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Foreword

This report describes the financial performance of 41 government-owned
enterprises that have full or partial commercial objectives. Collectively
these enterprises employ approximately 35,000 people, and hold

assets of almost $105 billion, of which over $59 billion is in commercially
focused companies and over $45 billion in investment funds.

The Crown Ownership Monitoring Unit's (COMU) goal is to improve the commercial
performance of the government-owned enterprises it monitors. We seek to do this not
only through direct entity interactions and advice to Ministers, but also by stimulating
community interest and discussion in the performance of these enterprises. The
purpose of the Annual Portfolio Report (APR) is to provide information to foster that
discussion, in combination with stronger information flows from the enterprises
themselves (see the special topic on transparency page 40).

The New Zealand economy recovered some ground over 2010/11, with June year
nominal gross domestic product (GDP) increasing by 5.8% (2009/10: 2.1%). This was
despite the challenges posed by the Canterbury earthquakes (which directly impacted
the operations of a number of government enterprises), and ongoing uncertainty in
global markets stemming primarily from European sovereign debt concerns.

This recovery has assisted an improvement in performance since last year for
government-owned enterprises in aggregate, although some sectors in the portfolio
witnessed a stronger recovery than others.

The APR breaks its performance analysis into three main parts:
= entities responsible for investing Crown funds (the Crown financial institutions [CFIs])

= companies where commercial performance is the priority (mostly State-owned
enterprises [SOESs]), and

= multiple objective entities, comprising Crown research institutes (CRIs), the
New Zealand Venture Investment Fund (NZVIF) and others (categorised as social
assets within the Government’s Investment Statement).

Crown financial institutions

For CFls, 2010/11 has seen a strong return on funds under management across the
portfolio. The significant development within the portfolio has been liability projections
arising from the Canterbury earthquakes indicating that the Natural Disaster Fund
(NDF) will be exhausted over the next few years.

The CFI portfolio section identifies the investing activities that contributed to, and
detracted from, strong returns for the year. The section isolates performance
attributable to market swings generally, and also to active investment decisions taken
by the CFls, an area of success for the CFls in 2010/11.

The level of CFI returns is closely associated with the level of risk assumed. For
example, the New Zealand Superannuation Fund (NZSF) achieved a 25.1% return in
2010/11 with a high level of exposure to growth assets such as equities. The special




topic on CFl risk tolerance (page 44) takes a closer look at the risk levels CFIs have
adopted within their investing strategies.

Commercial priority companies

The 2010 APR discussed the need for companies within the commercial priority
portfolio to translate a period of high investment into stronger profits and pay more
dividends. The commercial priority portfolio section (page 18) notes some improvement
in profitability and dividends, and higher gearing in 2010/11. This remains an area

of COMU focus, however, as the Government continues to target an early return to
surplus, release capital for reallocation to higher priority areas and maximise the value
of all commercial assets through performance improvements.

To create value for the Crown, commercial priority companies must, over time, make a
return that covers the Crown’s cost of borrowing, plus a margin that reflects their business
risk. We rely on a range of measures to assess companies’ returns against this objective:

= Total shareholder return (TSR) is an important trend metric, but is reliant on robust
commercial valuations. This year we obtained independent commercial valuations
(see special topic, page 26) of all commercial priority companies; the results provide
confidence that companies’ commercial valuation methodologies are maturing.

= We took the additional step this year of commissioning an independent calculation
of “economic profit” for a 10-year period across commercial priority companies.
While measures of economic profit are stylised and carry a number of caveats, they
achieve a strong focus on whether companies are achieving their cost of capital. The
special topic on economic profit (page 31) indicates that, overall, the commercial
priority portfolio has returned its cost of capital.

The section on individual commercial priority entities highlights the challenge that
entities such as Kordia, New Zealand Post (NZ Post) and Public Trust are facing in
profitably managing declines in core business areas whilst seeking to achieve earnings
in new areas. There have also been standout performers; for example, MetService and
Animal Control Products have continued their consistent run of strong results.

Board appointment activity

The primary direct influence shareholding Ministers have on performance is

the responsibility for Board appointments. This year saw a wide range of Board
membership changes across the portfolio, including the appointment of 13 new chairs.
This activity is detailed on page 48.

Additional material available on website

The inaugural 2010 APR laid a strong foundation for understanding the portfolio of
government enterprises monitored by COMU. As a second edition, the 2011 APR offers
more detailed insights into the performance of these enterprises, with the addition of

a number of special topics. The full reports commissioned on economic profit and
independent commercial valuations are available on COMU’s website. | encourage you
to read these reports, which contain valuable information on company performance.

Andrew Turner
Acting Deputy Secretary, Crown Ownership Monitoring Unit
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The Crown’s Commercial

and Financial Portfolio: Highlights

The Crown’s
Commercial and
Financial Portfolio
represents almost
half of the Crown’s
asset base...

16.7%

Return on
funds
(2010: 12.8%)

$6.5b

Investment
returns
(2010: $4.5b)

$45.3b

Funds under
management
(2010: $39.5b)
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Significance

Commercial,
Priority,
$58.0b

Other Social,
$140.5b

Crown Funds,
$45.3b

Multiple-
Objective, $1.4b

... If managed well, its performance can support the Government’s public
good expenditure

Crown Financial Institution Performance

A rally in global share markets contributed to strong investment returns in
2011...

CFl returns and value added for 2010/11
%
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...where funds’ active investment decisions successfully contributed to
the result... The strong 2011 result is linked to the level of risk assumed
in Crown Funds — higher risk for higher return also comes with higher
volatility...
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...where a five-year trend capturing the negative impact of the global
financial crisis (GFC) sees average fund returns of 5.1% tracking behind the
5.8% average yield of 10-year Government bonds over the same period.




Commercial Priority Portfolio Performance

Commercial value (excluding KiwiRail) is consistent with 2010...
...and the recovery in profitability since 2009 has been sustained.
Total shareholder return
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While dividends have increased 9.5% from last year? ...

...the portfolio needs to convert the strong trend in capital expenditure
into higher profitability and dividends moving forward...

Net capex, dividends and net operating cash flows
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...our economic profit analysis, which suggests the portfolio has generally
met its cost of invested capital, supports the view that appropriate returns
can be achieved.

Economic profit
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1 2010/11 dividends include a special dividend from Meridian of $521 million due to the sale
of the Tekapo A and B Stations. Other special “one-off” dividends include $300 million
in 2009/10 (Meridian $150 million, Mighty River Power $150 million) and $81 million in
2006/07 (Air New Zealand)

$20.8b

Commercial value
(2010: $20.8b)

$3.1b

EBITDAF
(2010: $3b)

4.5%

Total
Shareholder
Return
(2010: 19.3%)

$889m

Dividends Paid*
(2010: $811m)

$2.5b

Net Capital
Expenditure
(2010: $2.1b)
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Composition of the Crown’s
Commercial and Financial Portfolio

The Crown’s commercial and financial portfolio includes a diverse
range of businesses with predominantly commercial objectives.
They are expected to achieve levels of commercial performance
comparable to private sector businesses.

The portfolio comprises the entities that fall under the monitoring jurisdiction of COMU,
and consists of:

= CFls: These five funds are managed on behalf of the Crown — Accident
Compensation Corporation’s (ACC) Investment Fund, the Earthquake Commission
(EQC), the Government Superannuation Fund (GSF), NZSF and the National
Provident Fund (NPF).

= Commercial Priority Companies: Nineteen companies operate, for the main part, as
commercial enterprises in competitive environments. They include all operational
SOEs, Crown Fibre Holdings, Television New Zealand (TVNZ), Public Trust and
Air New Zealand (Air NZ). Note that NZ Post and KiwiRail were categorised as
multiple objective companies in 2010.

= Multiple Objective Companies and Entities: These 17 entities have multiple
objectives and/or do not fit easily in other categories. This category includes the
CRIs, New Zealand Lotteries Commission and the Crown’s ownership interest in
airports.

The Crown’s portfolio represents a combination of;

= entities retained in Crown ownership either intentionally or residually subsequent to
the Crown asset sale programmes of the 1980s and 1990s (most SOEs and the CRIs)

= new entities established with a commercial mandate, where the Crown has
some facilitatory role (eg, NZVIF, Research and Education Advanced Network
New Zealand [REANNZ], NZSF), and

= entities that have been repurchased when their private owners have been unable to
maintain commercial viability (eg, Air NZ, KiwiRail).

The resultant portfolio has significant exposures in financial, transportation and
energy sectors.

Figure 1 — Portfolio sector profile — Asset values as at 30 June 2011

Energy,
$22.8b

Financial/
Funds,
$60.2b

Transport,
$17.6b

Other,
$4.1b
Source: COMU
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The Crown’s commercial and financial portfolio is described in Table 1 which lists
entities by entity form and portfolio classification.

Table 1 — The Crown’s Commercial and Financial Portfolio?

State-owned Enterprises

Crown Companies Crown Entities

Commercial
Priority
(19)

CFls
®)

Multiple
Objective
Companies
and Entities
17)

Airways

Animal Control Products
AsureQuality
Genesis
KiwiRail

Kordia
Landcorp
Learning Media
Meridian
MetService
Mighty River
NZ Post
Quotable Value
Solid Energy
Transpower

Air NZ (74%)
Crown Fibre Holdings

Public Trust

TVNZ
ACC (Fund only)
EQC
GSF
NPF*
NZSF
Airports: NZ Lotteries Commission
= Christchurch Airport
(25%)

= Dunedin Airport (50%)

= Hawke’s Bay Airport
(50%)

= Invercargill Airport
(45%)

CRls:

AgResearch

ESR

GNS Science

Industrial Research

Landcare Research

NIWA

Plant & Food Research

Scion (Forest

Research)

Health Benefits

NzVIF

Radio NZ

REANNZ

* Technically NPF is a body corporate.

2 Full entity names are listed in the titles of the individual entity sections.




Crown Financial Institution
Performance

Performance summary

The CFI portfolio delivered strong absolute returns in 2010/11, driven in large partby ~ The CF|
the continued rally in global sharemarkets. Most of the active strategies employed by -
CFls also performed well in 2010/11, however, for some, the unprecedented strength por_thI 10
of the New Zealand dollar detracted significant value relative to their respective delivered
benchmarks. Longer-term performance has generally been below expectations in the Strong
wake of volatile investment markets.

absolute
In 2010/11, returns from equities and the New Zealand dollar were strong... returns in
Figure 2 shows the market return from core asset classes over the year to 30 June 2010/11

2011. The returns shown are for the respective benchmark indices in each asset class
over the period. Key themes over the year were the strong returns from equities and
the strong appreciation of the New Zealand dollar against most of its major overseas
counterparts. This is represented in the chart by the foreign currency return (taken

to be the difference between unhedged and hedged global equity benchmarks,
thereby representing a basket of overseas currencies). In fixed income markets credit
outperformed sovereign bonds.

Figure 2 — Asset class returns for 2010/11
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Source: COMU

...with the equity rally helping to deliver strong absolute returns across the CFl portfolio

Figure 3 shows the returns for each entity during 2010/11 and the return on their
respective reference portfolio or passive benchmark as appropriate. The value added
shown in the chart is the difference between the fund return and the respective
benchmark or reference portfolio return.

NZSF outperformed its reference portfolio strongly over the period. ACC also
outperformed its passive benchmark over the year. EQC performed near benchmark
while GSF and NPF underperformed over the year.
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Figure 3 — CFl returns and value added for 2010/11
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CFlIs employ a number of different strategies to add value to their passive
benchmarks...

