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We have prepared, published and publicly disclosed the 2011 disclosure
information in respect of Vector's electricity distribution business. This
information has been prepared in accordance with the Electricity Distribution
(Information Disclosure) Requirements 2008 (“the Requirements”).

REGULATORY UNCERTAINTY

The regulatory environment is undergoing a process of change and there is an
ongoing period of regulatory uncertainty. As part of the change process the
Commerce Commission (“the Commission”) determined input methodologies in
December 2010. While these input methodologies have effect until successfully
challenged, they are currently subject to legal challenge by way of merits review
applications to the High Court. The relevant hearings are not likely to be held
until 2012.

The Commission has yet to develop and implement its approach to setting
starting prices. It is our view that this mechanism should be defined as an input
methodology, with the inherently greater certainty that process would provide.
In addition, the approach to setting starting prices is, in our view, a critical and
integral part of the regulatory package without which it is not possible to
reasonably assess the impact of the other input methodologies on the business.

The five year regulatory period for electricity distribution businesses commenced
on 1 April 2010. Starting prices for the default price path, when reset, will apply
from 1 April 2012. The Commission has provisionally indicated that it does not
intend to apply clawback in respect of the period from 1 April 2010 until prices
are reset on 1 April 2012.2

BASIS OF PREPARATION

Input methodologies relevant to information disclosure have been developed in
respect of:

e Cost allocation;
e Asset valuation;

! Please note that this explanatory note does not form part of the audited information

disclosures set out below.

Under clawback, the Commission may require the electricity distribution to lower its
prices on a temporary basis in order to compensate consumers for some or all of any
over recovery that occurred under the prices previously charged by the business, or to
increase its prices to recover any shortfall.



e Treatment of taxation; and

e Cost of capital. V@Ctor

However, the Commission has yet to develop revised information disclosure
requirements that align with the input methodologies. In the interim, the 2011
information disclosures have been prepared under the existing requirements.

Given that these disclosures are not prepared on basis consistent with the input
methodologies, they are of limited value in assessing the performance of the
business. The disclosure reports have little relevance for the determination of
starting prices that will apply from 1 April 2012, as this is determined with
reference to 2010 results restated to align with the input methodologies and
projected profitability that is also aligned with the input methodologies.

Disclosure under the input methodologies would include the following key
differences, relative to the current information disclosure requirements:

The treatment of capital contributions, affecting both revenue recognition and
regulated asset base value;

e The definition of pass through and recoverable costs;

e The approach to accounting for tax, i.e the deferred tax approach rather than
the cash tax approach;

e Use of the accounting based allocation approach, rather than the avoidable
cost allocation method, for the allocation of non-directly attributable costs:

e Inclusion of adjustments to the opening regulated asset base value permitted
under the input methodologies; and

o Different assumptions for leverage and different mechanisms for estimating
the risk free rate and the value of the debt premium.

As we have previously noted, there is inherent volatility in the reported ROI
measure due to the inclusion of the allowance for revaluation gains. This is
determined by applying CPI inflation to the regulated asset base. The CPI value
of 4.47% in 2011 compares with 2.05% in 2010. This flows directly into a
1.89% increase in reported ROI between the two years. The 2011 CPI value
reflects a step change due to the change in GST rate introduced in
1 October 2010. Removing the effect of the GST increase from the CPI (which
would be required if information disclosure was aligned with the input
methodologies) would result in the reported ROI reducing to 10.32%,
comparable to the ROI in 2010 of 10.35%. Removing the effect of the
indexation of the regulatory asset base in 2011 would reduce the reported ROI to
8.05%.

* No adjustment has been made for the effect of historical revaluations.
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Independent Assurance Report

To the Directors of Vector Limited

REPORT ON VECTOR LIMITED’S COMPLIANCE WITH THE ELECTRICITY
DISTRIBUTION (INFORMATION DISCLOSURE) REQUIREMENTS 2008 FOR THE
FINANCIAL YEAR ENDED 31 MARCH 2011

KPMG is the auditor of Vector Limited (the company) engaged to provide an opinion on the
compliance of the attached reports on pages 2 to 28 prepared by Vector Limited with the
Commerce Commission’s Electricity Distribution (Information Disclosure) Requirements 2008
(the Requirements) for the financial year ended 31 March 2011. In this independent assurance
report the attached reports are called the ‘disclosure information’.

Respective Responsibilities

The Board of Directors is responsible for preparing disclosure information which complies with
the Requirements.

