued in October 2016 (CICRA
16/41), CICRA made determinations as to market definitions and market power regarding a number
of markets within which PoJL operates, finding them dominant in five separate markets. Full details of
the determinations can be found in the above document. Given that PoJL is dominant in these
markets, and under the licence condition noted above, CICRA may impose a pricing framework on
PoJL.
The pricing framework which is anticipated to result from this process will not apply either to PoJL’s
Public Service Obligations (as defined in Article 6 of the Law) or to services which are not Port
Operations. The issue by CICRA of a decision regarding the levels of charges by PoJL is considered to
be the exercise of a regulatory function under Article 23 of the Law.
This Call for Information constitutes part of a preliminary process which is intended to make the
exercise of a regulatory function by CICRA as appropriate as possible by soliciting the views of
interested parties in advance of the determination of the content of the Initial Notice required by
Article 23(2) of the Law. It does not, however, constitute Initial Notice. The position of CICRA is liable
to change until such time as Final Notice of the pricing framework has been given. Any statements or
decisions related to this process issued up to that point will not be binding on either CICRA or PoJL.
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Annex A – Ports of Jersey Limited’s Submission of its Assumptions

The following is the full text of PoJL’s submission of the assumptions it intends to make in the
generation of its long-term pricing framework submission.

A

Ports of Jersey
Long Term Capital and Funding Assumptions and Regulatory
Principles arising from Incorporation
Submission to the JCRA

September 2018

Long Term Capital and Funding Assumptions and
Regulatory Principles from Incorporation
Introduction
Ports of Jersey Limited (PoJL) was incorporated on 1st October 2015 with a primary aim of
ensuring long term financial self sustainability to meet the considerable infrastructure
investments required to keep the gateways to the island open, safe and secure.
PoJL is a wholly States of Jersey (SoJ) owned entity which was created upon the
incorporation of the Airport and Harbour departments in October 2015. Whilst we operate
as a limited company, with the governance and decision making of a private company, all of
our profits are reinvested into the Island rather than transferred to private investors.
We are a large infrastructure business in the Island, required to make continued investment
in our asset base in order to ensure our gateways are open, safe and secure. The funding
for these investments is solely generated from our company operations as we do not
receive any government or tax payers funding for our capital requirements.
In order to achieve this, we review our long term capital programme, develop master plans
to guide investments and continually seek new revenue growth to create the necessary cash
to invest in our core infrastructure.
Our positioning in the Island is to continue to develop our facilities, services and products
for the benefit of residents, visitors and businesses. This will primarily be achieved through
developing our assets and pursuing growth projects.
We ensure our activities are performed with the optimal safety and security standards,
which are routinely audited by competent authorities. We continue to improve our
operational resilience, which is crucial for the Island’s sole gateways to maintain our
important connectivity. Finally we must provide essential public services such as support for
our Coastguard service and custodianship of the Island’s Historic Harbours.
Part 1 of this document sets out our proposals for the long term capital and funding
assumptions that we hope will underpin a long term financial framework for PoJL to be
developed by CICRA in conjunction with PoJL and other interested stakeholders, further
details of these proposals are set out in Appendix A. Part 2 sets out the regulatory principles
that we see arising from the Case for Incorporation. As these documents formed the basis
for the decision to incorporate PoJL, we believe they provide important guidance, further
details of these principles are set out in Appendix B. There is also an appendix that sets out
the policy principles and objectives arising from the Incorporation documentation.
The expectation at incorporation was that PoJL’s regulated tariffs would not over time grow
beyond the increase in RPI. The remainder needed to support the required investment
programme would be found from growing trading volumes, implementing commercial
projects and delivering operating efficiencies. This material should be viewed in the context
of PoJL’s continuing aim to implement that pattern.
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Part 1: Long Term Capital and Funding Assumptions
The table below summarises the funding assumptions and justifications for the long term
capital and funding assumptions, this is explained in more detail Appendix A.

Category

Starting Point

Assumption

Justification

Long term foundation and
business philosophy are
established with the Case for
Incorporation documentation
and the Air & Sea Ports
Incorporation (Jersey)

Our base assumptions are borne
from the Case for Incorporation and
the Air and Sea Ports Incorporation
(Jersey) Law. The information
contained in these documents
formed the basis upon which States
of Jersey voted in favour of
incorporating PoJL. The long term
assumptions established for the
modelling of the business remain
true, and are reviewed annually
through our Strategic Business Plan
process.