In general terms CFls can add value to a benchmark or reference portfolio through one
or more of the following active investment decisions:

= Stock selection decisions — employing active investment management (using
external investment managers or in-house investment management) to attempt to
outperform a market benchmark.

= Asset allocation decisions — deliberately overweighting or underweighting particular
asset classes based on an assessment of fair value.

= Investing off benchmark — introducing assets (eg, private equity or other alternative
assets) that do not form part of the reference or benchmark portfolio®.

As well as active decisions, value added (or lost) during a period may result from

other factors relating to portfolio completion (the act of investing the portfolio over the
period) and/or drift (where asset allocations differ from benchmark as a result of market
movements rather than conscious investment decisions). Each entity varies in the
extent to which they employ each of the strategies above.

...most of which, with the exception of currency positions, added value in 2010/11

As highlighted above, the key market themes over the year were the strong
performance of equity markets and the New Zealand dollar. CFls that increased
allocations to equities (NZSF and ACC) were rewarded over the year, while the strong
currency detracted value from assets denominated in overseas currencies, hurting the
relative performance of CFIs that were underweight their respective currency hedge
positions during the year (NZSF, GSF and NPF).

Table 2 summarises the key contributors to value added (or lost) over the year, split by
the key active investment strategies employed by each of the CFls. For each CFl, the key
contributors to relative performance (both positive and negative) are in bold.

3 We note that the primary motivation for introducing other asset classes may relate to investment risk
mitigation rather than directly being targeted at adding value to the benchmark or reference portfolio return;
in which case we would expect these positions to contribute positively to risk-adjusted returns over time (see
section on volatility of returns).




EQC has been excluded from the analysis. EQC only employs active management for
a portion of the global equities portfolio (approximately 15% of the total fund) and does
not attempt to add value through active asset allocation decisions. Performance relative
to benchmark has been impacted by variations from the benchmark asset allocation
over the year which have resulted from the uneven sell off of equities and bonds to fund
outgoings resulting from the Canterbury earthquakes and the ministerial direction to

increase the cash holding in the fund during the period.

Table 2 — Attribution of value added or lost over the year

Strategy

Positive contributors

Negative contributors

NZSF | Stock selection

Asset allocation

Off benchmark
strategies

Global large cap and emerging
market equity managers

Multi-strategy equity managers
Global fixed income managers

Overweight to equities in Q1-Q3
Credit tilt within bond portfolio

Returns on infrastructure and
timber assets

Small cap equity managers

Foreign currency exposure

Private equity assets

ACC Stock selection

Asset allocation

Off benchmark
strategies

New Zealand bond portfolio

New Zealand and Australian
equity portfolios

Reduced exposure to Australian
equities matched against
increased exposure to global
equities

Underweight equities

Allocation to private equity

GSF Stock selection

Asset allocation

Off benchmark
strategies

Global equity managers
Global fixed income managers

Underweight global fixed income

Global Tactical Asset Allocation
(GTAA) manager

Foreign currency exposure
Underweight global equities

Multi-asset class strategy

NPF Stock selection

Asset allocation

Global fixed income managers

Global equity managers

Foreign currency exposure

Off benchmark N/A N/A
strategies

We stress that a year is a relatively short investment time horizon; many investment
decisions are made with a medium term (one to three years), or longer, time horizon

in mind. However, it is encouraging to see that active investment management (both
outsourced and in-house) has added value on an after fees basis across the majority of
the CFI portfolio in 2010/11.

We would expect to see consistent added value from the active investment decisions
employed by CFls over time and this forms a key part of our monitoring of the CFI
portfolio. The reference portfolio constructs adopted by NZSF and GSF provide a
useful tool for measuring the success of key active investment decisions.
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Longer-term performance has been below expectations

Total funds under management have grown from $29.2 billion at the start of 2006/07 to Longer_term
$45.3 billion at the end of 2010/11. In 2010/11, funds under management increased by f
$5.9 billion owing to $5.6 billion of net (after tax) returns and net inflows of $228 million. per ormance

has generally

Table 3 - Summary of managed funds

been below

$m 2007 2008 2009 2010 2011 5 Year .

Funds Under Management (FUM)* expeCtatlonS
Opening FUM 29,215 33,740 34,878 34,299 39,460 29,215

+/- Investment returns 3,164 (757) (3,608) 4,465 6,538 9,802

+/- Tax (812) (219) 525 (467) (894) (1,867)

+/- Cash inflow/(outflow) 2,172 2,115 2,504 1,163 228 8,182

Closing FUM 33,740 34,878 34,299 39,460 45,332 45,332

Returns % pa

Weighted return** 10.7% (2.3%) (9.8%) 12.8% 16.7% | 5.1% pa

* Totals may not add owing to rounding.
**  Sum of returns for each fund weighted by the proportion of that fund in the portfolio.

The five-year return on the CFl portfolio’s assets has been 5.1% pa. This compares with
the return on the New Zealand Government Stock Index of 7.1% pa and the average
yield on 10-year Government Bonds of 5.8% pa over the five-year period.

Figure 4 shows the total long-term returns (on an annualised basis) for each CFI, each
fund’s passive benchmark or reference portfolio return and each fund’s long-term
return objective*.

Figure 4 — Long-term CFl returns
Return (%)
12

9.4

6.3

NZSF ACC EQC GSF NPF

m Return Passive Benchmark m Fund Objective
Source: COMU

Return periods in Figure 4 are as follows: NZSF from 1 October 2003, ACC from
1 July 2001, EQC from 1 January 2004, GSF from 1 January 2002 and NPF from
1 July 2006.

All of the CFls are showing positive returns over these periods. ACC has outperformed
both its passive benchmark and return objective over the period; NZSF has
outperformed its passive reference portfolio but is behind its return expectation

since inception; returns for EQC, GSF and NPF are at or below benchmark over the
respective periods, with EQC and GSF well behind their individual fund objectives.

4 NPFis an aggregate of 11 separate schemes, each with its own investment strategy and passive benchmark.
As such, NPF does not have an overall objective.
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The CFI portfolio has a significant exposure to growth assets...

The CFI portfolio continues to have a significant weighting in growth assets, driven

in large part by the investment strategy of NZSF. While each CFl is responsible for
determining its own investment strategy, the aggregate asset allocation is useful in
helping the Crown understand its overall risk exposure (refer to the special topic on CFI
risk tolerance on page 44). At year end, approximately 60% ($27 billion) of the total

CFl portfolio was invested in growth assets. Growth assets typically include equities,
property, commodities and unlisted equity investments. These assets are generally more
risky than income assets such as bonds and cash. CFls expect to be compensated for
this extra risk by receiving an additional return relative to income assets over time.

Figure 5 — Asset allocation — all CFls, 30 June 2011

Cash, 2%

Bonds, 38%

Listed
Equities, 47%

Other Growth
Assets, 3%

Commodities, 3% Property & Infrastructure, 8%

Source: COMU

...which is reflected in the volatility of CFI returns over the past five years

In Figure 6 we show the annualised five-year returns and volatility (a measure of risk;
calculated here as the standard deviation of quarterly investment returns for each of the
CFls). CFls with a higher allocation to growth assets (NZSF and GSF) will be subject to
higher levels of return volatility than those CFls with higher allocations to income assets
(ACC, EQC and NPF) as is borne out in Figure 6 (see also the special topic on CFl risk
tolerance on page 44).

Where a CFI employs active investment strategies, managed either internally or externally,
we would expect these to improve the risk-adjusted returns from the respective CFI’'s
investments over time. This can be achieved by generating a higher level of return for a
similar level of risk, or achieving a similar level of return for a lower level of risk; or both.

Both NZSF and ACC have outperformed their passive benchmarks over the past

five years at risk levels in excess of those benchmarks. This suggests that a portion
of this outperformance has been achieved by assuming higher levels of market risk
relative to benchmark, and not just investment skill alone. In contrast, GSF, while
underperforming its benchmark, has done this while assuming lower levels of market
risk relative to its benchmark. However, the extent of the underperformance of GSF
over this period cannot be explained by market factors alone, suggesting that active
investment decisions have also detracted value over this period.

As outlined above, we would expect the active investment decisions of CFls to add value
on a risk-adjusted basis over time. By comparing the ratio of return to risk for each CFI with
the ratio of return to risk for its respective benchmark or reference portfolio over the past five
years, NZSF, ACC and EQC have delivered on this expectation. GSF and NPF have not.
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Figure 6 — Annualised return and risk (volatility) for CFIs and benchmarks over past five years
%
20

13.6

<
®

3.8

3.9
3.5
3.7

s

NZSF ACC EQC GSF NPF

= Fund Return Benchmark Return m Volatility (Fund) Volatility (Benchmark)

Source: COMU

Improved performance in 2010/11 has come at increased cost

The cost of managing the CFI funds is significant. CFl investment management
expenses for the years ended 30 June 2011 and 30 June 2010 are shown in Table 4
below. Caution must be taken when comparing the relative expenses between the CFIs
because each CFI has different asset allocations. Expenses for managing equities are
higher than for bonds so those entities with lower allocations to equities will generally
have lower expenses. This is, for example, the case for EQC, where approximately

70% of assets are invested in cash and non-tradable government stock, which incurs
minimal investment management expense.

Table 4 — CFl investment management expenses (including operating and staff costs)

2010/11 2009/10
CFI $m % of fund $m % of fund
NZSF 113.4 0.65 78.7 0.53
ACC 43.2 0.28 38.9 0.31
EQC 7.6 0.14 8.7 0.15
GSF 28.8 0.94 24.3 0.87
NPF 8.9 0.51 7.1 0.42
Total 201.9 0.47 157.7 0.43

Source: CFI 2011 and 2010 Annual Reports

Having regard to the different asset allocations, our assessment of relative value is

that ACC continues to be the most cost efficient of the CFls. The increase in expenses
for NZSF and GSF in 2010/11 relates primarily to the payment of performance-related
fees resulting from the strong performance of some of their external fund managers.
For NZSF, performance fees accounted for 0.01% of total expenses in 2009/10. This
compares with performance fees of 0.2% in 2010/11. Expenses net of performance fees
reduced from 0.52% of funds under management to 0.45%.

Conclusion

Over the longer term the performance of ACC stands out among its peers within the
CFI portfolio in terms of relative returns and investment management costs. However, it
is encouraging to see that over the past year the active investment strategies employed
by CFlIs have generally added value to the Crown’s CFl portfolio.
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Commercial
priority
portfolio
performance
continues to
improve
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Commercial Priority Portfolio
Overview

Performance summary

The economic environment in which the commercial priority portfolio operates
continues to remain uncertain. During the financial year, the Canterbury earthquakes
directly affected some of the companies within the Crown’s commercial priority
portfolio. However, despite these conditions, the 2010/11 results suggest that the
commercial priority portfolio’s financial performance continued its improvement from
2009/10.

Portfolio results for 2010/11 suggest that the recovery across the portfolio is
maintained...

Key highlights for 2010/11:

= TSR of 4.5% was again above the low result of 2.0% in 2008/09. The majority of TSR
for 2010/11 came from dividends (4.2%). The remainder was from a small (0.3%)
uplift in value as commercial valuations have generally remained consistent with the
last year.

= Dividends paid of $889 million were a record for the past five years, and were 9.5%
higher than dividends paid in 2009/10 of $811 million.

= Return on equity improved slightly to 2.7% (2009/10: 2.6%).

= Earnings before interest, tax, depreciation, amortisation and fair-value adjustments
(EBITDAF) and Net Profit After Tax (NPAT) improved to $3.1 billion and $737 million
for 2010/11 from $3.0 billion and $705 million respectively for 2009/10.

