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Dear Catherine,

We are pleased to provideour report which considers the performance of MainPower New Zealand Limited (MainPower)
and VirCom Energy Management Services Limited (VirCom), and areview of the ownership options in respect of
MainPower.

This report is provided in accordance with the terms of our engagement letter dated 17 October 2017 and is subject to the
restrictions set out in Appendix A. This report supersedes any previousdrafts.

Our key findings are contained in the Executive Summary of the report.

Yours sincerely,

e e

Craig Rice Lynne Taylor

Partner Executive Director
craig.rice@nz.pwc.com lynne.taylor@nz.pwc.com
09 355 8641 09 3558573
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I )
Introduction

This report has been prepared forthe MainPower Tr ustteT¢ @ st 60) t
support the Trustds reviewewZealand s ow
Li mi tMadPofeic) and any ot her sNamPoivdri c an
Trust 6s 100 % dMhirPovehistheadrlyrsignificant asset at this
time, with other investments represe
total investment portfolio.

he Tr

Consistent with Clause 6.2 of the Trust Deed, the review report must
include:

a) an analysis of the performance of and outlook for MainPower and any
other significant Trust investments

b) asummary of the advantages and disadvantages to the beneficiaries of
Trust ownership of Ma i n P o shares@rsl other significant
investments as compared to a distribution of those assets (or their
value).

This report has been structured into three parts:

1. Review of the MainPower Groupbs per year !

2. Review of MainPower and VirCom Energy Management Services
Li mi t\idrd G dindividual performance over the same period,
including benchmarking performance with comparable companies.

3. Analysis of ownership options available to the Trust and its
beneficiaries, including the current Trust ownership structure.

A summary of our findings is included in the Executive Summary, overleaf.

In conducting this review, PwC has relied on financial information supplied
by MainPower, published information disclosure documents for electricity
distribution businesses including MainPower, PwC databases and
interviews with members of the MainPower Trust, MainPower board and
MainPower senior management team.
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Executive summary

Company overview

MainPower owns and operates the electricity distribution network
which provides electricity services in the North Canterbury and
Kaikoura regions.

In addition, MainPower owns VirCom, which provides qualified and
registered field services capability throughout New Zealand.

MainPower Group performance

A

A

A

TheGr oupds operating revenue incrg

with revenue from both MainPower and VirCom increasing.

The Group distributed $53m of rebates to consumers over the FY12
to FY17 period while responding to the impacts of the major
earthquakes experienced within the region during this period.

Ma i n P o Rangiddasoffices moved to new premises in June
2014, and the Group has invested further in the Mt Cass wind farm
development.

In FY17,MainPower increased its ownership of VirCom from 77.4%
to 100% following the buy-out of the minority shareholder.

MainPower

A

MainPower has undertaken a number of projects to expand
network capacity, strengthen security of supply and improve the
resilience and reliability of the network.

Line charge revenue has increased over the review period, resulting
in an increase in EBITDA of $6m over the period.

MainPower increased its rebate to over $9m in FY17, after
absorbing T r a n s p @neeincfease in the year.

MainPower Trusti Ownership Review i Full Report
PwC

VirCom

A Vi r C dimadcil performance has improved with gross margin
increasing.

A Revenuehas increased since FY12 as a result of increased smart
meter volumes and a price renegotiation in FY15

February 2018
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Executive summary (continued)

Comparative performance Options assessment
Benchmarked against a peer group oflike EDBs (Alpine Energy, EA This report evaluates the advantages and disadvantages of the
Networks, Eastland Network, Horizon Energy Distribution, following Trust ownership options, representative of the options
Marlborough Lines, Network Tasman and Top Energy) and industry available to the Trust:

averages,Ma i n P o electrigityslines business has performed well 0 .
during the FY13-FY17 period. A 100% Trust ownership

o 0 0
Network opexis in line with its peer group first quartile, and below the A distribution or sale of 24.9% or 49.9% ofshares
industry average. Non-network opex has increased since 2013 andis A distribution of 100% of shares

now similar to the peer group third quartile and industry average. A sale of 100% of shares

A Total opex per connection has remained relatively flat over the
review period and although it exceeds the peer group third quartile,
it remains below the industry average.

Options were evaluated against the following criteria. The criteria
reflects Ma i n P o woepafysobjectives and wider sector
opportunities and challenges and is appropriate because it captures

A Network capex was above the peer group and industry averages both the value of Trust ownership for current beneficiaries and T to

between 2013 and 2016, and reduced to below the averages in 2017. the extent possible - future beneficiaries. That is, the criteria

This investment has provided MainPower with a network which is evaluates both the immediate merits of Trust ownership and the

wel | pl aced to meet its cust ome mediumoagetans orihtergenetatioral mMeodts. 8leergedcbidas f ut ur e
A Power outages occur less often and restoration times are shorter on follows:

Ma i n P o network relative to the other networks in the peer A operate as a successful business providing a safe, secure and

group. financially sustainable electricity supply to the North Canterbury

A The regulatory ROI was in line with the peer group third quartile and Kaikoura region

and above the industry average from 2013 to 2016. A reduction in A ability to respond to the challenges and opportunities arising
RY17 reflected the decision to absorbT r a n s p onwreased s from the evolution of the electricity sector.
charges in the year.

A Average unit prices (before rebates) are similar to the peer group
and industry average. After rebates they fall between the first
quartile and peer group and industry averages.

MainPower Trusti Ownership Review i Full Report February 2018
PwC 8
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Executive summary (continued)

The sector is facing unprecedented change

This report discusses the challenges and opportunities facing the
sector. For instance, new technologies such as more energy efficient
appliances, solar, batteries and electric vehicles are impacting the
nature of consumer demand. New business models are enabling a
local market place where sector participants are able to more directly
engage with customers, for example through peer to peer energy
lending. Distribution networks are likely to act as the local market
place for these activities, and will need to provide for more complex
two-way electrical loads. On the other hand, new business models are
also generating competition from alternative service providers.

This has prompted consideration of the role of electricity distributors
and other industry participants (for example: retailers) or new
entrants, in delivering more customer centric energy solutions. Some
advocates have suggested that distributors should be precluded from
directly entering these contestable markets, given their monopoly
status. To date policy makers and regulators have not endorsed this
view.