Clause 10 of the Requirements requires KPMG to provide an opinion that the disclosure
information prepared by Vector Limited has complied in all material respects with the
Requirements for the financial year ended 31 March 2011.

Use of this Independent Assurance Report

This independent assurance report has been prepared solely to provide assurance that the
disclosure information prepared by Vector Limited complies with the Requirements for the
financial year ended 31 March 2011. This independent assurance report is not intended to be
used for any purposes, other than that for which it was prepared.

Scope and Limitations of the Engagement

We conducted the engagement in accordance with the International Standard' on Assurance
Engagements (New Zealand) 3000: Assurance Engagements Other than Audits or Reviews of
Historical Financial Information and the Standard on Assurance Engagements (New Zealand)
3100: Compliance Engagements issued by the New Zealand Institute of Chartered Accountants.

This independent assurance report provides assurance that the disclosure information prepared by
Vector Limited complies with the Requirements. Vector Limited’s Annual Compliance Statement
in respect of the default price-quality path prepared for the period 31 March 2011 for the purposes
of clause 11 of the Commerce Act (Electricity Distribution Default Price-Quality Path)
Determination 2010 (“the Determination™) has been subject to audit. The audit opinions on the
financial statements of the company for the year ended 30 June 2011 and Annual Compliance
Statement of Vector Limited for the year ended 31 March 2011 were unqualified and were dated
26 August 2011 and 30 June 2011 respectively.
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Our work has been planned and performed to obtain all the information and explanations we
considered necessary in order to obtain reasonable assurance that the disclosure information has been
presented in all material respects in accordance with the Requirements. Material misstatements,
whether caused by fraud or error, are differences or omissions of amounts and disclosures that
would affect a user’s overall understanding of the disclosure information prepared by Vector
Limited.

Because of the inherent limitations in evidence gathering procedures, it is possible that fraud,
error or non-compliance may occur and not be detected. As the procedures performed for this
engagement are not performed continuously throughout the financial year and the procedures
performed in respect of Vector Limited’s compliance with the Requirements are undertaken on a
test basis, our engagement cannot be relied on to detect all instances where Vector Limited may
not have complied with the Requirements. Our opinion has been formed on the above basis.

Basis of Opinion

Our work in respect of any historical financial and non-financial amounts and disclosures that
were audited under the financial statement and Annual Compliance Statement audit has been
limited to agreeing the amounts and disclosures to the underlying records and audited financial
statements or Annual Compliance Statement of Vector Limited.

Our work in respect of historical financial and non-financial amounts and disclosures that were
not audited under the financial statement and Annual Compliance Statement audits has been
planned and performed to obtain all the information and explanations we considered necessary in
order to obtain reasonable assurance that the disclosure information complies in all material
respects with the Requirements.

In the case of prospective financial and non-financial information our work has been limited to
assessing whether the information has been presented on a basis consistent with the regulatory
accounting or technical measurement requirements used for disclosures for the financial year
ended 31 March 2011 and the immediately preceding financial year, and that the prospective
financial and non-financial information has been calculated based on unaudited source data
provided by Vector Limited, whilst acknowledging it is likely that actual results will vary from
those forecasted, since anticipated events frequently do not occur as expected (and these
variations may be significant). We have not performed audit procedures on the source data.

Independence

When carrying out the engagement we followed the independence requirements of the New
Zealand Institute of Chartered Accountants. We also complied with the Independent auditor
provisions on independence, as specified in clause 2(1) of the Requirements.

Our firm has also undertaken the annual audit of Vector Limited’s financial statements and
Annual Compliance Statements and the regulatory audits of Vector Limited’s gas businesses.
Our firm has also provided other services to the company in relation to general accounting
services. The firm has no other relationship with or interest in Vector Limited.
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Ungqualified Opinions
We have obtained all the information and explanations we have required.

In our opinion, Vector Limited has:

° Kept proper records to enable the compilation of the disclosure information, as far as
appears from our examination of those records;

° Prepared disclosure information for the financial year ended 31 March 2011 that complies
with the Requirements;

° Presented the historical financial information included in reports FS1, FS2, FS3, AV],
AV2, AV3, AV4, MP2 and MP3 for the financial year ended 31 March 2011 that complies
with the Requirements, in all material respects;

° Compiled the historical non-financial information included in reports MP1, MP2 and MP3
in accordance with the guidance issued pursuant to the Requirements, and has calculated
the historical non-financial information based on unaudited source data; and

° Presented the prospective financial and non-financial information in reports AM1 and MP3
on a basis consistent with the regulatory accounting or technical measurement requirements
used for disclosures for the financial year ended 31 March 2011 and the immediately
preceding financial year, and has calculated the prospective financial and non-financial
information based on unaudited source data.