= Operating margin of 23.3% in 2010/11 has been improving from 2008/09.

= Capital investment increased to $3.5 billion (2009/10: $2.2 billion) reflecting
Transpower’s major investment in the National Grid and Genesis’ purchase of the
Tekapo hydro electricity generation assets from Meridian.

Assessing performance at a portfolio level must be undertaken with some caution
owing to the portfolio being made up of a diverse range of companies operating
in a variety of different industries. High-level comments at a portfolio level risk
being dominated by movements in the large companies or sectors that are overly
represented. In particular, the three generator retailers account for 60% of the
commercial priority portfolio’s value and have delivered a solid result. While their
performance has a significant influence on portfolio results, it does not necessarily
reflect the factors affecting other companies within the portfolio, such as:

= the economic climate impacting on TVNZ'’s advertising revenue, Air NZ’s passenger
and freight volumes and KiwiRail’s freight volumes

= NZ Post facing declining mail volumes from the effect of electronic substitution
= the housing market affecting Quotable Value (QV), and
= strong commodity prices contributing to Solid Energy and Landcorp’s results.

Individual company summaries from page 63 explain specific company performance in
more detail.
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Table 5 — Commercial priority companies — five-year performance metrics

2007 2008 2009 2010 2011
TSR* 27.5% 19.4% 2.0% 19.3% 4.5%
Dividend yield* 4.4% 3.1% 1.6% 4.2% 4.3%
Dividend payout** 91.9% 62.0% 65.7% 121.6% NM
ROE 4.5% 3.1% 2.4% 2.6% 2.7%
Adjusted ROE 11.0% 9.8% 9.9% 8.8% 8.4%
ROCE 9.4% 7.3% 6.1% 5.8% 5.5%
Operating margin 20.5% 18.7% 19.3% 22.6% 23.3%
Generator efficiency $37.35 $37.34 $44.51 $45.17 $51.98
Net gearing 24.5% 30.4% 35.1% 38.7% 37.8%
Interest cover 3.9 3.3 2.6 3.4 3.0
Solvency 0.5 0.4 0.3 0.3 0.4

* KiwiRail is excluded from these metrics. In 2010/11 KiwiRail changed the methodology it uses to determine
the commercial value of the Crown’s investment from the book value of equity to a discounted cash flow
methodology. This resulted in KiwiRail's commercial value decreasing from $12.4 billion to a negative value
of $484 million. KiwiRail would, therefore, significantly skew this metric if it were to be included.

** NZ Post’s large negative operating cash flows as a result of the accounting treatment for its subsidiary
KiwiBank, have distorted the 2010/11 figure and therefore the 2010/11 dividend payout result is not
meaningful.

Discussion on portfolio excluding KiwiRail and NZ Post

Both NZ Post and KiwiRail have large balance sheets that impact on a number of
key metrics, skewing some overall portfolio results. NZ Post’s $12 billion of financial
assets and liabilities and KiwiRail’s $13.6 billion of assets and $12.6 billion of equity
significantly impact return on equity (ROE), return on capital employed (ROCE), net
gearing and solvency, masking the portfolio result.

For example, with NZ Post and KiwiRail included, ROCE decreases every year since
2006/07, predominantly because of NZ Post’s growing financial liabilities. However,
when NZ Post and KiwiRail are excluded, ROCE for the remainder of the portfolio
improves every year from 2008/09 to 10.6% in 2010/11. Therefore, in order to make a
more meaningful assessment, the following table makes an adjustment for NZ Post and

KiwiRail.

Table 6 — Commercial priority companies — five-year performance metrics excluding NZ Post

and KiwiRall

2007 2008 2009 2010 2011

Dividend payout 80.3% 45.4% 27.6% 99.0% 107.6%
ROE 6.1% 5.3% 2.4% 3.8% 5.2%
Adjusted ROE 11.3% 10.1% 7.6% 9.0% 11.6%
ROCE 11.1% 10.6% 8.2% 9.9% 10.6%
Net gearing 21.9% 24.9% 25.5% 29.0% 30.4%
Solvency 0.9 0.9 0.9 0.8 0.8

= Dividend payout in 2010/11 was better than the past five years.

= ROE improved to 5.2%, though still below the 2007/08 level. Adjusted ROE, which
normalises the effect of asset revaluations, shows a stronger return and has been
improving over the last two years.

= The return on the portfolio’s capital base, as measured by ROCE, has improved
steadily from 2008/09.

= Net gearing has been increasing over the past five years.

Discussion from this point onwards is on the total portfolio, unless otherwise stated.
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Company financial performance

Revenue has been relatively flat...

Total revenue increased in 2010/11 by 3.1%. This increase in portfolio revenue was
largely a result of Air New Zealand and Solid Energy’s revenue increases. However,
revenue has been relatively flat over the past three years, which is consistent with wider
economic conditions.

Figure 7 — Revenue growth and profitability, 2006/07 to 2010/11
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...but operating margin has improved...

Operating margin increased to 23.3% in 2010/11, up from 22.6% in 2009/10. This
has continued the trend in profitability steadily improving over the past two years. In
particular, the 2010/11 result was driven by significant increases from Air NZ, Mighty
River Power, Landcorp and TVNZ.

...resulting in a strengthening bottom line

And since 2008/09, this has translated into an improving NPAT. Total portfolio NPAT of
$737 million increased by 4.5% from 2009/10, but was still 13.3% below the 2006/07
level.

Companies have increased their capital expenditure...

In 2010/11, the companies in the commercial priority portfolio in aggregate spent
$3.5 billion on gross capital expenditure ($2.5 billion net of disposals®). Over the past
five years, total capital expenditure has been $11.4 billion. Figure 8 provides further
detail on the companies that have been the key drivers of this expenditure.

5 Meridian’s sale of the Tekapo hydro electricity generation assets to Genesis comprises the majority of
disposals.
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Figure 8 — Capital expenditure, 2006/07 to 2010/11
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As can be seen from Figure 8 above, the generator retailers (Meridian, Genesis
and Mighty River Power), Transpower, Air NZ, Solid Energy and KiwiRail have been
investing heavily over the past five years.

For 2010/11, capital expenditure includes Genesis’ purchase of the Tekapo A and B
hydro electricity generation assets from Meridian for $821 million.

Some of the other major projects over the past five years include:
= Mighty River Power’s geothermal electricity generation developments
= Genesis’ investment in the Kupe oil and gas field

= Transpower’s North Island Grid Upgrade and high voltage direct current (HVDC
Pole 3) electricity transmission projects

= Air NZ investing in new aircraft
= Solid Energy’s development of its coal mine operations, and
= KiwiRail upgrading its train network and infrastructure.

We would expect that if companies are making good investment decisions then this
will lead to an improvement in financial performance and higher dividend returns to the
shareholder.

We note that there are also wider benefits to New Zealand from a number of the
investments made by the companies. For example, Genesis, Mighty River Power,
Meridian and Transpower, through their development of new electricity generation and
transmission assets, have all contributed to securing New Zealand’s future electricity
supply, which is an important contributor to economic activity.

...and dividends have also increased

The Crown receives cash returns from its companies by way of dividend payments. In
2010/11, the Crown received $889 million of dividends from the commercial priority
portfolio, a 9.5% increase on the previous year.

In aggregate, for the last five years the commercial priority portfolio has paid
approximately $3.1 billion in dividends to the Crown. Figure 9 shows the dividend
payment trend for the past five years, with the three generator retailers and Air NZ
contributing the majority.




Figure 9 — Dividends for the last five financial years
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This trend is influenced by some special or “one-off” dividends paid, including:

= a $521 million special dividend from Meridian in 2010/11 owing to the sale of the
Tekapo A and B stations (the Tekapo transaction also meant Genesis paid no
dividend for that year)

= $300 million in special dividends in 2009/10, comprising Meridian ($150 million) and
Mighty River Power ($150 million), and

= an $81 million special dividend in 2006/07 from Air NZ.

The net impact being a growing commercial priority balance sheet...

Figure 10 shows the growth in the balance sheet of the commercial priority portfolio
over the past five years as measured by equity and liabilities.

Figure 10 — Equity and liabilities for the commercial priority portfolio, 2006/07 to 2010/11
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The aggregate balance sheet of the commercial priority portfolio has grown from
$38.4 billion in 2006/07 to $58 billion in 2010/11. A significant component of this
increase is the result of the substantial growth in NZ Post’s subsidiary KiwiBank.
NZ Post’s liabilities have increased from $4.9 billion in 2006/07 to $13.9 billion

in 2010/11.

Other key factors include companies increasing debt to invest in new assets (refer to
capital expenditure section above for further discussion), and revaluations of assets to
reflect fair market values.
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...and increased levels of gearing

Figure 11 shows gearing of the commercial priority portfolio over the past five years.

Figure 11 — Gearing, 2006/07 to 2010/11
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Over the past five years, gearing of the commercial priority portfolio has increased from
24.5% in 2006/07 to 37.8% in 2010/11. NZ Post’s liabilities in particular have increased
significantly over this time, reflecting the substantial growth in its subsidiary KiwiBank.
Adjusting for the impact of KiwiRail's and NZ Post’s respective balance sheets (that
tend to skew this metric at a portfolio level), gearing has increased from 21.9% to 30.4%
over the five-year period.

Over this time, the generator retailers (Meridian, Genesis and Mighty River Power),
Transpower and Solid Energy have been able to use significant amounts of debt
reflecting their stronger financial positions.

We think that the increase in gearing is appropriate given the strength of the
companies’ balance sheets and the increased commercial discipline that having higher
levels of external debt brings to bear on the companies.

Shareholder returns

To create value for the Crown, commercial priority companies must, over time, make
a return that covers the Crown'’s cost of borrowing, plus a margin that reflects their
business risk.

TSR is one of the key metrics we are placing an increasing focus on for analysing the
performance of the companies in the commercial priority portfolio.

TSR is the combination of dividends paid to the Crown and the change in commercial
value of the Crown’s investment in the companies from the previous year.

TSR was again above its low point of 2008/09

For 2010/11, TSR was 4.5% compared to 19.3% for the previous year, and 2.0% in
2008/09. In 2010/11, only 0.3% of the return came by way of an increase in value and
4.2% by way of net dividend return. Figure 12 shows the composition of TSR for the
past five years.




Figure 12 — TSR - return composition, 2006/07 to 2010/11°
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We do not believe that the TSR calculations at the portfolio level are particularly
robust in the early years. This is largely owing to companies in the portfolio adopting
commercial valuation methodologies at different times.

However, in recent years, greater focus has been placed on companies producing
credible commercial valuations and we think TSR is becoming a more robust measure
of performance. A more detailed discussion on commercial valuations is included in
the special topic on page 26.

Economic profit

Another way of considering the performance of commercial entities is to look at
economic profit (EP) over a period of time. The special topic on EP (page 31) indicates
that the commercial priority portfolio has generated positive EPs over the past five
years, despite having dropped from 2006/07 levels, and a negative return in 2008/09.
The performance messages from the EP analysis are generally consistent with our
analysis above.

Conclusion

The commercial priority portfolio has been through a period of high capital investment
over the past five years. While there has been an increase in dividends and some
improvement in profitability, it is important from a ‘Crown as shareholder’ expectations
perspective that companies translate this period of high investment into stronger
company performance in the years ahead.

6 As noted earlier, KiwiRail is excluded from this metric owing to the significant change in its commercial
valuation following a change in its valuation methodology.

