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From: David Dollar

Sent: 29 January 2015

To: Vector Project Teams

CC: Benjamin Banker; Peter Partner; Byron Boss; Warren Wallstreet
Subject: Vector strategy presentation

Good Morning,

Our client, Vector, is one of New Zealand’s largest listed companies. It is the country’s largest distributor of
electricity and gas, servicing more than 700,000 customers across the country. Vector’s vision is to be New
Zealanders’ first choice for integrated energy infrastructure solutions to help build a better, brighter future.

Vector’s electricity networks span the Auckland region, with the company owning more than one million
metres of electricity lines. The company distributes natural gas to more than 40 towns and cities in the
North Island, and is also leading a revolution in infrastructure management technology. Related technology
products and services, as well as gas intermediary operations generated nearly 40 percent of the compa-
ny’s revenue in 2014.

However Vector recognises that the balance of power is shifting from utility providers to consumers. In the
so-called “utility death spiral”, a growing number of high-value utility customers are switching to distribut-
ed technologies and efficiency measures that will cause the demand for power from traditional utilities to
plummet. Consumers now have greater choice than ever before, and understanding and taking into account
customers’ current and future perspectives will be critical for Vector’s success.

In the context of Vector’s overall vision and goal, the company would like us to consider how Vector can be-
come more relevant to its customers, in a world where energy utilities are facing significant change. Vector
is particularly interested in ways it can leverage technology to address the “utility death spiral”.

The Electricity Industry Reform Act prevents the ownership of both energy and lines functions. This means a
generation company cannot own or have an interest in a distribution company, and a distribution company
is generally restricted from retailing electricity or dealing in electricity hedges. However, there is no barrier
to vertical integration from generation to retail. These legal restrictions are significant, as they restrict the
extent to which Vector can take an ownership interest in any other parts of the supply chain. For the purpos-
es of this case, you should not consider vertical integration in any regard.

Simon Mackenzie, CEO of Vector, has asked us to analyse the company and provide recommendations on a
strategic level. You will have ten minutes to give a presentation to Mr Mackenzie and the board of directors,
which will be followed by a ten-minute question and answer session. Please find the information prepared by
our research team attached.

Regards,

David Dollar

Senior Vice President
SYG Consulting Group



1.0 Introduction to Vector

Vector is a multi-network energy infrastructure company that
owns and operates a range of energy and technology busi-
nesses and assets. Employing more than 850 staff and more
than 1000 contractors, Vector operates in the country’s largest
metropolitan area, Auckland, as well as many high-growth
centres across New Zealand. The company supplies energy
and services to many of New Zealand’s largest industrial and
commercial businesses.

Vector listed on the New Zealand Stock Exchange in 2005
when the Auckland Energy Consumer Trust (AECT) sold 24.9
percent of Vector through an initial public offering. Prior to the

2.0 Strategic focus

initial public offering, the AECT owned 100 percent of Vector.
Following a share buyback in 2009, the AECT’s current share-
holding is 75.4 percent of the shares on issue.

Vector’s goal is to deliver sustainable increases in dividends to
its shareholders. In 2014, the company paid a total dividend of
15.25 cents a share, up 0.25 cents per share on the previous
year. This is the eighth consecutive year that the dividend has
increased. Alongside this, Vector’s vision is to be New Zealand-
ers’ first choice for integrated energy infrastructure solutions to
help build a better, brighter future.

To achieve its vision and goal, Vector focuses on five strategic areas:

GOAL: Deliver sustainable dividend increases

AREAS OF
STRATEGIC
FOCUS

CUSTOMER

FOCUS GROWTH

Customer focus: Understanding and taking into account its
customers’ current and future perspectives in everything it
does.

Disciplined growth: Investing where it can achieve the best
commercial outcome for the business.

Operational excellence: Always looking at how Vector can do
things better. This includes delivering high standards of reliabili-
ty and constantly working to improve network performance.

DISCIPLINED

REGULATORY
OUTCOMES

PEOPLE AND
SAFETY

Regulatory outcomes: Seeking a certain and fair regulatory
scheme that allows the company to earn a return on its assets.

People and safety: Employing great people and keeping them
healthy and safe.
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3.0 Auckland Energy Consumer Trust

The Auckland Energy Consumer Trust (AECT) is a consumer
trust that owns a 75.4 percent shareholding in Vector for its
beneficiaries. Generally speaking, the AECT does four things:

* Receives dividends from its shareholding in Vector and
distributes them to its beneficiaries

* Manages its majority ownership of Vector on the behalf of
beneficiaries

* Deals with government bodies on regulatory issues

* Provides strategic input to Vector at board level
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This effectively makes consumers in the Trust District indirect
shareholders of Vector. In 2014, the trust returned a dividend
of $335 per AECT beneficiary, up from $330 in 2013. The divi-
dend paid is based on the dividend paid by Vector to the AECT.
The dividend paid by Vector is based on profit from all areas of
company operations.

In 2006 the New Zealand Institute of Economic Research (NZI-
ER) compared Trust ownership of Vector with four alternatives:

* Local council ownership
* Management by a professional trust company

* Handing shares over to beneficiaries, local councils and the
Auckland Regional Council

* Transfer of shares to a new regional infrastructure body

Its 75.4 percent stake in Vector is the only shareholding held
by the AECT. In this way, the sole purpose of the trust is to
represent beneficiaries, both by representing their interests in
what Vector does, but also returning the dividend distributed
by Vector.