Government policy, regulation and legislation is also impacting the
sector. The new Government has announced a retail electricity pricing
review. While the terms of reference for this review have yet to be
established, it is expected that the review will examine all components
of retail prices, including distribution charges, and by inference the
underlying costs of supply and effectiveness of the distribution sector.
The Commerce Commission has also recently formalised its forward
work programme for electricity distribution regulation, which includes
particular focus on the asset management and investment practices of
the sector.

MainPower Trusti Ownership Review i Full Report
PwC

This month the Electricity Authority committed to a review which
considers whether parties wanting to use electricity networks are
treated equally and can compete
of confidence in existing open

The Government is also facing pressure from bodies such as the
International Energy Agency to consider changes aimed at increasing
the effectiveness of the distribution sector such scale economies,
extending economic regulation to include exempt trusts, and
introducing regulatory incentives for distributor led innovation.

Despite the uncertainty, there are real opportunities for distributors to
leverage the relationships they have with their customers, and to
maintain and grow value by embracing the opportunities created
through innovation and new technology. Actions taken or underway
by MainPower demonstrate it is looking to actively embrace these
opportunities.

February 2018
9

or



Executive summary (continued)

Summary of options assessment
Operate as a successful business

With 100% Trust ownership , MainPower has demonstrated
sustained growth in revenue, continued customer confidence and an
ongoing focus on community needs and health and safety. It has
undertaken a substantial programme of network investment funded
through external borrowing, and responded to both the Christchurch
and North Canterbury/ Kaikoura earthquakes, as well as a series of
other natural events.

These examples indicate that
MainPower has been able to operate as a successful business for the
benefit of the North Canterbury/ Kaikoura community.

These outcomes are dependent on strong leadership and direction to
encourage performance excellence within the 100% Trust model.
While other ownership options may provide more direct incentives for
efficiency and innovation, these can also be achieved under the Trust
model through collaboration. This may include opportunities to seek
scale economies and to access specialist expertise outside the local
business footprint.

Retaining 100% control with the Trust is also a simple model, with
minimal administrative costs, which also enables the Company to
avoid heavy-handed price-quality regulation.

With partial or full distribution or partial sale oft he Trus
shares, it is possible thatMainPower will be encouraged to focus on
short-term shareholder returns, potentially at the cost of long -term
shareholder value and non-financial measures such as reliability of
supply, customer services, health and safety and community
contribution. This could reduce the benefit of both current and future
qualifying customers and the broader community.

MainPower Trusti Ownership Review i Full Report
PwC

This could be expected to drive both efficiency and innovation into the
Companybés operations in order to

However partial distribution or sale or full distribution of the shares
raises questions about inter-generational equity, as current qualifying
customers would benefit at the expense of future generations of
customers. This model would also add administrative complexity and
cost, as ownership becomes more dispersed. However, the
establishment of the MainPower Foundation would ensure some of

u n a et 1Pk e TREEL g yRPOn logglegmuny,

It would also bring additional regulatory oversight as the Trust would
lose its exempt status under Part 4 of the Commerce Act. The
introduction of price -quality regulation would however provide some
protection for consumers, as the Commerce Commission would be
responsible for regulating the maximum revenues of MainPower and
the quality standards it would be required to meet.

In the event that shares areacquired by an interested party ultimately
gaining majority control, new capability may be generated to assist the
Company to deliver operating excellence. MainPower will also have
the ability to raise additional capital through the sale of shares. Both
factors may drive heightened business performance relative to 100%
Trust ownership.

%n lc;)h%event of asale of 100% of shares , t he Trust 0s
crystallise the existing value of MainPower, but this raises
intergenerational equity issues. The establishment of the MainPower
Foundation and increased regulatory oversight would provide some
ongoing benefit and protection for the community.

February 2018
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I : :
Executive summary (continued)

Ability to respond

With 100% Trust ownership , MainPower has adopted a longterm However, partial distribution or sale or full distribution which in turn

focus as appropriate for a large community utility. While investment leads to an interested party gaining majority control may generate new
required to facilitate business change is limited by Ma i n P o we r 6 sapability and/or capital sources which help MainPower innovate and
borrowing ability and the Tr ust 6 sresponcktktheghapgestinthe sectorvelativento 10@P0 Taustiownership  t o

capital through equity), the CompgayiReS oot Safebibhares | optidd, thib dhiclivk is Rolofidéd @ mme

relevant as the Trust has no direct interest in the sector.

of network investment funded through borrowing indicates that this
may not be as restrictive as in other instances.

However, as noted above, strong direction is required from the Trust
to assist the Company to establish its strategic objectives and respond
to the challenges and opportunities of industry change. A business as
usual approach is likely to become increasingly risky as the electricity
industry accommodates the impacts of new technologies, evolving
regulatory settings and more widespread and active participation in
the sector.

The Trust may also consider partnering with or investing in new
ventures in order to access new capability, introduce innovation into
the business, and expand beyond traditional services. For example,
Ma i n P o imi#al iflvestment in Vircom was via a joint venture
arrangement. These options can be achieved while retaining 100%
Trust ownership of the core business.

With partial distribution or sale or full distribution of the

T r u shai@simplementing change may be harder given the
difficulty achieving consensus across a broader shareholder base.
There is also the possibility that short-term returns are prioritised
over the business evolution required to drive long-term sustainability
and growth.

MainPower Trusti Ownership Review i Full Report February 2018
PwC 11



Executive summary (continued)

Conclusion

MainPower has demonstrated sound performance through utilisation
of the trust model. Notable achievements over the period evaluated
include:

A anincrease in operating revenue from $25.9m to $85.5m in FY17,
representing a compound growth rate of 7% p.a.

A anincrease in equity from $191.5m to $221.4m in FY17
A $53min rebates to consumers

A reliability of supply and restoration times which outperform other
networks in the MainPower peer group

A a gearing ratio of 13% (low for an infrastructure company).

The Company can be expected to continueto perform well by the
Trust:

A setting clear direction for the Company

A encouraging the Company to seek opportunities for operational
excellence, including access to economies of scale through
collaboration

A establishing a culture of innovation

A encouraging the Company to seek out new business ventures which
maximise the opportunities, and hence value, which are expected
to arise as the industry embraces new technology.