It is important
that
companies
translate this
period of high
investment
into stronger
performance
looking
forward
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Special Topic: Independent
Commercial Valuation Reports

Under the State-Owned Enterprises Act 1986 the principal objective
of an SOE is to operate as a successful business. In the absence
of shares in SOEs being exposed to a market assessment of

their value, robust Board estimates’ of commercial value take on
heightened importance both as an input into TSR, and as a metric
in its own right, in assessing the extent to which SOEs are delivering
upon that principal objective.

To provide an independent view of the value of the SOEs that can be compared with the
company’s own estimates, COMU has commissioned independent commercial valuation
reports for each SOE.® Copies of the reports are available on the COMU website.

This special topic summarises the results of Board estimates of commercial value, and
compares them to the independent valuations. The results provide confidence that most
Boards are using robust approaches to their commercial valuations.

Board estimates of 2010/11 commercial value are unchanged in
aggregate from 2009/10 for SOEs in the commercial priority portfolio with
independent valuations at a similar level

Table 7 provides a summary of the independent commercial values and a comparison
with SOE Boards’ own estimates of commercial value, published in their 2010 and 2011
Statements of Corporate Intent (SCI).

The total reported SCI Board estimate of commercial value of the SOE portfolio is
unchanged from last year, being $19.6 billion (excluding KiwiRail Group, which has
changed its valuation methodology for its SCI°). In aggregate, the SOE Boards’
estimate of commercial value of $19.6 billion is $1.1 billion higher than that assessed
by the independent commercial valuations, where the SOE’s contributed the majority of
the difference. Given the potential for significant differences in valuation assumptions,
and differences in the level of information available to each valuer (private versus only
publicly available information), we do not consider this difference to be significant.

It is also reassuring to note that the aggregate commercial value of the SOE portfolio
as assessed by the independent valuers and SOE Boards is $4.5 billion to $5.6 billion
higher (excluding KiwiRail Group) than the book value of equity.

7 The Boards of SOEs are required to estimate the commercial value of the Crown’s investment and disclose
their estimates annually in their SCI.

8 In 2009/10, COMU commissioned reports for the generator retailers Transpower, Solid Energy and NZ Post.
In 2010/11, independent commercial valuation reports were commissioned for all SOEs.

9 KiwiRail Group reported in its SCI the value of the Crown’s investment as at 30 June 2010 as $12.4 billion,
being the book value of shareholders’ equity. That value reflected the application of existing accounting
methodologies to determine asset values. In the 2011 SCI, the KiwiRail Group board estimate of commercial
value of KiwiRail Group is negative $484 million using a discounted cash flow (DCF) valuation methodology.




Book value and commercial value

One measure of the value of a company is its book value of equity. The book value

of equity can deviate significantly from market value if the earning power of assets
has increased or declined since they were acquired. Book values are also affected by
accounting policy decisions, and may not carry much meaning for service firms with
low asset bases.

By comparison, commercial valuation is a forward-looking measure, generally based
on the net present value of future cash flows, thereby setting a standard for future
performance that needs to be achieved to maintain or increase company value.
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Table 7 — Valuations summary

Company Board's Estimate (SCI) Independent Difference | Book Value

Value Valuation from 2011 of Equity

$m 2010 $ 2011 $ 2011 % SCI 2011 %

Airways 117.4 117.6 118.3 0.7 44.4

Animal Control 6.5 6.2 8.1 1.9 5.7

Products

AsureQuality 85.4 94.8 93.4 (1.4) 35.2

Genesis 1,624.0 2,120.0 1,763.0 (357.0) 1,712.0
[last year 1,716*]

Kordia Group 199.0 112.0 137.0 25.0 81.6

Landcorp 1,270.0 1,400.0 1,352.0 (48.0) 1,351.6

Learning Media 10.5 16.5 11.7 (4.8) 6.0

Meridian Energy 6,700.0 6,500.0 6,531.0 31.0 4,931.3
[last year 6,370%]

MetService 43.9 49.3 50.1 0.8 14.3

Mighty River Power 3,425.0 3,719.0 3,631.0 (88.0) 2,906.5
[last year 3,755*]

New Zealand Post 1,177.0 1,024.0 984.5* (39.5) 794.4

[last year 1,206]

KiwiRail Group** 12,419.0 (484.0) (342.7) 141.3 12,638.3

Quotable Value 34.4 33.0 26.9 (6.1) 20.1

Solid Energy 3,275.6 2,773.0 1,689.0 (1,084.0) 519.4
[last year 1,713*]

Transpower 1,600.0 1,600.0 2,051.5* 451.5 1,533.5
[last year 1,507*]

Total 31,987.7 19,081.4 18,104.8 (976.6) 26,594.3

Total excluding 19,568.7 19,565.4 18,447.5 (1,117.9) 13,956.0

KiwiRail Group

Key

Numbers in bold if difference (or change in value) is greater than +/- 20%.
* Average of two valuation reports commissioned.
** KiwiRail Group has changed its valuation methodology (see footnote 9).

Sources: Entity Annual Reports, SCIs and Commercial Valuation Reports commissioned by COMU

The following sections explain in more detail the change in SOE Boards’ estimates of
commercial value and the difference between the SOE Boards’ estimates of value and
those of the independent valuers.




There have been offsetting movements in Board estimates of commercial
values for Genesis, Kordia Group and Solid Energy since 2010

The total reported aggregate SCI value of the SOE portfolio is unchanged from last
year at $19.6 billion (excluding KiwiRail Group). The SOE portfolio, however, includes
significant differences from 2010 with respect to the estimated value of:

= Genesis: $496 million increase in commercial value — $456 million relates to the
increase in value of the existing generation business. A further contribution comes
from Genesis’ view of the long-term wholesale electricity price.

= Kordia: $87 million decrease in commercial value — owing to the loss of two years’
revenues associated with the analogue network (change in planning assumption)
and a resulting impairment on assets of $29 million (before tax).

= Solid Energy: $503 million decrease in commercial value — owing to “Mine Plan”
changes at Spring Creek and Rotowaro, and slower growth and lower prices
forecast for its renewable energy business.

The independent valuations largely confirm SOE Boards’ estimates of
commercial value

Variations between the Boards’ estimates of commercial value and the independent
commercial valuations are to be expected, as the independent valuations are

based only on publicly available information rather than detailed business plans. In
addition, the valuer and the company are likely to make different assumptions with
respect to market and company growth, future prices, capital investment and also
the appropriate Weighted Average Cost of Capital (WACC) to discount forecast cash
flows (requiring assumptions for the risk-free rate, asset Beta, leverage etc).

For the SOE portfolio, there is a $1 billion difference between the total estimated SCI
commercial value of $19.1 billion and the independent valuations of $18.1 billion.
Given the potential for differences in valuation assumption and levels of available
information we do not consider this difference to be significant. However, the
difference in total commercial value does include some large variances between the
SOE Boards’ estimate of value and independent valuations. In particular:

s Genesis: assessed its commercial value as being $357 million higher than the
independent valuation by Macquarie Securities (Macquarie). However, Macquarie
also considered an earnings multiple approach (EBITDA to equity value) with
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comparable companies (being Contact Energy and TrustPower). This was done
by Macquarie to test the robustness of its DCF valuation. The multiples approach
resulted in a comparable company equity valuation of $1.8 billion to $2.1 billion,
with the high end of the range being consistent with Genesis Board’s own estimate
of commercial value.

= Transpower: assessed its commercial value as being $452 million lower than the
independent valuations. However, the Transpower Board has used the current
book value (30 June 2011) for its estimate of the value of its regulated transmission
activities. In its 2011 SCI the Board also estimates the value of Transpower
as $2 billion using a DCF methodology, for comparison with the book value
assessment.

= Solid Energy: assessed its commercial value as being $1.1 billion higher than
the independent valuation of Forsyth Barr, owing to the independent valuer’s
view on commodity prices and the value of its future developments differing to
Solid Energy’s view.

= KiwiRail Group: assessed its commercial value as being $141 million lower than the
independent valuation of Macquarie. Macquarie has assessed the present value of
the terminal cash flow as being approximately $150 million higher than KiwiRail’s
valuation. This in part reflects the higher terminal growth rate of 3% used by
Macquarie (compared with the 2.25% used by KiwiRail).

Conclusions

In aggregate, the SOE Boards’ estimates of the commercial value of $19.6 billion is
unchanged from last year and is not substantially different, although slightly higher,
than the independent commercial valuations commissioned by COMU. However, there
are some significant differences with respect to the valuation of Genesis, Transpower,
Solid Energy and KiwiRail Group.

Nevertheless, the independent valuations provide us with confidence that SOE Boards,
in general, appear to be taking a robust approach to their commercial valuations.
Therefore, in aggregate, we can have confidence in the total SOE portfolio TSR
reported in the APR.

Ultimately, different valuers will inevitably take different views on key valuation
assumptions, and therefore derive a higher or lower SOE commercial valuation.
However, the differing views are useful to test the robustness of the SOE Board
estimates of commercial value and our assessment of SOE financial performance
based on TSR.




Special Topic: Commercial Priority
Portfolio Economic Profit Analysis

Ernst & Young (EY) was commissioned by COMU to undertake an
analysis of the economic profits of commercial priority portfolio
state enterprises (all operational SOEs plus Air NZ, Public Trust and
TVNZ)™ over a 10-year period.

This special topic summarises the results of the analysis, which concluded that the
portfolio generated returns in excess of its cost of capital over the period. The full report
is available on COMU'’s website.

What is economic profit?

Economic profit (EP) is a measure of profit that takes into account the opportunity

cost of capital tied up in a business. In an environment where Crown capital is scarce
and subject to competing demands, state enterprises must not only break even on an
accounting basis, but also have sufficient earnings to cover the cost of the capital used
in financing their operations.

There is no “standard” methodology for EP. EP is generally calculated by subtracting
Capital Charge from Net Operating Profit after Tax (NOPAT), where Capital Charge
equals Invested Capital multiplied by Weighted Average Cost of Capital (WACC).
Another important measure of an EP analysis is Return on Invested Capital (ROIC).
ROIC is important in that when ROIC exceeds WACC, a company generates an EP.
Each methodology variation has its own terminology and assumptions around each of
the variables. A widely used form of EP is Economic Value Added (EVA), a proprietary
product from Stern Stewart & Co.

EP is a useful indicator of performance. However, as with any metric, it does not
provide a complete performance assessment and is dependent upon assumptions
used and accounting policies adopted by each company*!. As such, care needs to be
taken in interpreting outputs; trends in EP can provide as much information as absolute
values. For this reason, a 10-year analysis of EPs has been undertaken.

EY’s analysis shows positive EPs for the commercial priority portfolio
(excluding KiwiRail) in eight of the last 10 years

Figure 13 summarises, at a portfolio level, the outputs of EY’s analysis. A
distinguishing feature of the EY methodology (summarised at the end of this section)
is the inclusion of asset revaluations in assessing NOPAT. This is on the basis that
revaluation gains or losses reflect changes in economic income. To the extent

there are differences between revaluations and true market values of the assets, the
measurement will not accurately reflect economic income.

10 Crown Fibre Holdings is excluded given its recent incorporation.

11 In particular, the choice of WACC to establish the benchmark for measuring EP is not straightforward
and often controversial. WACC cannot generally be observed. Rather it is a theoretical estimate. There
are a number of methodologies for estimating WACC. The estimate of WACC each method produces
depends crucially on the input assumptions. The EY approach, for example, uses a one-year risk-free rate.
Companies’ own estimates of WACC often use a longer-term rate to reflect more accurately the longer-term
nature of their actual financing arrangements.