For consumers to qualify as beneficiaries, they must be paying
Vector line charges as part of their power bill, and be part of
the Trust District. The Trust District covers 58 percent of Auck-
land’s power consumers, and is illustrated below:

Hauraki Guif

On every measure, including efficiency and what was best for
energy consumers in the Trust District, the NZIER concluded
that the current set-up is the best option. A summary of this
report can be found in Appendix A.



4.0 Company operations
Vector’s operations can be divided into four main areas:
e Electricity distribution
* Gas transportation

e Gas wholesale

¢ Technology

ELECTRICITY INDUSTRY STRUCTURE:

Innovation

Vector is making use of geographic information systems and
combining these with other data such as call-outs and fault
reports to identify fault “hot spots” or areas on the network
that are more prone to instability. In 2014, Vector introduced
new technology that allows technicians to listen to the sound of
electricity passing through the network to identify maintenance
issues. The traditional method of visually inspecting lines meant
technicians could not pick up faults that would only be obvious
from looking down on the wires. Technicians now drive slowly
around the network with a specialised boom microphone and
amplifier listening for the distinct pops and clicks different from
the usual faint purr that characterise healthy power lines. This
results in more effective maintenance and less downtime.

New network contracts

Vector is seeking to deliver a more streamlined and efficient
service for the benefit of its customers, with the introduction of
new use-of-network service agreements with the major electric-
ity retailers. The changes include bringing billing arrangements
and service standards into alignment across Vector’s northern
and southern networks. The new agreements will centralise
fault call-outs throughout the region. All residential customers
will be offered three free non-network fault call-outs per year.
Meanwhile, those customers in Auckland’s southern region will
no longer require a contract with Vector, with responsibility for
making the arrangements passing over to retailers.

4.1 Electricity distribution

Overview

Vector owns and operates the electricity distribution network in the
greater Auckland region. The company’s 18,021 kilometres of elec-
tricity lines and cables deliver power to more than 543,000 homes
and businesses on behalf of electricity retailers. The diagram
below illustrates Vector’s position in the supply chain of electricity.
Electricity distribution generated $631.3m of revenue in 2014.

RETAILING TO
CUSTOMERS

The diagram below provides a quantitative snapshot of
electricity operations in 2014:
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4.2 Gas transportation
Overview

Vector’s gas distribution network is over 9,300 kilometres

long, and delivers gas, on behalf of gas retailers, to more than
150,000 customers across the North Island. Vector also pro-
vides Liquid Petroleum Gas (LPG) to customers nationwide. Gas
transportation generated $187 million in revenue in 2014.

Natural gas is transported from treatment plants, like Vector’s
plant in Kapuni, through Vector’s 2,300 kilometre transmission
pipeline system which stretches across the North Island. When
the gas reaches the communities, industrial plants or gas-pow-
ered power stations where it will be used, the gas is delivered
to a gate station, which lowers the pressure of the gas so that it
can be transported in Vector’s local gas “mains” network pipes.

Vector’s gas mains network is over 7,000 kilometres long.
Smaller pipes, called “services”, connect to the mains and

go directly to homes or buildings where the gas is used by
households and businesses. A gas meter on a home or business
measures how much gas is being used.

Vector’s gas transportation network is illustrated on the follow-
ing page.
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Vector also provides operations and maintenance services to
some of New Zealand'’s largest oil and gas companies, taking
advantage of expertise in managing and maintaining the
country’s gas transmission systems. Vector maintains a North
Island-wide team to manage its gas assets, which include

the high-pressure gas transmission system and a number

of third-party pipelines. In many places third-party pipelines

lie alongside Vector assets. This co-operation allows for cost
savings for both Vector and other asset owners and can help to
ensure the integrity of these vital assets.

The diagram below provides a quantitative snapshot of gas
distribution operations in 2014:
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4.3 Gas wholesale

Overview

Vector holds long-term entitlements to gas from New Zealand’s
major fields and sells natural gas to gas retailers, electricity
generators, and other large commercial and industrial cus-
tomers. Vector’s gas brand, OnGas, promotes both piped and
bottled gas supply to customers throughout New Zealand.
Through its LPG businesses, Vector handles over 200,000
tonnes of LPG annually. Gas wholesale generated $349.8m of
revenue in 2014.

OnGas bottle swaps

In 2011, Vector acquired a small business, Kwik-Swap, which
allowed consumers to swap empty LPG bottles, rather than
filling their own bottles at a service station. Kwik-Swap was then
rebranded under Vector’s brand, OnGas. The swapping service
now has around 800 outlets ranging from fuel retailers to build-
ing merchants and convenience stores, doubling its coverage in
under three years.
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Vector has been recognised by retailers for responding to cus-
tomer demands. In 2013, OnGas was nominated for an award
from The New Zealand Association of Convenience Stores. In
2014, oil giant BP awarded the OnGas bottle swap business its
Supreme Supplier Award for excellence in safety.