Our audit was completed on 26 August 2011 and our opinion is expressed as at that date.

ong,.

Auckland
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SCHEDULE 13
FORM 1 - CERTIFICATE FOR DISCLOSED INFORMATION

Pursuant to Requirement 11(1)

a .
we, [Michoel Shassoy] and Al Bheisen ,
directors of Vector Limited,'certify that, having made all reasonable enquiry, to the
best of our knowledge, the following attached audited information of
Vector Limited prepared for the purposes of requirement 3, 4, 6 and 7(5) of the
Commerce Commission’s Electricity Distribution (Information Disclosure)
Requirements 2008 complies with those Requirements:

(i) Report FS1: Regulatory Profit Report;

(ii) Report FS2: Regulatory Asset and Financing Report;

(iii) Report FS3: Regulatory Tax Allowance Report;

(iv)  Report AV1: Annual Regulatory Valuation Roll-Forward Report;

(v) Report AV2: Valuation Disclosure by Asset Class (for System Fixed Assets);
(vi) Report AV3: System Fixed Assets Replacement cost Roll-Forward Report;
(vii) Report AV4: Merger or Acquisition Regulatory Asset Base Disclosure;

(viii) Report MP1: Network Information Report;

(ix) Report MP2: Performance Measures Report;

(x) Report MP3: Price and Quality Report; and

(xi)  Report AM1: Expenditure Forecasts and Recongciliation.

Signature of Directors:

Date: 25 August 2011
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Vector Group
Electricity Distribution Business

Supplementary Note:

FS1 Expenses
Avoided Transmission Charges - payments to parties other than Transpower (Row 31) include

payments of $6.3 million made to the Energy Clearing House for voltage support.

FS1b Additional Related Party Information

The electricity distribution business has purchased vegetation management services of $5.1
million (31 March 2010: $4.6 million) from Treescape Limited, which is an associate company of
the Vector group.

The electricity distribution business has purchased telecommunications services of $2.4 million
(31 March 2010: $2.1 million) from Vector Comminications Limited.

4 FS1
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Business: | Vector Group

the four “other

See separale note disclosure.

6 FS3 Reg Tax Allowance
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Vector Group
Electricity Distribution Business

FS3a: Description of adjustments classified as "other"

31-Mar-11
$000
Other Permanent Differences - Non Deductible
Non deductible entertainment expenses a0
Non deductible legal and professional expenses 1,320
1,410
Other Temporary Adjustments - Current Period
Provision for doubtful debts 3,829
Provision for employee entitlements and bonuses 6,809
Other provisions and accruals 1,303
Capital contributions (18,845)
(6,904)
Other Temporary Adjustments - Prior Period
Provision for doubtful debts 4,521
Provision for employee entitlements and bonuses 2,404
Other provisions and accruals 3,114
Prior years' adjustments (2,136)
7,903

FS3a
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Vector Group

For Year Ended | 2011
Year of mostrecsnt 0Dv| 2004

System Fixed Assets
Regulatory Value at End of Pravious Year”
plus
Assals Commissioned
Gross Value of Vested Assals
Assets Acquired from (Sold te) & Non-EDB

Asset Additions
plus.
Indexad Revaluation
less
Depreciation of System Fixed Assels
Regulalory Value of Assete Decommissioned

Regulatcry Depreciation (incl. value of assets decommissionad)

plus {minus)
Acquisition of System Fixed Assets from ancther EDB
less Sale of Syslem Fixed Assets 1o another EDB
Net Acquisitions (Sales) of System Fixed Assats from {to) an EDE

plus (minusi
Net Increass (Dscrease) Due to Changes in Asset Register Information

Regulatory Value of System Fixed Assets at Year End

Non-System Fixed Assets
Regulatory value st end of previous year

plus Assat Additions

plus Revaluations

lass Depreciation (Incl value of assals decommissionsd)

plus Nel Acquisitions (Sales) of Non-Sysiem Fixed Assels from (10} an EDB
Regulatory Value of Nen-Systern Fixed Assets at Year end

Total Regulatory Asset Base Value (excluding FDC)

* The cemmencing figure for complating this scheauie 1s the most recent ODV valua

Notes to Annual Regulatory Valuation Roll-forward Report

CPl as at date of 0DV

Far Year Ended
CP| at CP| reference date
Ravaluation Rate

Syslem Fixed Assets Regulatory Value at End of Previous Year
Indexed Revaluation of System Fixed Assats