Given current performance and the current absence of significant
drivers for change (such as new investment opportunities unable to be
financed from borrowing or an erosion of core business prospects), we
consider that the Trust ownership model represents value for

MainPower Trusti Ownership Review i Full Report
PwC

beneficiaries (both present and future) and should, therefore, be

continued.
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MainPower  Group
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I :
Group overview
MainPower Group consists of MainPower New Zealand Limited and VirCom Energy
Management Services Limited

MainPower New Zealand Limited (MainPower)

MainPower owns and operates the electricity distribution network i
which services the North Canterbury and Kaikoura regions located in Maln Power

the upper South Island. Trust
Mai nPower 6s nl,i180equakekilenetees, supplies over

37,000 connections and covers apopulation base of approximately

65,000. 100%

MainPower owns the 0.9 MW Cleardale hydro power station, located

at Rakaia Gorge. Cleardale was developed in 2010 and generates 4

GWh of electricity a year. MainPower also holds resource consents / \
(valid until 2019) for the Mt Cass Wind Farm in North Canterbury Mainpower Group

near Waipara.

MainPower has $294m of property, plant and equipment (as at 31
March 2017) and earned $53m in line charge revenue in FY17. MainPower New

VirCom Energy Management Services Limited (VirCom) Zealand Limited

VirCom is a wholly owned subsidiary of MainPower, that provides
qualified and registered field services capability throughout New

Zealand. 100%

VirComds key ser vi solrsbatieny and elattdcalmet er i ng
installation and maintenance services.

VirCom Energy
VirCom usesa combination of permanent technicians and M t
subcontractors, which are supported by in-house developedtraining, anagemen

systemsand auditing programs. Services Limited /

MainPower Trusti Ownership Review i Full Report February 2018
PwC 14



Business contribution to the Group
MainPower contributed 94% of Group EBITDA in FY17 and holds 98% of Group assets

MainPower is the larger of the two businesses based on financial The contrast between the contribution of each business to revenue and
measures (revenue, expenditure, assetstc), and managing the EBITDA reflects the difference in the underlying business models of
electricity distribution networ k MagPowaiand\@E@upods core business.
Observations MainPower is an infrastructure business with a large asset base that

recovers its costs overtime, whereas VirCom is acontracting business

A VirCom contributed 27% of Group revenue and 6% ofGroup that earns a margin on each contract

EBITDA in 2017.
ansequently,VirComﬁs share of total reven

®hhn its share of total EBITDA.
AVvirComoés revenue and EBITDA contybd Bl fbrfdtion Brastntell Defo B s duesrépbrefoy

the start osfoﬁhe frg\gle%%er'og 2 J/n 2f012’ VirCom contributed 24% of each business. The totalsdo not equal the total Group values as
revenue, 57 o and 2% of assets. intercompany eliminations are not included .

A Mai nPower 6s as s e tGsoupmassetein 2047. 9 8 %

2017 Revenue 2017 EBITDA 2017 Assets
2%
6%
27%
94%
O MainPower O MainPower 98% O MainPower
VirCom VirCom VirCom
Source: MainPower Source: MainPower Source: MainPower
MainPower Trusti Ownership Review i Full Report February 2018
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Financial performance I Group

Over the review period, the Group has demonstrated sustained growth in revenue while

EBITDA has fluctuated

This section focuses on the performance of the MainPower Group for ~ Following recent growth in the irrigation sector, irrigation electricity

the period from FY12-FY17.

consumpti on
consumlgjtion (18% in FY16). Volumetric charging exposesMainPower

makes

up

|l arge

The fGr ?JuhpMo 'SP ope cri\;a é ng revenue I NnC\afh r‘?s% w8athér E:onc}itigng anfl (ﬁjé&dmgr\ﬂemﬁrfd,rw'hi@nd '
revenue from both MainPower and VirCom increasing. i mpacts the Groupds revenue and
VirComés revenue and EBI TDA c ont rrevenyewaslowerindY12 and FYG# doaittpwer irgatioreuse e d
between FY12 and FY17 resulting from increased smart meter following wetter summers.

installations.

P 31 March 31 March 31 March 31 March 31 March 31 March
Observations $ 000 2012 2013 2014 2015 2016 2017
A Over the review period, operating revenue Operating revenue 59,573 73,651 79,514 84,750 91,218 85,522

; ; Operating expenses (37,199) (43,146) (50,654) (54 ,627) (57.797) (55.917)
mcreased_ $25.9m to $85.5m in FY17, EBITDA 22,374 30,505 28,860 30,123 33,421 29,605
representing a compound growth rate of Margin % 28% 21% 26% 26% 379% 359%
7% p.a. Depreciation (10,623) (10,525) (10,805) (11.434) {11,800) {12.201)
. EBIT 11,751 19,980 18,055 18,689 21,531 16,404
A Since 2013,EBITDA has been between Margin % 20% 2794 2994 2004 24 19%
$29m and $33m. Interest costs ) @11 (241) (3.179) (3,420) (1,288)
. . NPBT 11,747 19,703 17,714 15,510 18,111 15,116
A Depreciation and_lnterest_costs have bothA Margin % 0% 7% 599% 18% 0% 16%
increased, reflectingMa i n Power 6s ... (7.579) (8.251) (8,447) (9.257) (9.827) (9,206)
investment in reinforcing the network Tax (1.488) (3.111) (1,891) (1,899) (2,304) (1,788)
which was partially debt funded. NPAT 2,680 8,341 7,376 4,354 5,980 4,122
Margin % 4% 11% 9% 5% 7% 5%
Source: MainPower's annual reports
MainPower Trusti Ownership Review i Full Report February 2018
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Financial position I Group
The Groupbs equity increased $30m over the
rebates to consumers

The Groupods financial position haFsi Xienfipraosvseedt,s eanldsion gi nchree arseevdi erwe fpleeércitoi

with positive working capital, increased assets and $221m of equity. electricity network to support growth and reinforce the network . This
. - ) . _ investment was partially funded by debt.
Ma i n P o Rangiabasoffices moved to new premises in June 2014

and during the review period the Group invested further in the Mt
Cass wind farm development.

During the review period, the Group shifted from using overdraft
facilities (shown in the table below as a negativecash balance) toterm

loans.