Key contracts

In 2014, Vector won the contract to supply fuel for Fonterra’s
forklifts. Fonterra is New Zealand’s major dairy co-operative,
and the contract is one of the top three LPG supply contracts in
New Zealand for forklift fleets. The contract covers about 2,200
bottles at sites from Invercargill through to Whangarei.

The diagram below provides a quantitative overview of gas
wholesale operations in 2014:
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4.4 Technology
Overview

Vector is completing a nationwide rollout of advanced “smart”
meters in one of New Zealand'’s largest doorto-door infrastructure
projects and one of the company’s most ambitious investment
programmes. The ten-year smart meter project is a key to provid-
ing customers with smart energy networks and smart network
solutions. It has seen Vector install more than 675,000 meters.
These operations generated $137m of revenue in 2014,

New contracts with Contact Energy and the SmartCo consortium
of electricity distribution businesses will lift the number of meters
contracted to Vector to 889,000, up from 764,000 in 2013. Vector
installed around 170,000 smart meters during 2014, an average
of more than 14,000 meters per month.

The project demonstrates Vector’s commitment to delivering
essential energy services. The focus of the metering business in
2014 was on delivering to existing contracts and developing an
enterprise-scale meter data management platform, enhancing the
company’s ability to service a range of meter types and communi-
cations technologies and meet new regulatory standards.

Approximately 845,000 legacy meters remain across New Zea-
land, and they will most likely be replaced with smart meters over
the next three to five years.

New products

In 2014, Vector rolled out a suite of new products across its me-
tering network, taking advantage of the streams of data provided
by the new meters and delivering real benefits to customers.
Customers who have installed solar panels or other forms of home
generation can now export power back to the grid thanks to tech-
nology that allows customers to track imports of power as well as
exports to the grid. Also, customers can now control their energy
consumption with the introduction of technology that allows users
to pay for specified amounts of power ahead of use.
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Partnerships

Advanced Metering Services - Vector’s smart metering business

- partners with other nationwide distribution companies to deliver
smart meter services. Vector provides SmartCo, a venture between
several electricity distribution companies, with a range of services in-
cluding meter data management, asset management, deployment,
logistics management, integration and development services.

Australian expansion

Vector expects the Australian market for smart metering to
develop in a similar way to the New Zealand market. The new
territory represents a significant opportunity for Vector’s metering
services. The company is holding discussions with various agen-
cies of Australian state and federal governments and retailers as
potential customers. Vector is also investigating the certification
requirements to operate in the Australian market as a meter and
data services provider.

Vector Communications

Vector Communications operates a high-speed data network for
New Zealand businesses. It continues to expand its footprint, as it
gets closer to both its reseller and direct customers. The network
now reaches more than 10,000 Auckland business addresses.
Enhancements to product and service capabilities, coupled with
improved online quoting, reporting and notification tools, have
better equipped Vector to leverage its own third-party telecom-
munications infrastructure and provide a higher level of support
to customers. Closer relationships with customers, including the
embedding of Vector’s own account managers within reseller sales
teams, are ensuring the company not only meets market demand,
but does so at a competitive price.

The diagram below provides a quantitative overview of technology
operations in 2014:
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5.0 Recent innovations

5.1 Smartphone application

Vector has launched an innovative, customerfocused smart-
phone app.

Designed and developed in New Zealand, the Vector “Outage
Manager” app is available to download for free from the App
Store and GooglePlay.

Customers can bookmark important locations, such as work,
home and school, and get push notifications for outage up-
dates as they happen in real time. Vector describes the app as
a “world first” and says “no utility company has anything like
the level of reporting and visual impact that our homegrown
system has”.

Below is a screenshot from the mobile app:
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Key features
* Interactive outage map
* Ability to report a fault to the correct retailer

* Ability to bookmark important locations and receive push
notifications when outages occur

* Turns the smartphone into a flashlight

* Important phone numbers

* Essential safety information

* Outage information is updated every three minutes

* Interactive outage map is featured on Vector’s website
homepage, and posts outage notifications on the Vector
website and Twitter.



5.2 SunGenie pilot programme

Vector is exploring a variety of solar solutions and plans continue ~ The homeowner pays $2,000 installation costs for the

to evolve its exploration as it learns more about customers, and three-kilowatt system, which includes a fridge-sized battery cab-
customers become more aware of the technology. In the 2014 fi-  inet, and then a $70 monthly lease payment. Installation takes
nancial year, Vector installed close to 200 of its solar units across  just a few hours and requires no council planning consent. It
Auckland in a trial of its SunGenie solar technology. can go on either steel or tile rooves, and its low-elevation barely

changes the profile of a building.
Under the trial programme, Vector installed just over 250 of

the SunGenie mini-power stations on roofs across Auckland.
Vector retains ownership of the solar stations that homeowners
lease. Vector is also responsible for maintenance and repair.

5.3 New Zealand'’s first net zero energy commercial building

The installation of 48 solar panels on the roof of the 1 Scotland The solar system allows solar power to be intelligently integrated
Street building (home of a retail shop and a PR company) in into Vector’s electricity network. By combining solar panels with
Freeman’s Bay, Auckland, created New Zealand’s first net zero battery storage and a smart control system, the energy produced
energy commercial building. from the solar panels can be stored and used both when it is need-

ed in the building and during times of peak network demand.
The building will run entirely on solar power from the highly effi-

cient solar panels, designed to generate over 17,500 kWh a year,  The batteries are a Lithium-ion battery pack, the same technolo-

which is expected to be enough to power the entire building and gy used in the car industry to power hybrid electric vehicles. The

all of its electricity requirements. batteries also provide a measure of resilience with some back-up
in the unlikely event of a grid outage.