For Year Ended

Acquisition of System Fined Assete from another EDB

Sale of Syslem Fixed Assets lo ancther EDB

Net Acquisilions [Salee} of Non-Syslem Fired Assets from (1o) an EDB

(§000)
0DV Year ODV Year CDVYear ODVYear ODV Year ODV Year ODV Year
+2 +3 +4 +5 +6 +7
2006 2007 20082000 2070 20T
1850008 | 1,083,660 | 2,098037 | 2195934 | 2 36308 | 2053888 | 2155654 1o FS2
116,374 139,300 114,973 | 204,271 135,256 104,454 ioFs2
aFS1
inFS2
116,374 136,385 114,673 204,271 422 480 135,256 134,464
50,065 65,836 &3 250 73,923 70860 42,033 96,301 o F81
60,943 4 65.08, 70011 67,635 67,208 70,988
234 7,832 £.242 14,689 8.280 B015 8.286
61177 70955 70,325 84,602 73924 75.223 79,274 laFs1
3 i - - 5 - - from AV4
- - = = 451,927 - - from Avd
= = i = (451,627) = =
(3.038)
1,963,660 | 2,098,037 | 2,185,934 | 2,386,308 | 2,053,888 | 2,155,954 | 2,307,445
33408 29,467 23,638 12/023 15,347 15862 11,740
397 1.520) (8.477) 7,708 3720 1,644 17,040 o Fsz
# oFs1
4,428 4.408 34038 4,474 453 3768 7.954 o F51
s CEER =2 = (680) - = From Av4
28,467 23,538 12,023 15,347 13,862 11,740 20,826
1,993,127 | 2,421,575 | 2,207,957 | 2,401,745 i 2,067,750 | 2,167,684 | 2,328,271

AVia: Calculation of Revaluation Rate and Indexed Revaluation of System Fixed Assets

2005 2006° 2007 2008 2000 2010 2011
953 985 1640 1044 1075 7097 1146
2.69% 3.36% 2.54% 3.37%| 297% 2.05% 4.47%
2008037 | 21650634 | 2 386,508 | 2.052.888 | 2,155,054
50,065 53,250 96,301 1oFs7 AV

AV1b: Input for prior year Acquisitions (Sales) of Assets to (from) another ELB

($000)
2008 2008 2007 2008 2009 2010 2011
451,927
(680}
8

AV1 Reg val report
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= __ VectorGroup |
orEndeg 2011 |

| -
D S

; 2 ead| (S50 i =g 1}
| 381662 | 216420 | 181190 | o77342| 716121 110588 | uazss| 1,858,398 |

9 AV2 Reg val by assel class
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[ VectorGrowp |
Ended| 2011 |
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2,233,319

134,464
99,756

8417

2,390,897

10 AV3 RC roll-forward report
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Vector Group
Annual Requirement 6(1
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20.39 0.10 211.41
102.76 1.14 8987

67,061 | 124,576
949,402 | 3,182,770
41,621 5,054
74 3.9
0.77 0.42

20 MP3 Prics Quality Total
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Vector Group

; 102417 | 8285
Electricity § r 87| _ 2,535,802 412,111

MP3Z Price - Auckland
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K'VA based breakpaints
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Subtransmission customers excluded from distribution transformer capacity values

The distribution transformers of three subtransmission-supplied customers have been excluded from the distribution transformer capacity fields (rows 35-
36 of MP1) as per the Requirements.

The excluded capagcities include the following locations:

+ the EBD-owned distribution transformers at the Lichfield Cheese Factory (20.45MVA) based in Vector's Lichfield region;

+ the customer-owned distribution transformers at the Pacific Steel (BOMVA) based in Vector's Auckland region: and

* the customer-owned distribution transformers at Auckland International Airport Ltd (30MVA) based in Vector's Auckland region.

Distribution transformer capacity utilisation

Clause 17(4) of the Information Disclosure Requirements requires a note explaining which approach to ‘Distribution Transformer Capacity Utilisation’
calculation has been adopted. Vector's methodology is consistent with the Electricity Distribution (Information Disclosure) Requirements 2008.

Forecast methodology

Targets and forecasts submitted in the MP1 and MP3 are derived using the following metheds (note that historical Wellington region statistics are
excluded from these calculations).