The Ernst

& Young
economic
profit analysis
concluded
that the
portfolio
generated
returns in
excess of its
cost of capital
over the
period

page | 31




page | 32

Figure 13 — SOE EPs - 2001/02 to 2010/11
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Observations from EY’s EP analysis include:

= The significant impact of asset revaluations - if revaluation effects are included,
the portfolio has returned strongly positive economic profits, particularly for 2004
to 2007; if revaluations are excluded from both NOPAT and invested capital, the
portfolio still returns an overall economic profit, but at a markedly reduced level.

= Irrespective of the approach to asset revaluations, the EP trends are similar. SOE
performance follows the economic cycles with growth in the mid-2000s, adverse
results through the GFC of 2008/09 and a partial recovery over the last two years.

= This translates broadly into two to three years of EP growth at the start of the 10-
year period, followed by four years of predominantly declining EP, and two years of
“up and down” performance.

= KiwiRail has returned significant economic losses (it has an asset base heavily
over-valued relative to commercial value, and accordingly is excluded from further
analysis).

The following sections explain further the impact of asset revaluations on EY’s EP
analysis, provide comparison to peer companies and identify individual entity trends.
Summary tables are provided at the end of this topic.

While including asset revaluation gains and losses carries caveats...

The cumulative economic profit of the portfolio (excluding KiwiRail) for the 10 years
to 2010/11, including asset revaluations, is assessed at $3.5 billion. Adjusting for
revaluations reduces that to around $800 million. The significant role of revaluations
in NOPAT and in meeting/exceeding the capital charge is highlighted in Figure 14.




Figure 14 — Net operating profit disaggregated vs capital charge
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The EY rationale for including asset revaluation gains and losses is that they represent
wealth gains for the period and will impact on return expectations in subsequent
periods. However, including revaluation gains and losses can create distortions as
revaluations can be the result of:

= inappropriate asset values assigned to companies at the start of the analysis period

= external factors, independent of management, that impact upon underlying asset
values (the Maui gas reserve redetermination being a real example), or

= assets appreciating in value through good strategic decision-making by Board and
management.

It is difficult to assess the extent to which revaluations are attributable to each of the
above. If revaluations capture all, or substantially all, of the market value of the entity,
inclusion of revaluation gains and losses will give a closer approximation of the true
shareholder return (excluding dividends).

Accordingly, there is merit in a parallel analysis of economic profit which incorporates
revaluation gains alongside that which excludes revaluations gains.

...EPs are generally positive both including and excluding revaluation gains...

Simplistically, an EP is achieved when the return on invested capital exceeds the WACC
corresponding to the risk profile of the business. A riskier business attracts a higher
cost of capital, and therefore needs to produce a relatively higher return in order to
achieve an EP.
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Figure 15 — Portfolio returns on invested capital (ROIC) vs WACC
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Source: EY SOE Economic Portfolio Analysis, November 2011

Figure 15 illustrates the portfolio-wide ROIC, both including and excluding revaluation
effects, compared to WACC. It highlights the extent to which ROICs were boosted by
sizeable asset revaluations applied to generator retailer SOEs in the mid-2000s. These
returns outstrip WACC over years two to six of the period under analysis, resulting in
the positive economic profits featured in Figure 13, and have been tracking closer to
WACC over the past four years. Adjusted ROICs follow a similar pattern, but track much
closer to WACC.

...and compare strongly against peer companies

In terms of performance against peers, it is appropriate to use the adjusted ROIC as
peer returns have most likely been calculated excluding asset revaluations. The peer-
based benchmark represents a weighted average of median (and 75th percentile)
returns for peer companies of each of the SOEs.

Figure 16 — Portfolio ROIC vs peers
%
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— Peer ROIC (Sample Median) Peer ROIC (75% Percentile) — ROIC (excl Revals)

Source: EY SOE Economic Portfolio Analysis, November 2011

Based on this analysis, SOE returns have tracked generally in the top quartile relative
to peers and a prima facie case could be made for high comparative performance
by the SOE portfolio. However, a comparison of returns by SOEs operating in the
New Zealand environment and comparable companies operating in quite different




jurisdictions is fraught. There are a number of reasons to treat such results with caution.
For example:

= Differences in financial reporting standards, both across time and across countries,
will impact calculated returns.

= Costs of capital for the “average” New Zealand firm may be higher than for, say, a US
firm where risk-free rates may be lower and market risk premium is conventionally at a
lower level.

= The calculations of ROIC are sourced from an external data provider where
comparable adjustments may not have been made.

All else being equal, two entities in different markets may display different ROICs
despite each generating the same EP relative to the appropriate WACC for their
jurisdiction. There is a full discussion on interpreting results in EY’s full report, which is
available on COMU'’s website.

Within the commercial priority portfolio, results for individual companies
show both positive and negative economic profits!?

The Crown’s portfolio consists of companies with diverse characteristics that can
impact EP measures in different ways, affecting the interpretation of conclusions
around performance.

Generator/retailers — impact of revaluations

The three generator/retailers represent more than half of the invested capital and

over 90% of the asset revaluation gains registered in the 10 years to 2010/11. With
revaluations, generator/retailer returns have been well in excess of WACC. However,
peer returns are calculated excluding revaluation gains, and potentially on an asset
base that includes revalued assets. On this basis, the comparison between generator/
retailers and peers is inconclusive.

Other large entities

The SOE portfolio also includes major companies each with their own performance
pattern.

= EY reports that Transpower has produced on average a small, positive economic
return. This is the expected outcome for a predominantly regulated natural
monopoly. In the latter years, EY suggests Transpower has generated much larger
EPs. This differs from the expected regulatory outcome and is primarily owing to
variances between EY’s methodology and the regulator’s approach. EY’s choice of a
one-year risk-free rate in particular has a significant impact. International regulatory
practice is to use a longer-term risk-free rate (5 to 10 years) to reflect companies’
actual financing arrangements.

= Landcorp’s return, when including land revaluations, follows closely the pattern for
land values over the past 10 years. If revaluations were to be excluded, Landcorp’s
returns would be negative, but steadier, not inconsistent with prevailing returns on
investment in farming.

12 A portfolio-wide analysis based on publicly available information, such as EY’s, is unlikely to provide the level
of precision of a bespoke company-level analysis with full access to company information. Care should be
taken when considering EY’s results in relation to company-specific analyses.
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= Air NZ's performance has been close to achieving an economic profit on average;
however, two of the last three years show significant economic losses.

= NZ Post’s performance, very positive in the mid-2000s, has dropped significantly
over the past three years, with NOPAT negative in absolute terms in each of the last
two years.

= Solid Energy has highly cyclical returns. Its financial statements significantly
understate asset values because of the way in which mining assets are accounted
for, resulting in predominantly positive economic values.

Mid-sized companies face challenges

TVNZ, Kordia, KiwiBank and Public Trust form a group of mid-sized entities whose
recent EP performance has, with a few exceptions, resulted in economic losses.
There is a set of extenuating circumstances which go some way to explaining the
performance. These include:

= KiwiBank has been in a growth phase which creates its own set of challenges.

= Kordia has been faced with the challenge of transitioning its business as a result of
the change from analogue to digital transmission technology.

= TVNZ has been required to operate in a mixed objective mode throughout much of
the analysis period.

Smaller company returns boosted by low asset valuations

On the surface, smaller companies appear to be achieving significant economic profits.
These companies — Animal Control Products, AsureQuality, Learning Media, MetService
and QV - have collectively returned ROICs well in excess of WACC and peer medians.

One of the main reasons for the good performance may be that invested capital is
under-stated on the financial statements of these companies. This is not surprising

as earnings are generally services-driven rather than asset-based, meaning that
accounting policies are less focused on maintaining currency of asset value. Firms are
not permitted to recognise internally generated intangibles, which may be one of the
reasons that the book values of invested capital are materially less than their market
value.

There have been some exceptions to this trend with Learning Media and QV
experiencing difficulties and/or economic losses over recent years.

Conclusions

EP analysis is a useful tool for understanding performance relative to the cost of capital
invested in the business. However, as with most measures, it is dependent upon
assumptions used and accounting policies adopted, and is best considered in parallel
with other performance metrics.

The results from EY’s study concluded that positive EPs were generated by the
portfolio for eight of the last 10 years, irrespective of whether asset revaluations are
included or excluded from the analysis. The analysis also provides a useful insight
into the underlying trends of SOE performance, where portfolio performance patterns
closely follow economic cycles.




Key assumptions and features of the Ernst & Young economic profit
methodology

Based on publicly available data.

Built around a simple EP formula of: Economic Profit = Opening Invested Capital
* (ROIC — WACC), where Opening Invested Capital equals the sum of

= shareholders’ equity
= netinterest-bearing debt

= revaluation gains on fixed assets (EY also undertook an analysis excluding
revaluation gains and losses, see below)

= less: capital work in progress, financial assets held for sale, minority interests
and investments not deemed as integral to operations.

ROIC is calculated by dividing NOPAT by the Opening Invested Capital. Key
components and assumptions around NOPAT include:

= operating profits defined as EBIT adjusted for revaluation gains or losses
(smoothed), with adjustments to maintain consistency with Opening Invested
Capital

= standardised treatment of tax, and
= fair value movements are generally ignored (some exceptions).

WACC is based on the simplified Brennan-Lally model, with key parameters as
follows:

= one-year WACCs, including one-year risk-free rate
= same Asset Beta applied over the whole period, and
= market risk premium of 7.5%.
A peer analysis for each of the SOEs, generating comparable ROICs.

A parallel assessment has been undertaken whereby NOPAT is calculated both
inclusive and exclusive of the effects of (smoothed) revaluation gains/losses (with
consistent adjustments to invested capital applied).

SOEs have been given the opportunity to provide feedback, but an intensive
consultation process has not been entered into.