6.0 Valued partnerships

Vector is involved in a number of partnerships and ventures
that complement its core network businesses and strengthen its
capabilities in the energy services field.

Kapuni energy joint venture

Vector has a 50 percent interest in an unincorporated joint ven-
ture that operates a cogeneration plant situated at the Kapuni
gas treatment plant producing electricity and steam for the gas
treatment.

Liquigas

Vector holds a 60.25 percent shareholding in Liquigas, New
Zealand’s leading company for tolling, storage and distribution
of bulk LPG. Liquigas has staff and depots in Auckland, New
Plymouth, Christchurch and Dunedin.

7.0 Vector’s customers

Despite often supplying energy through retailers or intermedi-
aries, Vector defines its customer as the end user of the energy.
This includes both retail consumers and commercial customers.

Retail customers

Vector’s main group of customers is domestic electricity con-
sumers in the Auckland region. However, retail customers also
include natural gas consumers, users of Vector’s smart electricity
meters, as well as OnGas bottle swap customers.

Commercial customers

Vector delivers power to critical infrastructure across the Auck-
land region from hospitals to water treatment plants, fire stations
and schools. In the 2014 financial year, Vector completed an
upgrade of an Auckland hospital’s power supply, installing two
11kV feeder cables, both of which are capable of powering all of
the hospital’s operations should the other fail.

Treescape

Vector has a 50 percent shareholding in Treescape, one of
Australasia’s largest specialist tree and vegetation management
companies, with divisions throughout New Zealand, Queensland
and New South Wales. Treescape employs close to 500 trained
staff and customers include councils, utilities, government
agencies, construction companies and developers. Treescape’s
planned vegetation management programme plays a major role
in minimising the impact of severe weather on Vector’s electricity
network.

NZ Windfarms

Vector holds a cornerstone 22.11 percent shareholding in NZ
Windfarms, a wind-power electricity generation company that
sells sustainably generated electricity.

Other parts of the companies operations, such a gas wholesale
and distribution, also serve commercial and industrial customers
throughout the North Island.

According to Vector, customers want:
* Value
e Efficiency
* Reliability
* Choice and flexibility
e Minimal disruption

Vector remains among the lowest-cost energy infrastructure
providers in the country, while still more than meeting service
quality requirements. Measures such as the average operating
expenditure per customer, for instance show Vector’s electricity
networks are among the best performers in the country.



8.0 Future opportunities

The customer is the central focus of all of Vector’s operations.
As a result, Vector is actively seeking ways in which it can
become more relevant to its customers. Vector is open to new
products, new partnerships, or even new business processes,
and is considering these on an ongoing basis.

In leading a revolution in energy infrastructure technology, CEO
Simon MacKenzie sees an opportunity for Vector to provide
new solutions on an international scale, to both other utilities
companies and other industries. The company is particularly
interested in solutions that make Vector more relevant to its
customers by leveraging information technology, and the poten-
tial value it may be able to capture by securing the intellectual
property of these ideas.

As a result, thought must be given to the execution of new
ideas. They need to be sufficiently scalable, and Vector must
be able to secure the intellectual property of these innovations.
Technology will no doubt play a vital role in the company be-
coming more relevant to its customers.
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9.0 The energy distribution industry

The electricity industry supply chain

Getting electricity to the end user involves several steps. Elec-
tricity is first generated from a variety of sources, before being
transmitted across the national transmission grid, distributed
down the power lines, and finally delivered to a customer’s
premises. A more detailed breakdown of the industry can be
found in Appendix B.

A number of the local distribution businesses offer complemen-

tary activities including:
* Contracting
¢ Ultra-fast fibre broadband
* Renewable generation
e Electrical equipment manufacturing
* Smart metering services
Key facts and figures

* Collectively, 29 local distribution businesses supply more

than 30,700 GWh of electricity to New Zealand consumers.

A breakdown of distributors can be found in Appendix C.

* The combined value of New Zealand’s electricity network
businesses was $9.25 billion in 2012.

* Between 2012 and 2017, the industry expects to invest $3
billion across their networks through capital expenditure.

e |t will cost about $927m to run the networks between 2012
and 2017.

e The networks are made up of 151,000km of cables and
lines. This includes 110,000 overhead lines and 41,000

underground cables - more than enough to go around New

Zealand’s coast line ten times.

¢ There are more than two million individual connection
points across all 29 networks.

Additional information on electricity consumption can be found
in Appendix D.

The gas industry supply chain

The natural gas industry supply chain follows a similar
structure to the electricity industry. Natural gas is currently
produced in the Taranaki region, and then distributed along
2,300km of high-pressure gas transmission pipelines through-
out the North Island. A distributor then reticulates gas through
piping networks in urban areas. The provision of network
services is known as “line function services”. There are four
main companies that distribute natural gas through the North
Island. There is no distribution of reticulated gas in the South
Island.