The Groupdbs balance NaeerPomdarm&® |l y r e
sheet as VirCom holds minimal assets

H 31 March 31 March 31 March 31 March 31 March 31 March
Observations $ 000 2012 2013 2014 2015 2016 2017
A Total assetsincreased from $245.1min Curent assets 4172 326 22 271 18,213 17,707 16,090

FY12 t0$310.9m in FY17. 83% of the Property, plant & equipment 235 471 244,805 259,948 274,375 286,477 290,139
. in total tsis d toi Other non-current assets 5,425 9,011 11,435 10,543 7,685 4,680
increase In tofal assets 1S due 1o Increases Total assets 245,068 254,142 293,654 303,131 311,869 310,918
in property, plant and equipment reflecting Current liabilities 8,670 9,078 12,646 12,457 9.106 8.406
Mai nPower O0s i nvest me n MNoncurentliabilties 44 848 45173 72,951 78,263 84,485 81,113
; Total liabilities 53,518 54,251 85,597 90,720 93,591 89,519
network over the last six years. Net assets 191,550 199,891 208,057 212,411 218,278 221,400
A Group net debt |_ncreasedfr0m $4.2min Total equity 191,550 199,891 208,057 212,411 218,278 221,400
FY12 to $35.7min FY16. Group net debt T ‘
Source: MainPower's annual reports
was $34.0m at the end of FY17.
A The Gr ou pidceasedqtiai t y
compound growth rate of 3% p.a. overthe
review period. We note this is after
providing $53m in rebates to consumers.
MainPower Trusti Ownership Review i Full Report February 2018
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Net debt T Group

The Groupbs gearing ratio is | ow relative t
Commerce Commi ssionbés efficient | everage be

The adjacent chart shows the Gr oup Cashflowand debt bridge
start of FY12 to the end of FY17. Since the start of FY12, the 200
Group has used more cash than it generated. = T " g

. . . . 150

Cashwas primarily used to fund rebates and capital expenditure I
which make up 24% and 66% of cash outflows (excluding
operating expenses) respectively.

100

50

Nominal ($m)

Accordingly Group net debt has increased by $29.4m since the

start of FY12. This largely reflects investmentinMai nPower 6s )
relocation and new head office building, network reinforcement .
and connections to support growth. In addition, MainPower (50)

increased expenditure following the Canterbury earthquakes to F & F S P& LS
replace damaged assets irKaiapoi and connect replacement o
housing developments. MainPower was also impacted by the g}“’ < <
November 2016 Kaikoura earthquake.

As these costs are recovered over time from customers who use Source: PwC analysis

the network, it is appropriate to fund the initial investment Group net debt and gearing
through some external borrowing. 40 20%

As a result, the Groupb6s gearing r us
equity) has increased to 13%. 30 15%

Overall, the iSowgiventhatitig giemarily ang
infrastructure company. The Commerce Commission uses42%
as its efficient benchmark for the gearing ration of EDBs.

10%

Nominal ($m)
]

10 5%

FY12 FY13 FY14 FY15 FY16 FY17
et debt (LHS) Gearing (RHS)
Source:PwC analysis
MainPower Trusti Ownership Review i Full Report February 2018
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Performance against SCI targets

The Group achieved fewer than half of its SCI targets during the review period

Ma i n P o Gtatem@rg of Corporate Intent (SCI) FY12 Fv13 FY14 FY15 Fv16 Fvi7
outlines the Gr o u ginds $or the following year. The Group
adja}cenj[ table showshow MainPOV\{er has .performed Fnancial Performance
against its SCI targets over the review period. Operating revenue ($m) /) ® [5) ) ® ®
. . Profit bef d reb

Over the FY12FY17 period, the Group achieved one rofitbefore laxand rebates ($m) ® ® ® ® - ®

. . . . . Rebates ($m) @ @ @
third of its targets as illustrated below. This is partially _

i Profit before tax as a percentage of net assets (%) [ ] (] [ ] [ ] [ ] [ ]
due to below budgeted performance in FY12 and FY17 o
.. . ther
as well aswork related injuries and lost days. Number of work related injuries resulting in losttime [ ] [ ] [ ] [ ] [ ] [ ]
We note that the Company experienced unprecedented Total number of lost days as a result of work related accidents [ ] [ ] [ ] [ ] [ ] [ ]
activity within the region during the review period. This
combined with the impact of seasonal variances such as ~ -ines Business
warm/cold winters and dry/wet summers impact on Quality of supply
Ma i n P o electridityssales and hence revenues which ~ SAD!: System Average Interruption Duration Index ® o) L] L4 ) )
are largely recovered through variable charges. SAIF1 - System Average Interruption Frequency Index ® L) L) o ® ®
. . . Network statistics
In addltllon, network-rellablhty performance (SAIDI and Total line senice customers (ICPs) ® ® ® @ @
SAIFI) is adversely impacted by extreme events such as  Gigawatthours delivered to customers (Gwh) ) ) ) ® ®
the earthquakes and major wind or snow storms Total transformer capacity (MW) @ @ ® e ]
. . . P . . Circuit length lines (km

While MainPower has invested heavily in improving its reuitlength fines () o o o
work practices and establishing a strong health and Key: @ Exceeds target

safety culture, it has been unable to meet its target of nil
work related injuries or lost days during the review
period.

A more detailed analysis of the targets and performance
against them, and the current forecast targets is
included in Appendix B.

MainPower Trusti Ownership Review i Full Report
PwC

) Within 10% of Target
@ Does not meet target
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Section 4
MainPower New Zealand
Limited
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| . ) .
Overview 1 MainPower

MainPower has invested in the network to support growth and strengthen network

resilience

MainPower provides electricity network services in the North
Canterbury and Kaikoura regions. The network is predominantly

rural without a major urban centre. However, Ma i n P o soathefns
network is becoming more urbanised as a result of population
migration to Rangiora and Kaiapoi following the Canterbury
earthquakes.

Ma i n P o networ& lsas grown over the review period with increased
connections (8%), capacity (22%) and asset values (29%).

Ma i n P o wustontersmix has also changed over the review period
with irrigation consuming 14% of all electricity in FY17 (18% in FY16).

To meet these challengesMainPower has undertaken a number of
projects to reinforce the network. The most significant of these is the
$23m Waimakiriri West project, which is an upgrade project to
expand network capacity, strengthen security of supply and improve
the resilience and reliability of the network.

Other projects include:

A Ma i n P o Rangiodaffices and contracting yard moved to new
premises in June 2014

A the Ashley GXP, load plant and feeder cabling work

A further investment in the Mt Cass wind farm development.