The EP model has been developed in the context of the Treasury undertaking
analyses with parallel metrics such as Total Shareholder Return and Market Value
assessments.
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Summary tables

Table 8 — Summary results from the EY analysis, including revaluations

Opening Invested

Capital ($m) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Generator/retailers

Genesis 866.4 1,091.1 1,183.7 1,249.8 1,359.6 1,245.0 1,531.6 1,414.3 1,578.1 2,070.6
Meridian 1,904.5 2,669.4 3,497.0 3,925.6 4,827.3 4,622.6 6,140.0 5,282.3 6,082.9 6,333.0
Mighty River Power 1,229.0 1,404.6 1,756.3 2,008.4 2,400.8 2,618.1 2,431.3 2,484.8 2,883.8 3,481.1
Other (excl KiwiRail)

Air NZ 3,860.0 1,870.9 1,657.8 1,520.1 1,874.3 2,391.4 2,565.8 2,068.6 1,648.0 2,064.2
Airways 58.8 55.1 57.4 45.7 335 27.3 72.1 64.6 66.0 64.9
Animal Control Products 2.3 3.4 34 3.6 3.1 3.3 3.8 4.2 4.7 4.7
AsureQuality 14.9 155 16.5 18.3 20.1 335 33.2 27.8 25.7 31.6
Kordia 140.9 155.3 155.2 205.8 205.4 188.1
KiwiBank 66.1 57.2 98.0 116.7 168.3 247.4 316.8 340.0 576.4
Landcorp 523.7 631.6 694.4 830.3 1,013.8 1,356.6 1,376.5 1,687.3 1,634.6 1,494.7
Learning Media 4.7 35 4.0 0.7 2.9 45 7.0 25 (0.4) 0.2)
NZ Post 335.1 302.0 283.0 294.1 355.9 397.5 344.5 434.2 493.4 417.4
Public Trust 38.0 38.9 39.0 38.3 41.4 49.2 15.0 (17.2) 20.1
Qv 5.2 5.4 6.8 8.2 8.4 6.9 9.2 15.5 19.0 20.0
Solid Energy 56.0 51.6 85.1 89.7 154.0 220.2 306.9 351.6 385.8 538.3
Transpower 2,058.8 2,046.0 2,009.2 1,952.6 1,965.4 1,962.3 1,826.4 1,974.7 2,131.6 2,427.1
TVNZ 397.9 392.2 419.6 248.9 271.2 222.2 190.3 191.7 207.5 196.7
All (excl KiwiRail) 11,323.5 | 10,653.0 | 11,776.7 | 12,340.6 | 14,593.0 | 15,483.9 | 17,296.1 | 16,552.0 | 17,699.9 | 19,944.1
KiwiRail 11,877.6 12,4157 @ 12,375.0
Total 11,3235 | 10,653.0 | 11,776.7 | 12,340.6 | 14,593.0 | 15,483.9 | 17,296.1 | 28,429.6 | 30,1156 | 32,319.1
WACC 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Generator/retailers

Genesis 7.2% 7.3% 6.5% 7.4% 7.5% 7.9% 8.2% 8.4% 6.7% 6.0%
Meridian 7.2% 7.3% 6.5% 7.4% 7.5% 7.9% 8.2% 8.4% 6.7% 6.0%
Mighty River Power 7.2% 7.4% 6.5% 7.4% 7.5% 7.9% 8.2% 8.4% 6.7% 6.0%
Other (excl KiwiRail)

Air NZ 10.5% 10.6% 9.2% 9.4% 9.4% 9.7% 10.6% 11.8% 8.6% 7.9%
Airways 9.0% 9.1% 8.4% 9.2% 9.3% 9.7% 10.0% 10.1% 8.2% 7.8%
Animal Control Products 9.5% 9.6% 8.9% 9.7% 9.9% 10.3% 10.6% 10.6% 8.6% 8.3%
AsureQuality 8.6% 8.7% 8.0% 8.8% 9.0% 9.4% 9.7% 9.7% 7.7% 7.4%
Kordia 12.3% 12.7% 13.0% 13.1% 11.1% 10.7%
KiwiBank 11.0% 10.4% 11.3% 11.4% 11.9% 12.2% 12.0% 9.8% 9.8%
Landcorp 7.8% 8.0% 7.3% 8.1% 8.2% 8.6% 8.9% 9.1% 7.1% 6.7%
Learning Media 7.0% 7.0% 6.5% 7.3% 7.5% 7.9% 8.2% 8.1% 5.8% 5.8%
MetService 7.8% 8.0% 7.2% 8.0% 8.2% 8.6% 8.9% 9.1% 7.2% 6.6%
NZ Post 10.2% 10.3% 9.7% 10.5% 10.7% 11.1% 11.4% 11.3% 9.1% 9.0%
Public Trust 11.7% 11.1% 12.0% 12.1% 12.6% 12.9% 12.7% 10.5% 10.4%
Qv 12.3% 12.4% 11.8% 12.6% 12.8% 13.2% 13.5% 13.4% 11.3% 11.1%
Solid Energy 13.0% 13.0% 12.5% 13.3% 13.5% 13.9% 14.2% 14.1% 11.8% 11.8%
Transpower 6.5% 6.6% 5.9% 6.7% 6.9% 7.3% 7.6% 7.6% 5.7% 5.3%
TVNZ 10.3% 10.4% 9.7% 10.6% 10.7% 11.1% 11.4% 11.4% 9.3% 9.1%
All (excl KiwiRail) 8.5% 8.1% 7.1% 7.8% 8.0% 8.5% 8.9% 9.2% 7.1% 6.6%
KiwiRail 11.4% 9.4% 9.0%
Total (weighted average) 8.5% 8.1% 7.1% 7.8% 8.0% 8.5% 8.9% 10.1% 8.1% 7.5%
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ROIC 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Generator/retailers

Genesis 10.7% 12.1% 10.7% 11.8% 3.5% 1.7% 5.1% 1.0% 13.0% 9.4%
Meridian 16.0% 13.4% 16.1% 17.3% 14.4% 26.1% 6.9% 7.9% 9.2% 5.0%
Mighty River Power 16.4% 18.8% 17.7% 18.1% 12.7% 10.1% 10.8% 18.1% 13.1% 10.9%
Other (excl KiwiRail)

Air NZ (3.7%) 11.9% 12.5% 12.8% 8.0% 9.5% 10.8% 4.9% 8.6% 5.6%
Airways 14.2% 16.8% 17.3% 20.6% 25.9% 34.1% 16.8% 8.7% 8.6% 9.8%
Animal Control Products 37.9% 19.2% 21.5% 31.0% 43.6% 33.1% 30.0% 23.0% 22.6% 33.5%
AsureQuality 27.2% 23.2% 36.0% 32.9% 31.3% 5.2% 14.6% 18.9% 26.4% 24.3%
Kordia 11.6% 10.5% 7.1% 2.4% 5.2% (5.4%)
KiwiBank (18.9%) (1.0%) 7.4% 13.4% 17.8% 12.0% 4.0% 20.0% 5.0%
Landcorp 15.6% 1.2% 15.2% 18.7% 31.5% 2.9% 19.8% (4.6%) (6.3%) 7.8%
Learning Media 23.6% 24.9% (1.8%) 22.9% 28.6% 6.1% (44.5%) 60.3% N/A N/A
MetService 47.7% 42.0% 45.1% 53.6% 42.6% 34.3% 56.2% 35.3% 29.8% 22.5%
NZ Post 12.3% 15.5% 20.0% 21.5% 18.3% 16.7% 15.5% 4.6% (3.9%) (4.3%)
Public Trust 0.1% 0.4% 3.2% 5.7% 10.7% (66.1%) @ (348.8%) N/A 6.9%
Qv 17.2% 38.9% 12.1% 20.2% 24.3% 27.4% 134.3% 7.3% 3.1% (7.3%)
Solid Energy 47.8% 85.2% 42.1% 8.6% 56.5% 37.5% 8.1% 37.4% 20.9% 20.4%
Transpower 8.2% 3.9% 5.8% 8.6% 7.0% 8.1% 8.3% 9.2% 9.7% 7.5%
TVNZ 5.7% 7.7% 6.6% 11.4% 3.0% 2.1% 5.2% 2.2% 3.9% 5.7%
All (excl KiwiRail) 7.1% 11.2% 13.3% 15.0% 12.8% 13.8% 9.2% 7.4% 8.8% 7.3%
KiwiRail 1.5% (0.5%) 0.8%
Total (weighted average) 7.1% 11.2% 13.3% 15.0% 12.8% 13.8% 9.2% 4.9% 5.0% 4.8%
Economic Profit ($m) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Generator/retailers

Genesis 30.6 52.1 48.8 55.9 (55.5) (77.3) (47.9) (105.6) 99.4 70.0
Meridian 166.8 162.0 333.7 389.7 330.4 842.8 (78.9) (27.0) 150.7 (66.8)
Mighty River Power 112.3 160.1 196.0 215.1 125.1 57.7 62.1 239.9 184.7 170.1
Other (excl KiwiRail)

Air NZ (545.5) 24.1 55.1 52.3 (24.9) (5.9) 6.0  (142.1) (0.1) (46.6)
Airways 3.1 4.3 5.1 5.2 5.6 6.7 4.9 (0.9) 0.3 1.3
Animal Control Products 0.6 0.3 0.4 0.8 1.0 0.8 0.7 0.5 0.7 12
AsureQuality 2.8 23 4.6 4.4 45 (1.4) 1.6 25 4.8 5.3
Kordia (1.0) (3.4) 9.2) (21.9) (12.1) (30.3)
KiwiBank (19.8) (6.5) (3.7) 2.2 10.0 0.4) (25.6) 34.6 (27.3)
Landcorp 40.8 (42.8) 55.1 88.3 235.4 (77.5) 149.4  (230.8) (219.9) 17.7
Learning Media 0.8 0.6 (0.3) 0.1 0.6 (0.1) (3.7) 1.3 1.4 0.5
MetService 2.4 2.2 24 3.5 24 1.9 2.7 2.7 2.5 24
NZ Post 6.9 15.8 29.1 32.4 27.1 22.3 13.9 (29.2) (64.2) (55.7)
Public Trust (4.4) (4.2) (3.4) (2.5) (0.8) (38.9) (54.2) 5.0 0.7)
QV 0.3 1.4 0.0 0.6 1.0 1.0 11.1 (0.9) (1.6) (3.7)
Solid Energy 19.5 37.3 25.3 (4.1) 66.3 52.1 (18.8) 82.0 34.8 46.3
Transpower 35.6 (54.2) (2.4) 35.8 1.1 16.2 11.1 31.4 86.1 53.8
TVNZ (18.4) (10.3) (13.3) 2.0 (21.0) (20.0) (11.8) (17.8) (11.3) (6.7)
All (excl KiwiRail) (141.5) 331.0 728.8 874.7 697.8 825.1 53.9 (295.6) 295.7 130.9
KiwiRail (1,180.2) (1,225.9) (1,014.5)
Total (141.5) 331.0 728.8 874.7 697.8 825.1 53.9 | (1,475.8) (930.2) (883.6)
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Special Topic: Improving State-
owned Enterprise Transparency

Over recent years, COMU has promoted a range of initiatives to
improve the transparency of SOE performance and operations with
the broad objective that SOE disclosure levels be commensurate
with comparable listed companies.

This section assesses SOE disclosures and concludes that, while there is further scope for
improvement, disclosure levels are approaching those of comparable listed companies.

High disclosure levels increase accountability

Irrespective of ownership basis, it is accepted that transparency in business
encourages accountability for financial and operational performance. High-profile
corporate failures and sector collapses over recent years have highlighted the impact
when transparency is deficient. This has resulted in a number of initiatives to strengthen
corporate transparency and accountability, including Sarbanes-Oxley and the

New Zealand Stock Exchange (NZX) reviewing its continuous disclosure regime.

For listed companies, market supervisors and shareholders alike demand a timely
flow of detailed information on company performance, both actual and projected. For
government-owned corporations, there are different drivers — it is primarily an issue of
public accountability. Accordingly, the Organisation for Economic Co-operation and
Development (OECD) recommends that “in the interest of the general public, SOEs
should be as transparent as publicly traded companies” and supports that objective
through a comprehensive set of transparency and disclosure guidelines®.

The SOE information disclosure framework has developed over recent years

The past five years have seen the emergence of a number of initiatives to raise the level of
transparency and quality of disclosure of SOE operations as demonstrated in Figure 17 below.