Gas consumption comes from the following main sectors:
e Electricity generation (including cogeneration)
* The industrial sector (such as dairy)

* As a feedstock (ie, non-energy use) in the petrochemical
sector

e The residential sector
e The commercial sector (including transport)

* CNG is supplied to the automotive market through some
North Island service stations. The CNG market has
decreased markedly since government subsidies were
removed in 1987.

Additional information on gas consumption can be found in
Appendix E.



10.0 Regulation

Electricity distribution

Suppliers of electricity lines services are subject to regulatory
provisions under the Commerce Act 1986.

Regulations are enforced by the Commerce Commission, New
Zealand’s competition enforcement and regulatory agency.

As suppliers of electricity lines services, electricity distribution
businesses (EDBs) operate in a market where there is little or no
competition, and little prospect of future competition.

The Commerce Commission uses “price-quality regulation”
to ensure that EDBs have similar incentives and pressures to
suppliers operating in competitive markets to innovate, invest
and improve their efficiency. It also aims to limit the ability of
suppliers to earn excessive profits, while also ensuring that
consumer demands on service quality are met.

Price-quality regulation has several main features:

* Price-quality paths for all suppliers are set by the commis-
sion in a relatively low-cost way

* A “default path” applies to all regulated suppliers for a
regulatory period between four and five years

* Individual suppliers have the opportunity during the regula-
tory period to apply to the commission for an alternative or
“customised” price-quality path to better meet the particu-
lar circumstances of the individual supplier

* EDBs may incur penalties for breaches of price-quality
paths

Price-quality paths include:

* The maximum prices/revenues that are allowed at the start
of the regulatory period (ie, starting prices)

e The annual rate at which all EDBs” maximum allowed prices
can increase (ie, rate of change) - prices are restricted from
increasing each year by more than the rate of inflation less
a certain number of percentage points

* The minimum service quality standards that must be met

Gas distribution

The companies that supply gas pipelines services are also
subject to information disclosure and price-quality regulation,
under the Commerce Act 1986. Regulation of this industry is
identical to the electricity distribution industry, with price-qual-
ity paths set for the distribution of natural gas. Again, this is to
promote innovation and efficiency and prevent excess profits
being made.

General regulation

Under the Commerce Act 1986 it is illegal for a business to
enter into a contract or arrangement that is likely to have the
effect of substantially lessening competition in a market. Given
that energy distribution companies are often natural monop-
olies, the Commerce Commission pays particular attention to
any acquisitions or agreements made vertically or horizontally
within the energy industry. This is to protect the interests of
consumers, who often have little or no choice in who distributes
energy to them. However, this is not to say that the Commerce
Commission will prevent all cases of vertical integration. Vector
was allowed to acquire a smart metering business in 2014.
More details on this can be found in Appendix F.



11.0 Changing industry dynamics

The balance of power is shifting from utility service provid- Meanwhile, customers say spending on utilities is a significant
ers to consumers as they now have greater choice than ever area of concern and they are targeting this as an area for sav-
before. Energy distribution technology - largely unchanged for ing money and actively managing their energy needs.

decades - now allows customers to switch suppliers, switch
energy solutions and switch from the grid. Customers are more
technologically savvy and more aware of alternatives. They are
looking for utility providers that are committed to the highest
standards of service and those that can provide choice and do
both at a low cost.

The diagram below summarises the so-called “utility death
spiral”, outlining the key areas of the energy industry that are
undergoing significant change:

e Consumer preferences are changing to control energy supply,
usage, service standards and costs
e Customers are becoming more mobile and socially and digitally
Impact of the new interconnected
energy customer e Customers are increasingly interested in utility service levels
and prices

e Data analytics and agile strategy will become core competencies

¢ Policy-makers have the difficult task of balancing supply
availability, affordability, proximity and environmental impact

e Wide-ranging reforms to market design/planning/
Changing tasks and governance framework

roles of regulators  Changing approach to economic regulation and revenue setting

¢ Decentralised power, technological changes and a

different customer outlook are leading to a changing
electricity environment
¢ Electricity utility companies need to adapt their business models
Transformation of the to stay profitable and to succeed in the future

electricity sector

* New services will emerge and new players will enter the existing
value chain

¢ Reduced demand in many developed economies

¢ Distributed generation and disconnections from the grid via

B self-generation may encroach on the electricity utility business
ﬁ§> model
¢ These technologies will present challenges to the centralised utility
Disruptions to model but depend on technological developments and
electricity supply cost decreases
el  Changing fuel price relativities are altering utility company
behaviour
e Energy efficiency, demand-side management, smart grid
@@ technology, solar PV, electric vehicles and battery storage head
the list of technological developments
Influence of ¢ New technologies have the potential to compare with
technologies on the utility-provided services and impact centralised power
energy supply chain generation and networks