MainPower Trusti Ownership Review i Full Report
PwC

Connected customers

% of electricity consumed, FY17
43%

(41% FY16)

20%

(20% FY16)

Residential Large users

20% 14%

Non -residential Irrigation
users (19% FY16) (18% FY16)
Other 2%

(2% FY16)

Network growth
(FY12i FY17)

Connections 8%
(37,442 ICPs FY17)

22%

(540 MVA FY17)  length

RAB 29%

($254m FY17)

Consumption 10%
(595 GWh FY17)

Network 70/0
(4,987 km FY17)

Capacity

Source:Ma i n P o imfermdiien disclosures

FY17 connected customer percentages do not sum to 100% due to rounding.

February 2018
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Financial performance I MainPower

Mai nPower 060s revenue has l ncreased over t he
weather conditions and irrigation

Over the review period, MainPowerMasi nfPionenrclisalc opsetrsf ohranvaén cael shoasi ncr ease
improved with EBITDA increasing by $6m. This has allowed expenditure is outside MainPowerds c
MainPower to increase its rebate to over $9m in FY17. and some of it reflectsMa i n P o veeent 8hanges to its corporate

structure. This is aimed at the dellv?ﬂy of a more customer centric

Mai nPower 6s large irrigation cus tf@cﬂggdrorg%i@aﬁo‘?\ Ir(F1Y§7{?an9 ssuﬁ\ch%r@etsrndre%ée&ﬁZm

consumption in FY16) continues to present challenges. In particular, which was absorbed by the Company and not passed onto customers.
the combination of volumetric charging and unpredictable weather

conditions creates uncertainty for line revenue and cash flows. For
example, the $3.2m drop in line revenue in FY17 was primarily due to
a 24% drop in irrigation electricity use as the droughts receded.

: 31 March 31 March 31 March 31 March 31 March 31 March
Observations $ 000 2012 2013 2014 2015 2016 2017
A EBITDA was highest in FY16 ($31_3m)’ Operating revenue 45,061 56,533 56,136 61,901 66,156 62,531

flecti ¢ irriqai Operating expenditure (23,656) (27.428) (29,256) (33.317) (34,883) (35,078)
reflecting strong irrigation revenues. EBITDA 21,404 29,105 26,880 28,585 31,273 27,453
. N . Margin % 52% 59% 53% 51% 52% 48%
A MainPowerds rebate i ™"
: . . Depreciation (9,646) (10,135) (10,358) (10,814) (11,299) (12.,650)
n FYlZ_ to $9.2m in FY17, with the Ia_rgest EBIT 11,759 18,971 16,523 17,771 19,975 14,803
rebate in FY16 ($98m) Over the perlod, Margin % 29% 39% 33% 32% 339% 26%
MainPower has returned _$52.6m to Interest costs (204) (194) (101) (1.714) (3.222) (1,157)
customers (18% of total line charges and NPBT 11,556 18,777 16,422 16,057 16,753 13,646
24% of distribution charges). Margin % 26% 38% 32% 29% 28% 24%
Rebate (7.579) (8,251) (8,447) (9,257) (9,827) (9,206)
Tax (1,413) (2,868) (1,513) (2,061) (1,897) (1,254)
NPAT 2,562 7,658 6,462 4,739 5,029 3,186
Margin % 6% 16% 13% 8% 8% 6%
Source: MainPower
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Financial position I MainPower
The value ofMa i n P o fixedraésets and debt has increased reflecting network
investments

As discussed above, MainPowethas invested in network Al t hough Maebhlével has incdeased, it remainslow relative
reinforcement and connections to support growth. This is reflectedin ~ totheCommer ce Commi ssion6s efficient
the growth in MainPowero6s fixed aeeergity distribution husigessesx42¥n di t ure has been

partially funded through debt.

In June 2014, MainPower moved its Rangiora operations to a new
purpose built facility in the Southbrook Business Park. This was
partially funded through the sale of the Rangiora High Street and Keir
Street sites and insurance payouts.

Observations 31 March 31 March 31 March 31 March 31 March 31 March
$ 000 2012 2013 2014 2015 2016 2017
A Ma i n P o eqgeity ha@eased by 15% Curent assets 3,507 (2,308) 9,819 12,300 10,418 10,210
P Property, plant & equipment 235,903 249 564 276,629 283,355 292,861 293,643
betwe_en Fy12 andFYl?,_a_fte_rprowdlng Other non-current assets 5,636 6,136 4,926 5,426 5,926 5,976
$53m in rebates to beneficiaries. Total assets 245,047 253,392 291,374 301,081 309,205 309,829
. . . Current liabilities 7.293 7.428 10,278 9,843 8,895 7.950
A _The value ofMa i n P o fixedradsets Non-current liabilties 44,728 45,281 72,911 78,313 81,969 79,353
increased from $235.9m in FY12 to Total liabilities 52,022 52,709 83,188 88,156 90,864 87,303
$293.6m in FY17,representing a Net assets 193,025 200,683 208,186 212,925 218,341 222,527
0,
compound growth rate of 4%p.a. Total equity 193,025 200,683 208,186 212,925 218,341 222,527
A Net debt increased from $4.4m in FY12t0  Source: MainPower
$37.1m in FY16 before decreasing to
$34.6min FY17.
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I : . -
Benchmarking T Introduction

ICP/km ICP
Network Tasman 10.9 39,028
MainPower's relative performance has been evaluated in comparison Horizon Energy Distributon 99 24.913
to the data of EDBs, retreived from regulatory information disclosures Alpine Energy 7T T Tz T T TTT 32.829
and other sources of information . This benchmarking coversonly the 'Tgp'E'ngrgy' T TTTTTTTTTTTTTTTTTTTLg T T TN 31.365
regulated electricity lines business activities of MainPower. MainPower New Zealand 75~ 37,423
We have placedMainPower in a group with seven comparable network Marlborough Lines 7.4 25,133
businesses. Profits, price, expenditure levels and network reliability Eastland Network " Tea 77 25 407
have been considered in our performance evaluation. Key EA Networks T T T T T T T T e T T T 18.986
performance indicators are expanded upon in the following Median 76 28.386
Commentary ' Number of connections per km, 2017 Source: PwC analysis
It is important to note that electricity networks are complex and these 40
complexities cannot be fully represented by the information and %
indicators available through the data published in accordance with the %

25

information disclosure framework. Topography, climate, growth rates
(past and current), historical design practices and network
configuration are all factors which can significantly impact network
performance. This analysis therefore provides a high level indication
of performance that should be subject to further consideration and
investigation.