* The interruption targets (rows 25-26 & 28-30 of MP3) are derived by listing the past 5 year's interruption frequency by network region and interruption
class then taking the median of these values. To remain consistent, the ‘interruption targets for forecast year' (rows 25-26 of MP3) are equal to the
‘average Interruption targets for 5 forecast years' (rows 29-30 of MP3);

* The forecast number of faults per 100 circuit kilometres (rows 38-39 of MP3) is derived by listing the network’s fault frequency over the past 5 years,

taking the median of these values and dividing by the total circuit length. For consistency, the forecast for the next reporting year (row 38 of MP3) is equal
to the forecast for the next 5 years (row 39 of MP3);

* The forecast number of faults per 100 circuit kilometres by voltage type {rows 45-46 of MP3) are derived by listing the network’s fault frequency by
voltage level over the past 5 years, taking the median of these values and dividing by the circuit length of the appropriate voltage. For consistency, the
forecast for the next reporting year (row 45 of MP3) is equal to the forecast for the next 5 years (row 46 of MP3); and

= SAIDI and SAIFI targets (rows 62-63 & 66-67 of MP3) are consistent with Vector's Electricity quality threshold targets. Specifically, they are the average
SAIDI and SAIFI values for the Vector electricity network (excluding Transpower and historic Wellington outages) for the period from 1 April 2004 to 31
March 2009.

Maximum demand growth forecast

The maximum demand growth forecast (row 67 of MP1) is based upon growth trends predicted by Vector's load forecast model. Inputs to this model
include Council population growth predictions, historical trends and known future load centres. The load forecast is performed annually. Vector's Asset
Management Plan also incorporates these predictions.

Treatment of the Southdown cogeneration plant

The Southdown cogeneration plant which feeds into Transpower's Otahuhu-Henderson 220kV circuit has historically been treated as a notionally
embedded generator in the Auckland region. Vector reviewed this in 2011 and concluded that, for the purposes of reporting actual physical quantities of
GXP demand and electricity volumes carried, the physical rather than the contractual arrangement should be reported.

As a consequence, the Auckland and full network 'GXP Demand' value (row 53 of MP1) has increased by the value of Southdown's generation (relative to
previous year's reporting). The 'embedded generation output' value {row 54 of MP1) has decreased by the same amount. This has no net effect on the
'maximum system demand' figure {row 55 of MP1).

The treatment in the financial data remains the same as in previous years.

&

26 Assumptions
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Table B of report AM1 compares actual expenditure for the current year against the previously forecasted expenditure for that year, split
by capital and operating expenditure. An explanation for variances more than 10% is provided below.

Customer connection

The variance in relation to actual customer connection expenditure of $25.7 million compared to the forecast expenditure of $17.5 million
is due to higher levels of expenditure for new connection work, disconnections, substation upgrade requests, subdivision activity
(especially on the Northern network) and relocation requests from customers. The forecasts were set during uncertain economic times
where it was difficult to predict levels of activity for these types of works. Actual activity proved to be higher than expected.

System growth

Actual expenditure in the “System Growth” category was below forecast by $12.2 million due to the following reasons.

Network reinfercement

Expenditure incurred on upgrading the transformers at the Liverpool substation was $2 million less than forecasted as at 31 March 2011.
The purchase of land for a future substation in Newmarket did not proceed ($2.5 million) while network reinforcements at Warkworth,
Orewa and Remuera were deferred due to a reduction in demand against forecast ($2.5 million).

Large customer projects

A number of large customer projects ($5 million) forecasted in 2011 are now expected to occur in future periods as agreed with
customers.

Reliability, safety and environment
The forecast was under-spent by $1.9 million as there has been a reduced need for some asset performance improvements.

Asset replacement and renewal

The forecast was over spent by $8.6 million. This was due to the acceleration of the Transpower Wairau Valley project and the
Sandringham cable replacement project as well as an increase in the cost of reactive asset replacement projects.

Asset relocations

Expenditure on the larger relocations was similar to last year's expenditure. However, expenditure on the smaller relocations projects
increased, reflecting greater activity by the Council. The overhead improvement programme was approximately $5 million below
forecast due to project deferrals.

Routine and preventative maintenance / Refurbishment and renewal maintenance
The expenditure in "Routine and Preventative Maintenance" was $1.4 million over the forecast while the expenditure in the

‘Refurbishment and Renewal Maintenance” category was $1.4 million below the forecast. This was in part due to some activities being
re-categorised between the two groupings when comparing to the forecast and due to the re-prioritisation of some activities.

Fault and emergency maintenance

Fault and emergency maintenance was $1.7 million below the forecast as there were less faults than forecast during the period.

S

28 AM1 Explanation for Variances