Source: PwC Analysis
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The financials for the past two years are provided here, as well as in Excel format on the USB you have been provided.
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Cash and cash equivalents B.284 56,164 B71 43,973
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Income tax 11.366 3,B11 11,366 2,955
Advances o subsidiaries 22 - B4,279 20,588
Total current assets 193,761 256,284 159 697 175,031
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EQGUITY
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Mon-controlling intarests in subsidaries 16,115 1B,13& -
Total eguity 2,507,787 2,258,462 1,238,733 1,292,165
Total equity and liabilities 5,839,100 5747077 4,993,992 4,837,803
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B84 54, 16 BT £3.97%
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Satos 5T 050 152,507 343316 120,655 - 1,214,548
Third party contrbutions 31550 E2E . = 5061 = 43 725
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Appendix B: The electricity supply chain in New Zealand

The exact amount charged by retailers to supply electricity to a household varies depending on the retailer
and type of consumer account, but electricity bills generally reflect the costs incurred by participants
across the electricity industry. This fact sheet describes the industry structure and is the first in a series
outlining how the costs! are made up and how they compare to prices paid by other consumers such as
business customers.

The electricity supply chain in New Zealand

Ve

I rl . l

) J‘
\ s . & Grid exit points Grid injection points

Consumers Distribution Transmission Generation
230 volts for residential and business 11, 33 or 66kV typically 110 or 220kV 11-16kV

Source: 2011 Electricity Authority Electricity in New Zealand.

Most electricity is produced by generators located well away from where it is eventually used. This is often because
of the geographical location of energy sources, for example, rivers used for hydro-generation, geothermal fields, or
the location of good wind generation sites. There are also other factors to consider when placing large generation
close to consumers and communities.

90 percent of the total
electricity New Zealanders
use passes through the high
voltage transmission system

Around 90 percent of the total electricity New Zealanders use passes through the high
voltage transmission system that spans the country and is known as the national grid.
The transmission system delivers electricity at high voltage to substations in each area.
Large cities may have several substations serving them and in a few cases electricity is
supplied directly to large industrial consumers such as the Tiwai Point aluminium smelter.
Local distribution systems take the power delivered to each substation and deliver it at lower

voltages to homes and businesses. The remaining 10 percent of electricity that doesn't pass through the
transmission system is generated by plant that is directly connected to the local distribution system or, in the case
of some large industrial consumers, by their own on-site generation.

1. The term ‘cost’ in this paper includes the costs associated with producing electricity, including any profits.




Appendix C: Electricity distribution in New Zealand
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Appendix D: Electricity consumption by sector for the year 2013

Sector Share of electricity consumption
Residential 32.0%

Commercial (including transport) 24.7 %

Basic metals 16.4%

Other industrial 7.7%

Wood pulp, paper and printing 7.4%

Agriculture/forestry/fishing 6.2%

Food processing 5.6%

Appendix E: Gas consumption by sector for the year 2013

Sector Share of gas consumption
Electricity generation 40.8%

Industrial 27.9%

Non-energy use 22.8%

Commercial 4.4%

Residential 3.3%
Agriculture/forestry/fishing 0.9%




Appendix F: Extract from the Commerce Commission’s determination of the Vector acquisition of Arc Innovations

The proposed acquisition

1. On 5 September 2014, the Commerce Commission received
an application from Vector Limited (Vector) seeking clearance
to acquire all of the shares of Arc Innovations Limited (Arc)
from Meridian Energy Limited (Meridian).

2. The proposed acquisition would result in the aggregation
of Vector’s and Arc’s respective advanced electricity metering
businesses.

The decision - clearance granted

3. The Commission gives clearance to the proposed merger as
it is satisfied that it will not have, or would not be likely to have,
the effect of substantially lessening competition in a market in

New Zealand.

Our framework

4. Our approach to analysing the competition effects of the
proposed acquisition is based on the principles set out in our
Mergers and Acquisitions Guidelines.

The substantial lessening of competition test

5. As required by the Commerce Act 1986, we assess mergers
using the substantial lessening of competition test.

6. We determine whether a merger is likely to substantially

lessen competition in a market by comparing the likely state
of competition if the merger proceeds (the scenario with the
merger, often referred to as the factual), with the likely state
of competition if the merger does not proceed (the scenario
without the merger, often referred to as the counterfactual)

7. A lessening of competition is generally the same as an
increase in market power. Market power is the ability to raise
price above the price that would exist in a competitive market
(the ‘competitive price’), or reduce non-price factors such as
quality or service below competitive levels.

8. Determining the scope of the relevant market or markets
can be an important tool in determining whether o substantial
lessening of competition is likely.

9. We define markets in the way that we consider best isolates

the key competition issues that arise from the merger. In many

cases this may not require us to precisely define the boundaries
of a market. A relevant market is ultimately determined, in the

words of the Act, as a matter of fact and commercial common

sense.

10. Only a lessening of competition that is substantial is prohib-
ited. A lessening of competition will be substantial if it is real, of
substance, or more than nominal. Some courts have used the
word ‘material’ to describe a lessening of competition that is
substantial.

11. Consequently, there is no bright line that separates a
lessening of competition that is substantial from one that is not.
What is substantial is a matter of judgment and depends on
the facts of each case. Ultimately, we assess whether competi-
tion will be substantially lessened by asking whether consumers
in the relevant market(s) are likely to be adversely affected in a
material way.
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Infrastructure report: Change is coming swiftly

www.nzherald.co.nz, By Fran O’Sullivan, August 19 2014

Think Auckland’s future energy development. Think power
stations and networks of lines and cables criss-crossing the city
to deliver electricity to a rapidly growing city.