Figure 17 — SOE disclosure initiatives

SOE Disclosure and Transparency — past practice

Board valuations in SCls untested

No requirement for continuous disclosure

Results reported at compliance level only, no “investor presentations”
Closed audience for Quarterly Reports

Annual results not released until late October

Financial performance measures not standardised

Independent Valuations (2007)

External generator-retailer valuation reports, including
assessment of comparative disclosure levels

Annual Meetings (2009)

Large SOEs initiate a series of full public meetings
to coincide with annual results

Standard Financial Ratios (2008)

Minimum standardised set of financial performance
measures introduced

Quarterly Reports (2010)

Increased disclosure levels set for Quarterly
Reports

Continuous Disclosure (2010)

Continuous Disclosure regime established for eight
largest SOEs in January 2010

Annual Results Disclosure (2011)

Full disclosure of annual results, including Annual
Reports and investor presentations by end of August

SOE Disclosure and Transparency — 2011

= Parallel assessment of SOE commercial valuations
= SOE Continuous Disclosure regime in place

= Improved annual results disclosure, including “investor presentations”
= Quarterly operational performance reports disclosed to public

= Annual results released fully by late August for large SOEs

= Minimum standards for financial performance measures

13 Accountability and Transparency: A Guide for State Ownership, OECD, 2010.




By 2011 the landscape for SOE disclosure had changed considerably, although
changes have not been applied universally. In order to avoid unnecessary compliance
costs for smaller companies, new provisions have affected mainly large SOEs.

Figure 18 — Current SOE disclosure practice

Energy SOEs:
Genesis, Meridian,
MRP, Solid Energy,
Transpower

Other Large SOEs:
NZ Post (and
KiwiBank),
KiwiRail, Kordia

Smaller SOEs:
Airways, ACP,
AsureQuality,
Learning Media,
MetService, QV

Continuous
Disclosure

Disclosures

per company
2010/11: Electricity
companies 10-19
Solid Energy 4

4-5 disclosures per
company 2010/11

No continuous
disclosure
requirement

Periodic
Reporting

All Energy

SOEs now
provide quarterly
operational reports
to the public

Only interim (6-
monthly) reports
published as
required by SOE
Act

Interim reports
(6-monthly)
published as
required by
SOE Act

Analyst
Presentation

All Energy SOEs
produce “analyst
presentations” of
annual results

NZ Post produces
an “analyst
presentations” of
annual results

Disclosure limited
to Annual Report
as required by
Companies Act
and SOE Act

Public
Meeting

All companies
schedule a public
meeting

All companies
schedule a public
meeting

Of these, only a
few scheduled a
public meeting

Figure 18 highlights not only the improvements in disclosure, but also the variation

in disclosure levels across categories of SOE. Each of the initiatives Continuous
Disclosure, Periodic Reporting, Analyst Presentations and Public Meetings — represents
a new disclosure channel for SOEs. As a result:

= large SOEs now face similar disclosure requirements as those expected of
companies listed on the NZX, and

= smaller SOEs, and those in less competitive environments, are subject to disclosure
requirements below those set by publicly traded companies.

New disclosure channels alone are not sufficient; quality of disclosure is

also important

New disclosure channels for large SOEs improve accountability, leading to an
expectation that this will translate into the ultimate goal of improved performance.
However, for this to occur, good practice needs to follow. Are new disclosure channels
being used effectively and how good is the quality of information disclosed?

In short, a framework has been established; however, performance improvement will
only come with appropriate behaviours within that framework.

There are two components of the disclosure framework that merit closer attention:

= Continuous Disclosure: the extent to which the quality and quantity of SOE disclosures
meet expectations and/or match behaviours by NZX listed companies, and

= Results Presentation: quality and timing of information disclosed around company
performance relative to peer companies listed on the NZX; the primary focus being
on generator/retailers.
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Continuous disclosure, after a slow start, is growing

SOE continuous disclosure was instigated in January 2010 for the eight largest SOEs —
Genesis, Meridian, Mighty River Power, Solid Energy, Transpower, NZ Post, KiwiRail and
Kordia. The SOE continuous disclosure board is maintained on the COMU website.

Initially, there was room for improvement in the disclosure regime’s performance in
terms of volume and quality. SOE disclosures fell short of the NZX benchmark. It was
only with the flurry of results announcements for 2010/11 (see 2010/11 Q1 in Figure 19)
that disclosure levels moved to a reasonable level. Figure 19 also shows a pattern of
subsequent growth in announcements through to 2011/12 Q1.

Figure 19 — SOE continuous disclosure announcements, volume by quarter
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On the surface, the volume of disclosure would still seem below to that of the NZX. For
example, in the final quarter of 2010/11, Contact and TrustPower had 34 and 25 NzX
announcements respectively, whereas the three comparable generator/retailers had

14 in total. However, when excluding announcements irrelevant for an SOE such as
share allotments, director disclosures and share buybacks, Contact and TrustPower’s
announcement counts were just seven and five respectively. Volume is not an issue.

In terms of addressing the OECD objective of being as transparent as publicly traded
companies, the focus needs to be on the quality of information disclosed.

When compared to similar NZX announcements, SOE announcements on COMU’s
website appear to be constrained by the guidelines set to ensure that results
announcements meet a minimum standard. This observation is supported by the fact
that some SOEs (Meridian, Mighty River Power, Genesis and Solid Energy) also make
announcements on the NZX board. At times the same news is supported by more in-
depth information on the NZX board, and at other times certain announcements are
made only on the NZX board. With some rationalisation between the two disclosure
regimes, the quality of SOE disclosure should approach that of listed companies.

Presentation of results has improved, but gaps remain

A key area of development in SOE disclosure levels has been in the public presentation
of annual and quarterly results.




There have been considerable improvements in disclosure of annual results by SOEs,
particularly larger companies. In September 2010, the Energy and Environment Weekly
reported that SOEs were still “miles away from listed company disclosure” noting that
“none have yet managed to produce a full set of financials [by the end of August] to
accompany the bald numbers” and that “Contact, by comparison, released 55 pages
of detailed slides, a detailed press statement, full financials and a fulsome management
discussion and analysis.”

By 2010/11, all electricity SOEs now provide supporting financial data to accompany
their announcement of annual results, including full financials in a timely fashion and
“analyst presentations”. The analyst presentations provide more in-depth operational
and cost data for all stakeholders to support their understanding of the dynamics of the
business and what is driving performance.

Contact Energy has typically set the benchmark in terms of disclosure level for annual
results through its comprehensive investor presentations, particularly as it operates

in the same sector as three of the largest SOEs. The SOE generator/retailers all now
produce “investor presentations” alongside their Annual Reports and full financial
results. While there has been a significant improvement in SOE disclosure levels, there
is still a gap in some areas, in particular around input pricing.

In electricity and other sectors, Macquarie has incorporated a comparison of disclosure
levels as part of its independent commercial valuations undertaken for COMU. Both
Solid Energy and NZ Post were appraised in such a fashion and Macquarie’s analysis
shows that each company has disclosure levels generally lower than comparable listed
companies®.

In addition to improvements in annual disclosure, quarterly operating results are now
disclosed by the energy SOEs - Genesis, Meridian, Mighty River Power, Solid Energy
and Transpower. These provide a significant level of previously undisclosed information
to the market. In terms of information quality they fall somewhere between Contact’s
comprehensive monthly operational data reports and TrustPower’s summary quarterly
reports.

Conclusions

There have been significant improvements to SOE disclosure levels over recent
years, both in quantity and quality. These represent a welcome addition and
contribute positively to the OCED objective of being as “transparent as publicly traded
companies”.

For larger SOEs, the evidence is there in terms of continuous disclosures and analyst
reports, even if there is room for some improvement in terms of quality. For smaller
SOEs, disclosure levels are still below comparable company disclosures. COMU is
proposing to expand the SOE disclosure regime to cover all SOEs, and smaller SOEs
can then look to the disclosure practices of similar-sized NZX-listed companies as
benchmarks.

Should a mixed ownership model emerge, there will be interest in the extent to which
affected companies change disclosure habits when faced with market participants as
shareholders. The evidence here suggests that there will be some increase in disclosure,
but not the step-change that would have been required prior to the recent initiatives.

14 Comparable companies: NZ Post — Freightways and Mainfreight; Solid Energy — McArthur Coal and Coal & Allied.
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Special Topic: CFl Risk Tolerance

Accident Compensation Corporation
(ACC): reserves to provide for the
future costs of comprehensive accident
insurance.

Government Superannuation Fund (GSF):
“defined benefit” retirement savings
scheme for public sector employees. Now
closed to new members.

New Zealand Superannuation Fund
(NZSF): partial funding for future New
Zealand Superannuation obligations.

Earthquake Commission (EQC): cover for
earthquakes and other natural disasters.

National Provident Fund (NPF): a collection
of 11 superannuation schemes, most
relating to specific industries and all now
closed to new members.

As the Government’s portfolio of CFls becomes an
ever larger part of the Crown’s balance sheet, the
Government needs to be comfortable with the level
of risk being borne across the CFl portfolio.

The five CFlIs are autonomous Crown entities that invest funds

to help cover future known or anticipated Crown liabilities. Any
residual liability ultimately lies with the Crown. As such, itis

the Government, and hence the taxpayer, that ultimately bears

the investment and funding risks associated with these funds.
Following the GFC in 2008/09 the Government has increased its
focus on risk management for the CFI portfolio. Here we look at
the different investment strategies of the CFls and consider the
levels of discretionary investment risk currently being taken relative
to the liabilities across the CFl portfolio.

The CFI portfolio holds significant assets to help meet
future Crown obligations...

At year end the levels of investment assets and liabilities (net

present value of anticipated future obligations) varied across the CFI portfolio as shown

in Figure 20.

CFls face an
investment
strategy
decision;
higher risk
can deliver ,,
higher returns
but involves
higher
volatility in
the short-term

245

ACC

m Assets

Figure 20 — CFI portfolio assets and liabilities as at 30 June 2011

18.7

10.2

<
)

GSF NZSF EQC NPF

Liabilities m Unfunded Liability

Source: Entity Annual Reports (EQC includes reinsurance)

In basic terms, the objective of each of the CFls is to make a return on investment, and
therefore grow the sum available to meet its future obligations. The investment strategy
adopted by each CFl has regard for the timing and scale of those obligations. While NZSF
has no formally recognised liabilities, the expectation is for the Fund to provide for a material
portion (4% to 11%) of New Zealand Superannuation payments from 2031 onwards.
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...and invest in different levels of growth assets to help
meet their respective objectives

Each entity is responsible for determining its own investment strategy.
In general, the higher the allocation to growth assets (eg, listed
equities, property, commodities, unlisted/private equity) the more
risky/volatile the returns on the investment portfolio are expected to be.
Typically there is less correlation between growth assets (especially
equities) and the value of future liabilities than there is between income
assets and the value of future liabilities (in particular duration matched,
and, where applicable, inflation-linked bonds). As such, the volatility

of the funding ratio (assets over liabilities) is likely to be higher where
there is a significant allocation to growth assets. However, where

there is a funding gap, an allocation to growth assets can help bridge
this gap by delivering an expected return premium over time. In
determining the growth/income asset mix of the investment portfolios,
each CFI gives consideration to the following factors:

= the relevant legislation, including ministerial directives

= the return objective(s) of the fund — typically stated in relation to
cash or Government bond indices

= the CFI's investment horizon — generally the longer the investment
time horizon the more short-term volatility can be tolerated

= the current level of unfunded outstanding claims liability (where
applicable) — typically the higher the funding level (assets over
liabilities) the higher the level of income assets

= the timing, or duration, of the future liabilities — the longer the
duration of the liabilities the more sensitive they are to changes
in interest rates and inflation

= liquidity requirements — where short-term cash flows are required,

Case study — GSF

The past service liabilities for members

of the GSF Scheme are clearly defined

and the scheme is mature (annuitants
outnumber contributors by about four to
one). This normally would suggest that the
majority of assets of the Fund should be
invested in relatively low-risk fixed interest
investments, but the large unfunded liability
gives rise to GSF employing a much more
growth-oriented investment portfolio.