Business Planning and Forecasting Assumptions
General
Inflation

Modelled at 3% per annum

Business
Volumes

Long Term business volume
growth:
• Air Passengers: 0.8%
per annum long run
• Sea Passengers: 0.0%
per annum long run
• Freight & Fuel: 0.53%
per annum long run

3.3% per annum is the very latest
view from SoJ Fiscal Policy Panel on
long term inflation.
Baseline (Case for Incorporation)
Air passengers this was RDC
Aviation and for Marine business
this was Fishers Associates,
validated through Scrutiny review
independently using York Aviation
and MDS Transmodal.
Most recently, Mott MacDonald
updated forecasts with the work
performed on the Master Plan.

Investment Assumptions
Long Term
Capital
Programme
(LTCP)

£286m (uninflated) over 25
years of investments just to
keep facilities open to current
standards, last reviewed June
2018. It is the LTCP that is
required from core business
revenues.

Originally built from Case for
Incorporation, validated by Capita
Symonds and York Aviation,
updated for current position and
forecast.
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Category

Assumption

Master Plans

Airport: £42m for Integrated
Terminal and associated
regulatory investments

Contained within
the LTCP

Commercial
Projects

Justification
Airport Master Plan as per Stage 3
design estimates, validated by
Corgan

Harbour: Phase 1 only @ £27m
Harbour Master Plan as per Mott
(Please note that further
MacDonald plan
phases are being developed)
As per 2018 Strategic Business Plan
A portfolio of future
(SBP), last reviewed Sep 2018.
investments designed to
Updated for live and forecasted
provide a commercial return.
commercial projects.

Debt Assumptions
Net Debt on
Core Activities

Net debt on
Commercial
Projects

Cost of Debt

We judge that 2.5-3.0x EBITDA is
Limit set to 2.5-3.0x EBITDA, or prudent for an early stage
currently £40m, until a
infrastructure business such as PoJL.
regulatory long term price
Credit rating agencies would see
mechanism is established and this at the lower end of the
proven.
Investment Grade spectrum for all
companies.
Debt may be raised solely against
As available from institutions
project assets but is usually more
and partners on a project
costly than Company debt and
specific basis.
needs to be of a size to warrant the
arrangement costs and issues.
Historic interest returns to investors
has been 3%, combined with the
5% Long Term, 3% Medium
Bank of England’s target inflation
Term
rate of 2.5%, it would equate to a
long run interest rate expectation of
5.5%.

Cost and Cost Pressures Assumptions

Operating Cost
Efficiency

A target to reduce the cost
base by 0.2% per annum in
real terms against Jersey’s
general and activity specific
inflation levels.

PoJL is a highly regulated business,
whereby many areas of fixed costs
(ie volume independent ) are
determined by international
compliance standards. Detailed
analysis shows the extent to which
the remainder is variable. We have
high influence over 10% of total
opex and moderate influence over
17%, leading to a target to reduce
these costs by 1% pa and 0.5% pa
respectively in real terms.
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Category

Assumption

Depreciation
of Fixed Assets

Determined by the ‘Jersey
Financial Reporting Manual’
accounting standard as in the
SoJ published accounts.

Public Service
Obligations
(PSO)

PoJL will provide identified
obligations, such as
maintenance of Historic
Harbours and provision of
Coast Guard Services that
would not normally be the
responsibility of a commercial
business.

Community
Support

Justification
Upon Incorporation, SoJ transferred
the assets to PoJL with an
assumption that they would be
maintained and replaced as
required. JFREM uses a Depreciated
Replacement Cost (DRC)
methodology to ensure
replacement value is maintained.
The PSOs are as specified in the Air
and Sea Ports Incorporation Law,
and the cost of provision of these is
derived from the commercial
operations of the business.

PoJL are compelled in law to
provide these services.
PoJL supports key island events (the
PoJL will continue to support
Boat Show and Air Display),
various community activities in provides support to a variety of
the same manner as before
Clubs, Societies and Associations,
Incorporation.
and maintains heritage assets – all
of which comes with a cost.

Dividend to Shareholder

Dividend to
Shareholder

No cash dividends until the
company is financially selfsustainable.

SoJ does not budget to receive cash
dividends from PoJL and similarly is
not called upon to invest. We do
however provide incremental cash
to SoJ via the 20% corporate tax
rate on utilities, as well as covering
the cost of PSO obligations which in
other jurisdictions are funded by
the tax payer.

Funding Philosophy

Funding
Philosophy

Funding for the capital
investments will come from a
combination of cash
generation from core
operations and commercial
projects, as well as debt raised
without SoJ guarantee. We
envisage a single till for all
CICRA economic regulated
activities.