Think again, urges Vector chief executive Simon MacKenzie, as
he talks about what the future entails in a world where rapidly
changing technologies will put the customer - or consumer - at
the heart of technological choice.

“The biggest mistake we could make in Auckland is doing these
traditional-type developments,” says Mackenzie. “We're heavily
engaged with developers to broaden options and thinking.”

He points to the convergence (a “puzzle”) of three major plat-
forms. There’s the world of existing traditional networks - that’s
the power lines and substations; then there are the new hard-
ware solutions — solar power and increasing battery storage co-
pabilities that are already providing consumers with distributed
power options; and finally the new software solutions which
allow those same consumers to manage control.

“We see a world where all of a sudden the traditional providers
are competing with the hardware solution providers and the
disrupters in the control space.”

It's a world where for a major network company like Vector
getting the wrong emphasis could result in stranded assets in
four to five years time, if customers move ahead of strategy,
and, on the consumer side the potential for social issues if
people cannot afford new hardware like solar panels or whizz-
bang apps. Hence, Mackenzie - and Vector - are engaged in
all three components.

There’s an element of commercial sensitivity to some of the
work Mackenzie has under way, supporting small companies to
innovate in New Zealand and thinking through how that can be
leveraged with international partners in the US, for instance, to
create whole new industries in the weightless economy space
based from here.

Here’s the thing. The company’s San Francisco partner recog-
nises New Zealand has a pool of skilled people who are have
experience in a world where globally there is a shortage of
emergent technology capability.

“They look at New Zealand and see we are very pioneering in
this space,” says Mackenzie. “They recognise there is a real tal-
ent pool here and from our perspective we have been utilising
this pool.

“We should be looked at as the innovation and creative centre
of the world. They are thinking of setting up down here to take
advantage of the tech pool we have.”

One factor driving this is US pay scales. Graduates with
three years’ experience in computing technology can crack

US$250,000 a year within three years of graduation.

Mackenzie reckons there are plenty of opportunities for NZ
firms to be pathfinders.

For instance, Nest — a US company (“two guys out of Apple”) -
has developed customer focused energy management solutions
which are as simple as a thermostat control with smart technol-
ogy embedded in it. “We've been developing similar technology
with local people here. But in the US you can access capital
and a market more easily.

“There’s a whole lot of talented people in the space if they
could be facilitated into a bigger market.”

Already in Germany, 75 per cent of energy is produced by
either customer-owned or community- owned solutions through
solar and wind.

In Queensland, there is now 20 per cent penetration of solar
power in the market.

The big question is whether solar can be built on a scale that
will meet the bulk of the world’s electricity needs.

Mackenzie instances other technological sectors like com-
puting, the internet and telecommunications. All three were
dominated by huge, centralised technologies. But all three
industries have been turned upside down by new “distributed”,
or hand-held devices.

“The same thing will happen in electricity”.

Electric vehicles are part of the major disruptive changes that
lie ahead in New Zealand. Mackenzie points to a situation
where batteries will initially be used in cars then moved to
provide home storage systems after 8-10 years of driving use.
Driving an electric car will save an average driver more than
$2000 per year on petrol costs.

Batteries are forecast to drop from $1000 per kWh today to
as low as $200 per kWh in the next five years (or sooner as
massive manufacturing plants are being constructed).

The point is, the future is already here.

“We are going from big centralised power plants to decentral-
ised generation, to decentralised storage, and to decentralised
distribution,” says MacKenzie.

“It is just a matter of policymakers understanding this and
making regulations appropriately.”



Auckland energy trust sends cheques out

www.stuff.co.nz, By Richard Meadows, 25 September 2014

More than 316,000 Auckland households, schools, and
businesses will get a pleasant surprise in their mailboxes this
morning - a cheque for $335.

The Auckland Energy Consumer Trust, which is the majority
owner of energy company Vector, pays out a dividend each
year to power users who fall within its zone.

That includes Vector customers in Auckland, Manukau and the
northern part of Papakura, who stand to gain a collective $105
million.

This year the number of eligible beneficiaries has increased by

around 2500, to 316,320 in total.

Trust chairman William Cairns said the trustees were pleased
to increase the dividend by $5 to $335, and knew the payment
made a difference in many households.

Based on the average Auckland power bill of $1940 last year,
the payout is a rebate of roughly 17 per cent.

Payments are made by direct credit, a cheque written in the
name of the person on the electricity bill, or by crediting the
customer’s electricity account.

The trust was formed in 1993, and has paid more than $1.1
billion worth of dividends over the past 20 years.

Cairns said Vector was now worth roughly $2b, and was “an
asset that all of Auckland can be proud of”.



Sun shines on Vector roll-out

www.stuff.co.nz, By Rob Stock, 9 February 2014

Vector is building power stations all over Auckland - they’re tiny ones
on people’s roofs in a scheme proving popular with homeowners.

They are a new generation of mini-solar power plants complete
with batteries. The sun-generated electricity can be stored during
the day when homeowners are out at work and then used when
they return in the evening.

That differs from solar hot water systems which were damned
late last year in officials’ reports as poor value because they have
no battery to store power.