20

ICP per km

15

10

5

|
I
Electra I
Orion New Zealand I
Powerco NN
Waipa Networks I

Vector
Network Tasman

Electricity Invercargill I

Northpower I

Alpine Energy
Scanpower N

EA Networks
Westpower .

The Lines Company
Centralines

Top Energy
MainPower New Zealand /NN
The Power Company Il

WEL Networks

Aurora Energy I
Counties Power I
Unison Networks I

We have undertaken many exercises comparing the performance of
EDBs using disclosure data. It is our experience that when comparing
the performance of the EDBs in New Zealand, it is appropriate to
group networks for the purpose of assessing relative performance, on
the basis of the following indicators:

1 Electricity Lines
Nelson Electricity
Marlborough Lines
Buller Electricity NN
Network Waitaki
Eastland Network
OtagoNet Joint Venture HEll

Horizon Energy Distribution

Number of connections, 2017

600

5
=3
S]

A network density (indicated by the ratio of customer connections per
circuit kilometre)

ICP (000s)
IS
<]
3

A total size of the network (indicated by the total number of customer
connections served).

For the purpose of this report we have selected thepeer group for
MainPower set out in the top table opposite.

Vector
power
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. o =} S
3 3 3

Powerco EEEEG———

Orion New Zealand I
Wellington Electricity Lines IE——
Northpower Il
Electra Il

Top Energy
Waipa Networks H
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WEL Networks mmm
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Aurora Energy IS
Counties Power 1l
Alpine Energy

N
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Benchmarking T Operating expenditure

Although non -network operating expenditure per ICP has increased recently, total
operating expenditure per ICP remains below the peer group average

Asiillustrated in the adjacent figure, Ma i n P o wopexpér $CP hasincreased

since 2013 but was in line with the peer group first quartile until 2017 when it Total opex per ICP
moved closer to the peer group average.Ma i n P o opexndwsexceeds the 600
industry average opexon an ICP basis. The industry average is lower than the 500 /\/—
peer group which is expected giventhe economies of scale associated with the o 400
largest networks which influence the industry average. O 300
&
On a more disaggregated basisMa i n P o meework and non-network opex 200
show contrasting trends: 100
A Network opex, which includes planned and unplanned network 2013 2014 2015 2016 2017
. L L . . = \ainPower New Zealand == == |ndustry average
maintenance and fault response, isin line with its peer group first quartile, Peer group average Peer group first quartile
and below the industry average. Peer group third quartile . )
Source: PwC analysis
A Non-network opex which includes corporate and business support and asset
management planning and operations, hasincreased since 2013 and is now
similar to the peer group third quartile and industry average.
Network opex per ICP Non-network opex per ICP
400 400
300 300
o o
O 200 © 200
Z S ——————— -= - &
2013 2014 2015 2016 2017 2013 2014 2015 2016 2017
= MainPower New Zealand == == |ndustry average = MainPower New Zealand == = |ndustry average
Peer group average Peer group first quartile Peer group average Peer group first quartile
Peer group third quartile Peer group third quartile )
Source: PwC analysis Source: PwC analysis
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Benchmarking

Ma i

dur

nPower 060s

i ng the revi

reinforcing the network

Network capital expenditure includes growth capex (connections, system
growth and asset relocations) and renewal capex (replacement and reliability)

expenditure.

When compared to the peer group:

A Network capex was above the peer group and industry averages between

2013 and 2016, and reduced to below average in 2017.

A Growth capex has been similar to the peer group third quartile and above
the industry average whereas renewal capex has been well below the peer

group first quartile throughout the review period.

This investment has provided MainPower with a network which is well placed
to meet its customers?®o
reflects the opportunity to reassess investment priorities given this outcome.

Growth capex as a percentage of RAB

20%

15%

10%

Percent (%)

5%

2013 2014 2015 2016 2017

mmm \ainPower New Zealand
Peer group average
Peer group third quartile

== = |ndustry average
Peer group first quartile

Source: PwC analysis
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Network capex as a percentage of RAB

20%

15%

10%

Percent (%)

5%

2013 2014
= |\ainPower New Zealand

Peer group average
Peer group third quartile

the foreseeabl e fu

Renewal capex as a percentage of RAB
20%

15%

10%

Percent (%)

2015 2016 2017
== == |ndustry average
Peer group first quartile

Source: PwC analvsis

tur e. The

5% ’4\_—__

M =

2013 2014
= \ainPower New Zealand
Peer group average
Peer group third quartile

- [ .

2015 2016 2017
== = |ndustry average

Peer group first quartile

Source: PwC analysis
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l : . T
Benchmarking T Reliability
SAIDI and SAIFI are similar to the peer group first quartile, and SAIFI is below the
industry average

The figures below showMa i n P o woenpafalle reliability performance,
Normalised SAIDI

using the industry standard SAIDI and SAIFI measures. 500
SAIDI (System Average Interruption Duration Index ): measures 400
the average duration, in minutes, of power outages on the network. 2 200
. E —_—
SAIFI (System Average Interruption Frequency Index ): = 200
measures the average frequency of power outages on the network. = 100 = —=
This data is normalised for the impact of extreme events, which assists
with comparisons between EDBs, and over time. _201’3 o §014Z and 2015 | d20t16 2017
ainPower New Zealan «= = Inaustry average

Peer group average Peer group first quartile

When compared to the peergroup: Peor group third quartle

A Normalised SAIDI has been similar to the first quartile of the peer
group and the industry averageover the review period.

Source: PwC analysis

A Normalised SAIFI is also similar to the peer group first quartile and is
below the industry average.

A Both SAIDI and SAIFI were higher in 2014 due to outages caused by ,
Normalised SAIFI

the significant September 2013 windstorm. High winds caused trees 4

to make contact with power lines causing widespread outages across
the North Canterbury region.

w

This data suggests thatoutages occur less often and restorationtimes are
shorteron Mai nPower 6s network relative t
peer group, delivering better customer service overall.