Over time, we expect airport
operations to fund the necessary
airport investments, and harbour
operations to fund the necessary
harbour investments. However,
capital projects are ‘lumpy’ by
nature and in any given year airport
or harbour investments may be
weighted heavier. The Harbour also
has to cross-subsidise the
Coastguard and Historic Harbours.
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Category
Assumption
Term of Regulatory Period
Period of
Pricing
Mechanism

PoJL seeks to establish a 10
year regulatory framework,
which will encompass major
investment in both the Airport
and Harbour.

Justification
Large infrastructure business such a
PoJL require a long term approach
both to its finances and to physically
delivering the range of required
investments. A 10 year period
would cover significant investment
for both the airport and harbour.
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Part 2 – Regulatory Principles arising from Incorporation
Introduction
Absent direct policy direction to CICRA from SOJ government, we draw upon the documentation
from the Incorporation process for guidance. It was on the basis of these documents that the States
Assembly voted on and approved the incorporation of POJL. All documentation can be found at:
https://www.gov.je/Government/Consultations/pages/portsincorporation.aspx.
This section seeks to identify key policy principles emanating from the process of incorporating POJL,
further details of each principle and source references are set out in Appendix B.

Regulatory Principles
1. Financial Self Sustainability
The aim of incorporating POJL was to ensure its long term financial self sustainability and to
remove the considerable liability for ports’ infrastructure from States of Jersey (SoJ). This
means POJL must have sufficient resources for Financial Capital Maintenance of their assets,
and therefore require an adequate return from the regulated business segments to operate,
maintain, renew and (where appropriate) enhance the assets.
2. Continued provision of non-commercial services
POJL are accountable to provide Public Service Obligations (PSOs) without financial recourse
to SoJ. These include the provision of Coastguard services, maintenance of Historic
Harbours and maintenance of territorial seas aids to navigation. These services must be
provided from within the revenues of the company.
3. Service levels and community support
At the time of incorporation, it was recognised that POJL provided a level of service through
their facilities and also supported a range of clubs, societies and associations related to
aviation and maritime activities. During the incorporation process, POJL pledged their
continued support of these clubs, societies and associations, as well as continuing to provide
commensurate services levels as delivered prior to incorporation. Such support must be
provided from the revenues of the company if it is to be sustained.
4. Effective and efficient port operations
The context of a highly regulated sea and airport operation means that there are minimum
standards that need to be met simply to operate. These standards extend through to areas
of our business requiring a minimum of resource to be operationally compliant, and hence
those costs are relatively fixed even in the long term. Most of the other areas are then
service level related, where minimising costs will lead to a reduction in the quality or
quantity of service provided.
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5. Price levels
Throughout the Incorporation documentation, reference is made that financial selfsustainability can be achieved without resorting to above RPI price increases. Additionally, it
was recognised that the period preceding Incorporation hallmarked by a general approach
to below RPI price increases created an unsustainable position. Therefore the Case for
Incorporation and particularly the financial projections assumed price increases in line with
RPI, which alone would not completely close the long term funding gap, however were
necessary alongside greater commercial freedom to enable long term financial self
sustainability.
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Appendix A
The Appendix sets out a more detailed explanation of the Long Term Capital and Funding
Assumptions that were summarised in Part 1.

Starting Point – Case for Incorporation
Assumption
The baseline for the business, operations, conduct and financial self sustainability objective
are founded in the documentation created for the Incorporation of Ports of Jersey.
Justification
The process of Incorporation yielded a large amount of evidence to justify the incorporation
of PoJL. All of these documents were subject to in depth Scrutiny review, and validated by
external independent sources. During the process there was a vast amount of stakeholder
and public engagement, where concerns and issues were raised and addressed. Ultimately
it was this set of documents that was reviewed by States of Jersey Assembly and the Air and
Sea Ports Incorporation (Jersey) Law which was voted on, and passed by the States
Assembly (32 votes to 4 votes).
The full set of documents can be found at:
https://www.gov.je/Government/Consultations/pages/portsincorporation.aspx
The development of the Case for Incorporation involved creating a long term financial
model. This model contained the first holistic view of the long term capital requirements of
the business, which was independently reviewed. The fundamental long term asset base
and investment programme of today is consistent with this foundation.
The financial model also contained 15 core business assumptions, including independent
reviews of our projected business volumes. All of the assumptions in our long term financial
modelling are reviewed annually through our Strategic Business Plan development which is
submitted to our shareholder.
Finally, the Case for Incorporation set out the key principles of our on going business
philosophy. In short, this demonstrated PoJL will continue to provide the essential services
to the Island and on going community support, but to do so in a financially self sustainable
manner. Absent of any change to government policy or profound changes in our business
model, this is the direction that we wish to continue.
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General Inflation
Assumption
We have modelled long run inflation in Jersey, as measured by the Jersey Retail Price Index
(RPI), at 3% per annum.
Justification
It is important to recognise the role inflation plays as a part of any long term projection.
Over the long term costs will rise and goods and services will become more expensive than
they are today. It is important to have an agreed assumption about future inflation in order
to be able to convert between real and nominal cost and revenue forecasts.
States of Jersey Fiscal Policy Panel’s August 2018 Report1 identifies the inflation trend for
RPIY as 3.0%, as identified in the following table from the report.
FPP central scenario
Return to trend
2016

