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Overview 

1. Fonterra Co-operative Group (“Fonterra”) thanks the Commerce Commission (“CC”) for the opportunity to make 

a submission in response to their paper entitled “Invitation to have your say on whether the Commerce 

Commission should review or amend the cost of capital input methodologies” (“Consultation Paper”).   

2. Fonterra is the world’s largest global milk processor and exporter of dairy products and is at the heart of the New 

Zealand dairy industry, and the dairy industry is at the heart of the New Zealand economy.  Through our 

integrated “grass to glass” supply chain we deliver high quality dairy ingredients and a portfolio of respected 

consumer brands to customers and consumers in over 140 countries around the world. 

3. Fonterra is owned by approximately 10,600 farmer shareholders who supply Fonterra with 17 billion litres of milk 

each year that is processed across 28 processing sites in New Zealand. 

4. New Zealand is unique in that it exports 95% of the 19 million tonnes of milk produced by New Zealand farmers.  

New Zealand is the world’s largest exporter of dairy commodities, representing approximately one third of 

international dairy trade each year.  The dairy industry represents a quarter of all New Zealand merchandise 

exports.  

5. In the 2013 annual report, Fonterra recorded a net profit after tax of $736 million, on revenue of $18.6 billion,  

and a cash payout of $6.16 for the 2013 year for a 100 percent share-backed farmer – comprising a Farmgate Milk 

Price of $5.84 per kgMS and a dividend of 32 cents per share. 

6. The dairy industry and market is highly competitive.  Fonterra must innovate and be versatile in meeting niche 

market needs to offset higher costs due to our distance from offshore markets relative to overseas dairy 

manufacturers.  New Zealand farmers receive no subsidies, which has encouraged a focus on low-cost, high 

productivity farming systems. 

7. Energy is a key input into Fonterra’s business.  Across Fonterra’s 28 manufacturing sites in New Zealand, 

approximately 20PJ of energy is used annually.  Fonterra uses a mixture of energy sources – electricity, natural 

gas, coal, light fuel oil, diesel, and co-generation steam and electricity.       

8. Delivered electricity costs and delivered natural gas costs are a significant non-capital related cost for Fonterra’s 

manufacturing sites, equating to approximately 15% of their annual energy costs.   

9. Any inefficiency in electricity or gas transmission/distribution services that flow through to their charges or over-

charging relative to a cost of capital for a comparable notionally competitive business directly affects Fonterra’s 

business.  The use of the 75th percentile rather than the mid-point cost of capital is estimated to increase 

Fonterra’s electricity costs by several million dollars per year.  That direct impact on Fonterra’s cash flow adds to 

the challenge of raising capital to investigate projects to improve our business or support expansion. 

10. Fonterra is a member of the Major Electricity User Group (“MEUG”) and supports the more detailed submission 

by MEUG and expert advice by NZIER. 

11. The remainder of this submission addresses each question posed by the CC in their Consultation Paper.   

Q1: Are the positive incentives provided by using the 75th percentile now weakened? 

12. The High Court decision has significantly undermined confidence that using the 75th percentile range in the cost 

of capital input methodologies is reasonable.   
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13. Fonterra agrees with the CC that “until we decide whether to retain, reduce or remove the existing uplift to the 

mid-point WACC estimate, using the 75th percentile WACC is unlikely to provide the intended incentives for 

efficient investment”.   

14. Fonterra believes the uncertainty on what the WACC should be is creating widespread and significant uncertainty 

for both electricity and gas transmission/distribution companies and end consumers.  Fonterra supports the CC 

urgently issuing a Notice of Intent to amend the cost of capital input methodologies in order to reach a decision 

as quickly as possible.  

Q2: Should we do a review of the cost of capital IMs early? 

15. Fonterra agrees that a review of the entire cost of capital input methodologies is not possible before the end of 

the third quarter this year.  However, a consideration of a change to the WACC mid-point percentile is feasible to 

undertake now as there are no flow on effects and is desirable because of the material uncertainty to the current 

75th percentile assumption. 

16. A more comprehensive review of other possible changes to the input methodologies, as articulated by the CC in 

the Consultation Paper, should be considered prior to January 2018.   

17. Fonterra supports an urgent amendment to the cost of capital input methodologies to change the specification 

from the 75th percentile to the mid-point percentile.   

Q3:   Should we consider an amendment solely to the 75th percentile? 

18. Fonterra supports an amendment solely to the 75th percentile.   

Q4:   Are there any other options for addressing the Court’s concerns? 

19. At this point in time, there are no other options that Fonterra is aware of. 

Q5:   What evidence is there in support of either the 75th percentile or credible alternatives? 

20. At this point in time, there are no other alternatives or evidence that Fonterra is aware of. 

Q6: In selecting an appropriate WACC percentile, how significant is it that regulated outputs are 
inputs to other sectors of the economy? 

21. For Fonterra, the potential mispricing of WACC for regulated electricity or gas transmission/distribution services is 

very important as explained at the beginning of this submission. 

 