Under the Vector deal, it retains ownership of the solar stations
that homeowners lease. The lines company is responsible for
maintenance and repair.

In less than a year, Vector has installed just over 250 of the Sun-
Genie mini-power stations on roofs across Auckland, including
one on the North Shore home of its chief executive Simon Mac-
kenzie. He was among the first to sign up because he wanted to
experience just how they work before they were rolled out.

They’ve proved so popular that there’s now a lengthy waiting list,
Mackenzie said.

The roofs have to be north-facing and not shaded to be suitable.

The homeowner pays $2000 installation costs for the 3 kilowatt
system, which includes a fridge-sized battery cabinet, and then a
$70 monthly lease payment. Installation takes just a few hours
and requires no council planning consent. It can go on either
steel rooves or tile, and its low-elevation barely changes the
profile of a building.

Most homeowners, including Mackenzie, don’t end up selling power
back to a retailer though some providers like Contact Energy and
Meridian are in the market to buy any that is unwanted. Typically,
homeowners use up what is generated to power their lifestyles.

Over the year, half of the power required by an average Auck-
land home can be provided by the solar stations.

One early adopter was Reece Warren, because he wanted to
reduce his carbon footprint. He sells his spare power to Contact
Energy, and is about to receive his first cheque for around $170.

Warren says he’s a low power user but the solar system has
slashed his bills, so that in many of the months since installation,
his only power cost has been the $70 lease fee to Vector.

“It’s fantastic,” he said. “I could not be a bigger advocate for
this system.”

Vector estimates average homeowners save around $350 a year
on power costs, although savings dip in winter.

During our interview Mackenzie whips out his smartphone and
calls up the app which monitors his savings and the current state
of his home generation. Given the blazing sun and blue sky outside
the battery is rapidly filling and already 87 per cent charged.

The $350-a-year estimated savings may seem small change for a
chief executive, but Mackenzie takes a wide approach to cutting
his power bills. He’s also converted his house to low-power, low-
burn-out LED light bulbs.

And Vector’s research shows power costs are such a drag on
household budgets that 80 per cent of homeowners are actively
engaged in one or more of the “three switching behaviours” to
save money.

Those behaviours include; switching power provider, switching off
appliances, or switching the way they generate their power.

Some may be wary about solar following Government reports
last year which revealed many of the solar hot water heating sys-
tems people paid to install are effectively white elephants which
lack smart control and monitoring systems, and which will either
never produce net savings for owners or only just break even.

But with the installation cost of the Vector scheme being lower
than the solar water heating systems, the company paying for
maintenance, and the smart monitoring technology (Vector also
monitors performance remotely), some of the big disincentives
for solar are effectively removed.

Just how big can the scheme get?

Mackenzie expects the current 250 installations over the past ten
months to grow substantially with much of that coming from the
30,000 or so new homes due to be built in Auckland each year.

Home redevelopments, such as the one being done by Remuera
homeowner Darrell Sveistrup, will also drive uptake.

He’s having a SunGenie installed and hopes to generate power
surplus to what he needs.

As well as potentially earning extra income, he will be protected
from power cuts or loss of power in a natural disaster.

Vector expects take-up to follow the traditional hump-back curve
technology adoption usually follows - slow at the start by early
adopters and then ramping up as the technology becomes more
widely known.

“The economics of putting this technology in versus the retail
price is pretty close,” Mackenzie said. “In the next 18 months to
two years, that will quite likely cross over.”

It probably won't be just the savings on offer which will sway
people to opt for the scheme.

Having a new toy to play with as well as the bragging rights that
come with reducing your carbon footprint are both influencing
take-up, Mackenzie says.

And it’s not just homeowners installing the new generation of so-
lar. Businesses like EcoStore and Hubbards have adopted solar too.



Vector cleared to buy Meridian’s Arc metering business

www.nbr.co.nz, By Paul McBeth, 26 November 2014

Vector [NZX: VCT], the Auckland electricity and telecommunica-
tions lines company, has been cleared to buy Meridian Energy’s
[NZX:MELCA] Arc Innovations metering business.

The Commerce Commission yesterday gave the green light to
the acquisition, which gives Vector advanced electricity meters
and related metering services to energy retailers, it said in a
statement. Arc missed out on winning any contracts with the
major retailers, who have either concluded or are in the process
of wrapping up long-term supply contracts, with Vector and
MightyRiverPower subsidiary Metrix the successful bidders.

“We consider that if the acquisition proceeds, as the next bidding
round, Vector and Metrix are unlikely to have any significant
competitive advantage over other parties willing to bid,” com-
mission chair Mark Berry said. “This is because the commission
expects that there will be changes in meter technology in the
meantime, which may induce other parties to submit bids when
the current contracts expire.”

Vector will take over 135,000 customer connections, mainly in
Canterbury and Hawkes Bay as well as Meridian’s contracts to
provide smart metering services to all major retailers.

Shares of Vector rose 1.8 percent to $2.85 yesterday, and have
gained 11 percent this year.

Meridian said the exit means it can “focus on its core strategy
of improving customer experience as a nationwide retailer of
electricity.”

The company’s installment receipts were unchanged at $1.69
yesterday, and have climbed 66 percent this year.
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