2017

2018

2019

2020

2021

2022

2023

Real GVA

1.2

0.1

1.6

1.5

0.0

0.0

0.0

0.0

RPI

1.7

3.1

4.2

3.4

3.3

3.3

3.3

3.3

RPIY

1.7

3.2

3.8

3.0

3.0

3.0

3.0

3.0

PoJL’s long term planning assumption for RPI is 3%, in line with RPIY, which is used by States
Treasury for forecasting purposes.
If price increases are unable to keep up with cost inflation profits will be continually eroded
to the point of unsustainability.

Business Volumes
Assumption
Core business volume growth in our long term planning are as follows:
•
•
•

Air Passengers: 0.8% growth per annum for the long run
Sea Passengers: Flat - 0% for long run
Freight & Fuel: 0.53% per annum long run

1

https://www.gov.je/SiteCollectionDocuments/Government%20and%20administration/March%202018%20ec
onomic%20assumptions.pdf
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Justification
The original assumptions for long term business growth were determined during the
process of Incorporation. RDC Aviation was retained for providing long run air passenger
growth and Fisher Associates for Harbour long run passenger, freight and fuel growth.
These projections were validated through a Scrutiny Panel review process, where
independent transportation experts York Aviation and MDS Transmodal confirmed the
business growth assumptions.
Business volume forecasts from the Incorporation Process can be found:
https://www.gov.je/Government/Consultations/pages/portsincorporation.aspx
Both the airport and harbour growth assumptions are reviewed annually, on the basis of
current performance. At this stage we have no contrary evidence that the long term trend
would be different from the in depth reviews performed during the incorporation process.
Air & Sea Passengers

•

Air Passengers have grown by 5.4% between 2015 and 2017. Conservatively we
project a long term trend of 0.8% - consistent with the original RDC forecast

•

Sea Passengers have declined by 14.6% between 2015 and 2017. In absence of any
change, a flat growth assumption is prudent

In respect of the RDC Aviation forecasts, they noted in their Executive Summary “Long term
traffic is forecast to grow at a CAGR of 0.8% (to 1.75m passengers) which in the context of
historic performance (and challenges faced in the last 5 years) seems reasonable.”

Page 11

Long Term Capital and Funding Assumptions and
Regulatory Principles from Incorporation
For Air Passengers, we have recently validated the growth projections against the long term
requirements of the Airport Terminal as a part of our Integrated Terminal Project. It was
important that we ensured our design caters for future needs of our customers and the
Island.
During our Integrated Terminal Design work, we have reviewed the Peak Hour Passenger
demands assumptions against the actual Peak Hour Passenger demands from August 2016.
This analysis resulted in a more gradual growth rate was used resulting in an Adjusted
Arrivals peak in line with the original Masterplan and an Adjusted Departures Peak more
indicative of the Hotel Industry Trend.
In respect of Fisher Associates sea passenger forecasts, they noted in their Executive
Summary “Passengers by sea have declined as Jersey’s tourism product has been
restructured from bucket and spade to boutique spa, and because of competition with low
cost airlines, although the volume of cars has held up in recent years.”
In the case of the Sea Passengers, given the sharp decline in passengers since 2015, we
would expect to see a recovery in this market. However, our business judgement is that we
should project a flat (or 0%) growth in sea passengers over the long term until we have
confidence that growth may return.
We are working closely with Visit Jersey to grow our inbound tourism. The ambition of Visit
Jersey to reach one million visitors by 2030 is key goal in our long term planning and would
reflect a 2.5% compound annual growth from the 2017 base of 727,000 visitors. Visitors
contribute a significant proportion of passengers to our total passenger volumes, but total
passenger growth is also dependent on both business and resident travel. For long term
financial modelling of our business, a 0.8% growth rate for overall passenger volumes
remains a valid assumption until such time as we have a firmer track record of visitor growth
to amend our assumption.
Freight & Fuel
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