SAIFI (interruptions)
= N

2013 2014 2015 2016 2017
= |\ainPower New Zealand == == |ndustry average

Peer group average Peer group first quartile

Peer group third quartile

Source: PwC analysis
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lBenchmarking I Profitability

Pre rebate,Ma i n P o wefitaldlisy was similar to the peer group third quartile between
2013 and 2016

The most common indicator of profit within the electricity network sector

is return on investment (ROI). The  ROI-Comparable tovanilla WACC WA C
measure is used by the Commerce Commission when setting regulated 10%
price caps. = 8%
A Ma i n P o R@Iwasén line with the peer group third quartile and % 6%
above the industry average from 2013 to 2016. During this period, g 4%
Mai nPower 6s ROl averaged 7. 4%. %
A The regulatory benchmark for the FY13 to FY15 period was 8.7% and 2013 2014 2015 2016 2017
for the FY16 to FY20 period is 7.2%. = \|ainPower New Zealand = == |ndustry average
) Peer group average Peer group first quartile
Aln 2017, MainPowerdés ROl decreased Peer group third quartile e
charge revenue and the increase in transmission costs which was not Source: PwC analvsis

passed on to consumers.

The industry average results are typically lower than the regulatory
benchmark, as some networks choose to price below the regulatory
target, particularly those which are exempt from price -quality regulation

due to their 100% consumer ownership models. , ,
Adjusted ROI - Comparable to vanilla WACC

Our adjusted ROI measure deducts discretionary discounts and rebates, 10%
and adjusts for the tax effect of these On this measure, the industry 8%
average adjusted ROI is6.3%in 2017. > 6% _ -
< - -
Ma i n P o adgustadl ROl (3.0% in 2017) is similar to the peer group S 4% - = -
first qguartil e. This reflects MainP1r_‘{’2% m in
(17.2% of total line charge revenue). .
2013 2014 2015 2016 2017
= \ainPower New Zealand == = |ndustry average
Peer group average Peer group first quartile
Peer group third quartile
Source: PwC analysis
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Benchmarking T Prices

After rebate, Ma i n P o digribuiian prices are below the industry and peer group

averages

Average unit revenues area useful benchmark for comparing electricity

network prices. However, this does not fully represent the different ways Total FLTCES
in which networks collect their revenue (egthrough different 1
combinations of fixed, capacity and volume charges) orthe underlying <10
demand characteristics of a networko: 2 g
. L . 2 6
A Mai nPower dunitpace ¢befargrebates) for electricity § A
network services has beensimilar to the peer group and industry )
averagessince 2013.
. . . . . . 2013 2014 2015 2016 2017
Note that this price information reflects the prices that MainPower s \MainPower New Zealand == = Industry average
charges, via retailers, for its services, not the full cost of electricity gzgg:gﬂg f‘r:’ireﬁgueamle Peer group first quartile
charged to consumers. Source: PWC analysis
Mai nPower 6s distribution prices, after accounting for its rebates,

the component of electricity prices

A Mai nPowe r ddistributioe priceg after rebates has been below
the peer group and industry averagessince 2013, but above the peer
group first quartile.

A The comparable data also excludes discounts and rebates paid by
other trust owned electricity distribution businesses.

MainPower Trusti Ownership Review i Full Report
PwC

t hat

results from Mai nPower 6s

Distribution prices after discretionary discounts & rebates

14
12

cents/KWh
[
o

N~ O

2013 2014 2015 2016 2017
= \ainPower New Zealand == = = Industry average

Peer group average Peer group first quartile
Peer group third quartile Source: PwC analysis
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Section 5
Ownership options
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Introduction

This section evaluates continued Trust ownership of MainPower shares relative to

alternatives

Overview

This section evaluates the advantages andlisadvantages to
beneficiaries of continued Trust ownership of MainPower shares,
relative to the distribution of these shares. This evaluation is required
under Clause6 of the MainPower Trust Deed. The approach to the
evaluation is as follows:

A present the ownership options

Aspecify considerations in e

options, namely:

key

(1) company objectives
(2) sector opportunities and challenges.

A develop evaluation criteria to assess ownership options, drawing on
insights from (1) and (2)

A evaluate ownership options using evaluation criteria
A make recommendation on the appropriate ownership option.

Each of the above stepsis considered through the remainder of this

section.
Ownership  options

Ownership options available to the Trust range from continued 100%
Trust ownership through to full distribution of shares.

This report examines the following options, which comprise the range
of alternatives available to MainPower:

A 100% Trust ownership

glainPower Trusti Ownership Review i Full Report
wC

A distribution or sale of 24.9% or 49.9% of shares
A distribution of 100% of shares
A sale of 100% of shares.

These options are described further below.

Option

Description

100% Trust

y ownership of

shares(status
quo)

Sale or
distribution of
24.9% or
49.9% of
shares

Distribution of
100% of shares

Sale of 100%of
shares

Trust ownership is common practice with over 70% of
EDBs in New Zealand operating under it to some degree.

Distribution or sale of 24.9% allows the Trust to retain
control over Ma i n P o woastitdtisn, and distribution or
sale of 49.9% allows the Trust to retain outright control.

Where a 100% share distribution occurs, shares are
typically sold within a short period, making it possible for
an interested party to gain majority control.

A sale of 100% of shares would enable the Trust to test the
market for interest in the Company and pass the proceeds
to beneficiaries.

February 2018
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I . .
Key considerations
Company objectives focus on operating successfully & embracing future opportunities

In assessing the advantages and disadvantages of retaining 100% Trust ownership relative to alternative options, we have coridered

Mai nPower 6s o0obj ect iS@land agreedsiith she Trusto The SCGI covets the activities of MainPower and its subsidiaries. The
most recent SCI covers the financial year commencing 1 April2017 and the two succeeding financial years. The figure below summarises the key
objectives from the SCI.

1. Principal objective

=0 @ ___=

MainPower will provide a safe, secure,reliable and financially sustainable Partnering in oufuureust omersoé energly
electricity supply to the North Canterbury and Kaikoura region . In
keeping with broader objectives outlined in the statement of expectations
from the MainPower Trust, and recognising the role of the regulator,
MainPower will operate as a successful business iraccordancewith the
requirements of Section 36 of the Energy Companies Act 1992.

e =

Safety first : on purpose not by accident. HSEQ Performance : delivering value without compromising on health,
Progress: best people, best training, besttechnology. safety, environment and quality.

