
ABN 14 078 030 752 

Level 24, 25 Bligh Street,  SYDNEY  NSW  2000 
PO Box H104 Australia Square  SYDNEY  NSW  1215 
1300 551 132  Ph +61 2 9232 7500  Fax +61 2 9232 7511 
 
www.iml.com.au 
 

 
 
Stephen Bailey 
Productivity Commission 
Level 15, Fujitsu Tower 
141 The Terrace 
Wellington 6011 
 
info@productivitycommission.govt.nz 

7 May 2014 

Dear Stephen, 

Investors Mutual (IML) is an Australian based fund manager with over AUD 4.5 billion under management on 
behalf of a wide range of investors including many Australian superannuation and retail investors. IML takes 
a long term approach to investing and we look to invest in companies which generate a high level of 
recurring income, have competent management, and can grow their earnings and dividends over time. 

Since our inception in 1998, we have been a long term shareholder in many New Zealand listed companies, 
including Sky City, Fletcher Building and GPG. More recently we have become shareholders of Mighty River 
Power and have for some time been a shareholder of Chorus. We are attracted to New Zealand because of 
its relatively stable economy, and in the past, its generally predictable and transparent legal system. 
However, recent regulatory uncertainty has threatened this reputation. 

The best outcomes for New Zealand will be achieved when regulation provides both incentives for 
companies to invest in providing new products and services, and consumer protection. Investment in 
infrastructure, such as telecommunications networks, carries long term risks which are under-appreciated by 
the Commerce Commission in its consideration of access prices. 

The current regulatory framework in telecommunications provides the Commerce Commission with too 
much discretion, and has proven to be highly unpredictable. The Commerce Commission’s access pricing 
decisions have repeatedly shocked the stock market, leading to large falls in the Chorus share price. The 
government has also been surprised, and in August 2013 the Minister’s Telecommunications Act Discussion 
Document noted that “the pricing outcome was not expected at the time the Telecommunications (TSO, 
Broadband and Other Matters) Amendment Act 2011 was passed”. 

The final pricing principle, TSLRIC modelling process, adds more uncertainty to that already provided by the 
initial pricing principle. TSLRIC modelling is a new process in New Zealand, and important questions remain 
such as the definition of the modern equivalent asset, the allowable operating cost structure, and the 
weighted average cost of capital. 

The lower share price of Chorus reflects investor uncertainty and results in a much higher cost of capital for 
Chorus. This higher cost of capital ultimately flows through to higher prices for consumers, or alternatively 
prevents new investment in critical services. 
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The minister is instructed by law to commence a review of the telecommunications regulatory framework, 
not later than September 2016. Completing this review as soon as possible has the obvious advantage of 
providing investors (both debt and equity), consumers, and all industry participants with certainty. In 
addition, changes to the regulatory system should emphasise stability and predictability. For this reason, we 
strongly suggest that a Regulated Asset Base model should be used. 

The Regulated Asset Base regulatory model: 

1. Allows an appropriate, but not excessive, return on capital for asset owners; 
2. Reduces regulator discretion and regulatory shocks, since capital works can be approved in advance; 
3. Provides stability and predictability in pricing from period to period, because changes are 

incremental and easily understood by consumers and industry participants; 
4. Is a well established price determination process, and as such provides regulatory certainty for all 

participants. This results in a high level of confidence in the price setting process; and 
5. Provides consumer protection. 

New Zealand regulatory processes must reflect their purpose for long term decision making, and provide 
incentives to invest rather than just short term consumer pricing advantage. 

Implementing such a regime as soon as possible will provide stability, transparency and predictability for 
investors. This is essential if New Zealand is to fund future investments in critical infrastructure and services 
from the public markets. 

Your sincerely, 

 

Simon Conn 
Portfolio Manager 
 