Attitude:  do the right thing even when no one is looking. Customers at the Core  : developing our customer vision and aligning
Respect: play together, stay together. with our organisation with the opportunities ahead.

Communication:  communication is key. Fighting fit:  building organisational strength, productivity and strategic
Service: our customers, our community, our commitment. focus.

Operational excellence: driving efficiency and effectiveness; ensuring
the right skills and capabilities are in the business.

Embracing innovation: considering the opportunities of emerging
technologies and challenging our business model.

MainPower Trusti Ownership Review i Full Report February 2018
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l . . :
Key considerations (continued)
The sector is facing unprecedented change

Though uncertainty has been a constant feature of the electricity Distribution networks are likely to act as the local market place for
distribution sector, the sector now faces this uncertainty on an these activities, and will need to provide for more complex two-way
unprecedented scale. This is due in large part to the following electrical loads.

interrelated factors .

This has prompted consideration of the role of electricity distributors
New technologies impacting consumer demand and other industry participants (for example: retailers) or new
entrants, in delivering more customer centric energy solutions. Some
advocates have suggested that distributors should be precluded from
directly entering these contestable markets, given their monopoly
status. To date policy makers and regulators have not endorsed this
view.

New technologies such as energy efficient homes and businesses, solar
photovoltaics (PV), battery storage, electric vehicles (EVs) and energy
home automation management systems are expected to have a
significant and enduring impact on the market.

While uptake of these technologies in New Zealand is still relatively
low, costs are declining and will likely soon reach parity with
commonly used alternatives. Improved cost efficiency paired with
environmental and energy-independent social preferences means that
the uptake of these technologies is growing quickly.

The importance of electricity distribution prevails with these new
technologies, but the nature of use is expected to change. For
instance, distributors are likely to find additional demand added to
peak periods as consumers plug in EVs, offset with lower demand oft
peak, when consumers may turn to solar PV. Uptake of batteries will
eventually allow consumers to store electricity generated during the
day by solar and release this at night. This will act to flatten peak
demand. Distributors are also likely to see greater demand
responsiveness to pricing enabled by smart meter technologies.

erag e total
electricity demand
growth projected

1 3% by MBIE each
e year to 2050

PSR

New business models

The network is rapidly evolving to a distributed and digital micro -
network that more directly engages customers, for example through
schemes such as peer to peer energy trading and distributed
generation, as well as demand management policies such as load
pricing.
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Key considerations (continued)
The sector is facing unprecedented change

Government  policy, regulation and legislation The Government is also facing pressure from bodies such as the

The structure, scope and nature of the electricity sector is being International Energy Agency to consider changes that include:

considered by lawmakers. For instance, the LabourNew Zealand A achieving scale economies through amalgamation of distributors or

First-Green coalition government has announced a full-scale review of the use of joint ventures and/or regional service and management

retail power pricing. NZ First has suggested that the retail prices are agreements

too high and that recent studies in Australia and UK, which have A . . . . .
extending economic regulation to include exempt community trust

similar market structures, support this view. It is expected that the

: : : o : . distributors
review will examine all components of retail prices, including

distribution charges and by inference the underlying costs of supply A introducing regulatory incentives for innovation, and allowing the
and effectiveness of the distribution sector. use of benchmarking to drive distributor -led innovation .
The Commerce Commission has also recently formalised its forward Further detail on government policy and its potential impact on the

work programme for electricity distribution regulation, which includes electricity sector is set out in Appendix C.

particular focus on the asset management and investment practices of L .
Implications for MainPower

the sector.

Despite the uncertainty, there are real opportunities for distributors to

Further, this month the Electricity Authority committed to a review leverage the relationships they have with their customers, and to

which considers whether parties wanting to use electricity networks

maintain and grow Yalue bé’ ?mbra ing the o portupities clregted .
are treated equally and can compeyge  on ) eV R(i Y Aclod e noting
. . . . through innovation and ew techho ogy, Actiofis taken Or undérwa%/ N
|l ack of confidence in existing 0 Pr€ MainBdwer S gecess dlhéihbi&EMELT SO -
. . L by MainPower demonstrate It iS I6oking 1o actively embrace thése
review will consider: o
opportunities.
A whethe_r the operat!on.of t_he existing arrangements 0 use Though not explicitly provided for in the Trust Deed, alternatives such
transmission and distribution networks to provide electricity and - .
- . . . : . as joint ventures may also allow MainPower to take advantage of the
electricity related services, including network support services, is e ” .
. - - A opportunities and/or mitigate the challenges present in the sector
promoting competition, efficiency and reliability for the long term ) . T
X currently. As evidenced through Ma i n P o imigal jd@in$ venture
benefit of consumers . . . o
with VirCom (now a wholly owned subsidiary), a joint venture
A options to strengthen confidence in the existing arrangements to provides a mechanism to expand into new business areas without
use transmission and distribution networks to provide electricity requiring significant capital. This option may provide access to
and electricity related services, including network support services, potentially valuable external capabilities and expertise, and may
for the long term benefit of consumers deliver economies of scale while accommodating local objectives and
L 0 . )
A the costs and benefits of each option. retaining 100% ownership of the core business.
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| . .
Options analysis

Options are assessed against criteria that captures company priorities and sector insights

Evaluation criteria

To assess ownership options, we have developed the following

evaluation criteria. The criteria draw on insights from analysis into

Mai nPower 6s company objectives and wider sector opportunities and
challenges, as discussedin the preceding commentary. The criteria

captures both the value of Trust ownership for current beneficiaries

and i to the extent possible - future beneficiaries. That is, the criteria

evaluates both the immediate merits of Trust ownership and the

medium-long term or intergenerational merits.

1. Operate as a successful business

Providing a safe, secure, reliable and financially sustainable
electricity supply to the North Canterbury and Kaikoura
region.

In order to achieve its strategic objectives and to remain
resilient in a rapidly evolving sector, it will be important that
MainPower continues to deliver a strong network performance
and uncompromising focus on health and safety, underpinned
by robust fiscal management.

2. Ability  to respond

Responding to the challenges and opportunities arising from
the evolution of the electricity sector.

It will be important that MainPower is able to proactively
respond to the evolution in consumer demand, technology and
business models occurring in the sector.

The table on the following page provides a summary of the advantages
and disadvantages of each ownership option relative to theabove
criteria.
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