The scale of the unfunded liability and
the estimated lifetime of the liabilities of
the scheme (up to 60 years) means that
the Fund can tolerate more short-term
volatility (in an attempt to partially close
the funding gap) without significantly
impacting on the short-term funding
requirements from the Government
(currently about $700 million per annum).

Contributions to the schemes in relation
to active members are already insufficient
to fund annual benefit payments. The
schemes within GSF have been closed

to new members since 1992. While the
liabilities of the Fund are substantial,
these are expected to reduce over time as
the scheme continues to mature.

or may be required at short notice, a high level of liquid investments is desirable, and

= the level of current and expected future contributions.

The current investment strategies employed by each of the CFls are summarised in the

following table.

Table 9 — Growth/income mix across CFI portfolio

CFI Growth (%) | Income (%) | Influencing Factors
ACC 35 65 = High level of funding in some accounts
= Mix of short- and long-term liabilities
= Target full funding by 2018/19
GSF 70 30 = See case study opposite
NZSF 80 20 = Long investment horizon; no withdrawals until
2030/31
= No recognised liabilities
= Legislated to “maximise return without undue risk”
EQC 30 70 | = Unpredictable future liabilities
= Short-term liquidity requirements
NPF 25 75 = Average asset weighted benchmark of 11 schemes
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In isolation we can see the rationale for the growth/income asset splits adopted by each
of the CFls given their respective objectives and current financial positions. However,
the Government needs to be comfortable with the level of risk being borne across the
CFlI portfolio in the context of its broader financial position.

CFls have adopted different levels of discretionary risk relative to
Minimum Risk Portfolios...

In 2008/09 each of the CFls was asked to give consideration to the least risk portfolio
that best matched its liabilities. These strategies became known as the Minimum Risk
Portfolios (MRPs) and were intended to minimise the uncertainty about the level of
capital contribution required from the Government to meet future obligations. This
work was not applicable to NPF.

MRPs were not intended to be an optimal portfolio but rather to provide an indication
of the minimum level of growth assets (and therefore investment risk) that a CFl should
hold. Reducing risk assets to levels below MRP would result in greater risk to the
Crown as, by definition, the liabilities would be expected to grow at a greater rate than
the combination of assets, investment income and capital contributions.

MRPs allow us to estimate the potential impact on the Crown’s finances resulting from a
significant (two standard deviation) market event by comparing the level of growth/risky
assets within each CFI's benchmark or reference portfolio with MRPs. This difference
represents the level of discretionary investment risk taken by each of the CFls, over and
above the minimum risk position (see Figure 21).

Figure 21 — CFI discretionary risk relative to MRPs

EQC
NZSF
GSF

ACC

0 20 40 60 80 100

m MRP Growth Assets m Discretionary Growth Assets = Income Assets

Source: COMU

...that the Government needs to assess its comfort with...

At its current size we estimate that the CFI portfolio is making approximately $16 billion
of discretionary investment in growth assets. Assuming growth asset volatility of 15%,
this implies a two standard deviation range (95% confidence interval) of expected
investment return of approximately #+$5 billion in any one year. This equates to about
+11% of the CFI portfolio, or +2.5% of annual GDP. In comparison, the CFI portfolio
lost approximately 12% of its value during the GFC in 2008/09.

This discretionary risk is expected to be compensated by additional return over time,
by capturing a risk premium in return for accepting a higher level of short-term volatility.
This is expected to reduce the demands for capital injection from the Crown over the
long term.




It is not clear whether the level of discretionary risk taken by each CFl is optimal. However,
with the size of the CFI portfolio (in terms of assets and liabilities) forecast to grow over
time, the Government will continue to monitor the level of discretionary risk being borne
across the CFI portfolio, and maintain comfort as the Crown balance sheet changes.

...relative to the sensitivity of CFl liabilities to changing economic
conditions

The present value of the liabilities of each CFl is sensitive to changes in economic
conditions, in particular interest rates and inflation. By holding long-term income
assets that will tend to appreciate in value when real interest rates decline (increasing
the present value of future obligations), CFls can reduce the risk of a significant
deterioration in the funding gap between assets and liabilities. This in turn minimises
the year-on-year impact on the Crown accounts by reducing the volatility of the
respective net surplus/deficit between the assets and liabilities.

The Crown’s biggest liability exposures within the CFI portfolio lie with ACC and the
levels of funding expected to be met by NZSF. For ACC, with a target of full funding by
2018/19 (in the accounts which are funded by levies), if a high level of correlation can
be achieved between the assets and liabilities of the Fund then the year-on-year impact
of changes in the net surplus/deficit should be limited, irrespective of the growth in the
size of ACC'’s assets. With respect to NZSF, the Government will continue to monitor
whether the discretionary risk being taken is appropriate in the context of the long-
dated funding profile that has been set for the Fund.

As the funding gap between assets and liabilities closes we would expect to see the
level of discretionary risk taken within the CFI portfolio reduce over time.

Conclusions

As the CFI portfolio grows as a proportion of the Crown’s balance sheet the associated
asset risk will increase. CFls have taken on some discretionary investment risk relative
to their liabilities with the expectation of achieving additional returns in compensation
for the additional risk. Any additional return achieved over time will reduce the overall
commitment required from the Crown to meet its future obligations as they fall due.

The size and composition of the resulting risk remains an important area to monitor
with an underlying aim of trying to ensure that falling asset values do not unduly add to
general financial stress in any future financial crisis.
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2010/11 Board Appointment
Activity

COMU is responsible for assisting responsible Ministers manage Board member
appointment and reappointment processes. At year’s end, this included 50
Boards covering 12 ministerial portfolios (note that for five of these entities COMU
is not involved in performance monitoring, and they are not included in the “Entity
Performance” pages at the back of this report).

Three new Boards were added to COMU'’s responsibilities during the financial year;
Health Benefits Limited (Minister of Health), Crown Fibre Holdings Limited (Minister of
SOESs) and the New Zealand Productivity Commission (Minister of Finance). The 2025
Taskforce was dis-established.

page | 48

Further information on the Boards included, and the appointments process, is
available on COMU’s website. COMU maintains an online database for people
interested in Crown governance roles. Anyone interested can register online at

www.boardappointments.co.nz

During the year, amongst the Boards COMU is responsible for, there were:

= 58 retirements of individual Board members (56 in the previous year)

= 36 reappointments of serving directors to the same position (28 in the previous

year), and

= 80 new appointments, or elevations of serving directors to Chair or Deputy Chair
roles (90 in the previous year).

New Chairs

The portfolio has seen a number of new Chair appointments during 2010/11, and two
that were agreed during the financial year, but took effect after the end of the financial
year. These are noted in Table 10.

Table 10 — New Chair appointments

Entity

New Chair

Retiring Chair

Airways Corporation of

New Zealand Ltd
AsureQuiality Ltd
Government Superannuation
Fund Authority

Health Benefits Ltd

Industrial Research Ltd
Meridian Energy Ltd

New Zealand Post Ltd

New Zealand Productivity
Commission

New Zealand Railways
Corporation

Radio New Zealand Ltd

The New Zealand Institute for
Plant and Food Research Ltd
Timberlands West Coast Ltd
Transpower New Zealand Ltd

Susan Paterson*

Janine Smith
Keith Taylor

Ted van Arkel

Michael Ludbrook*
Chris Moller

Hon Dr Michael Cullen
Dr Murray Sherwin

John Spencer

Richard Griffin
Michael Ahie

Dr Russ Ballard
Mark Verbiest

* appointment took effect after 1 July 2011

Con Anastasiou

John Spencer
Tim McGuinness

N/A — new company
Keith McConnell
Wayne Boyd

Rt Hon Jim Bolger
N/A - new entity

Rt Hon Jim Bolger

Christine Grice
Jim McLean

Martin Sawyers
Wayne Brown




Board demographics

The breakdown of the Boards COMU is responsible for is as follows (the 2009/10
figures cover the 48 Boards covered by COMU at the beginning of the year; the
2010/11 figures include three new Boards — Crown Fibre Holdings Limited, Health
Benefits Limited and New Zealand Productivity Commission).

Table 11 — Demographic breakdown, as at 1 July 2010

Ethnicity Female Male Total
European 28.5% (81) 58.5% (166) 87.0% (247)
Maori 3.2% (9) 6.0% (17) 9.2% (26)
Pacific Peoples 0% (0) 0.4% (1) 0.4% (1)
Chinese 0.3% (1) 1.4% (4) 1.7% (5)
Other/Unspecified 0.7% (2) 1.1% (3) 1.8% (5)
Total 32.7% (93) 67.3% (191) 100% (284)

Table 12 - Demographic breakdown, as at 30 June 2011

Ethnicity Female Male Total
European 29.3% (86) 57.8% (170) 87.1% (256)
Maori 4.1% (12) 5.4% (16) 9.5% (28)
Pacific Peoples 0% (0) 0.3% (1) 0.3% (1)
Chinese 0.6% (2) 1.4% (4) 2.0% (6)
Other/Unspecified 0.3% (1) 0.7% (2) 1.0% (3)
Total 34.4% (101) 65.6% (193) 100% (294)

Table 13 —-Regional distribution of directors

Region At 1 July 2010 At 30 June 2011
Northland 1.4% (4) 0.3% (1)
Auckland 33.8% (96) 35.4% (104)
Waikato 5.6% (16) 4.4% (13)
Bay of Plenty 4.2% (12) 4.1% (12)
East Cape 0.7% (2) 0.7% (2)
Hawke’s Bay 2.8% (8) 3.1% (9)
Taranaki 0.4% (1) 0.3% (1)
Manawatu-Whanganui 1.8% (5) 1.4% (4)
Wellington 25.7% (73) 24.8% (73)
Tasman - 0.3% (1)
Nelson 2.1% (6) 2.0% (6)
Marlborough 0.7% (2) 0.7% (2)
West Coast 0.4% (1) 0.3% (1)
Canterbury 11.3% (32) 13.3% (39)
Otago 4.2% (12) 5.1% (15)
Southland 1.4% (4) 1.4% (4)
Overseas 3.5% (10) 2.4% (7)
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Crown Financial
Institutions




Accident Compensation Corporation

Financial performance m r
CHAIR » John Judge ancial pertormance measures

$m 2007 2008 2009 2010 2011 5 Year

BOARD » John McCliskie,

. Funds Under M t (FUM)*
Rob Campbell, Murray Hilder, unds Under Management ( )

Jane Huria, John Meehan, Opening FUM 7,934 9,181 9,569 10,570 13,100 7,934
Paula Rebstock, Jill Spooner +/- Investment returns 767 (77) 316 1,350 1,726 4,082
CHIEF EXECUTIVE » o Tax
Ralph Stewart +/- Cash inflow/(outflow) 480 465 685 1,180 1,775 4,585
Closing FUM 9,181 9,569 10,570 13,100 16,601 16,601
Activities Returns & Risk % pa
ACC is a Crown entity, established Return** 9.3% (1.0%)  3.1% 125%  124% |  7.1%
to provide comprehensive no- Objective*** 9.6%  (1.2%) 0.9%  11.4%  11.7% 6.2%
fault personal injury cover for all Passive benchmark 9.1%  (1.7%) 0.4% 10.9% 11.2% 5.7%
New Zealand residents and visitors. Fund risk (volatility****) 6.0%
Passive benchmark risk 5.6%

Since 1999 in the Work, Earners’

and Motor Vehicles Accounts and Notes:

* Total Reserves Portfolio assets. Excludes operational cash

since 2001 in the Non-Earners’ **  After an allowance for investment management fees and costs (-0.20% pa) and after adding back offshore
Account. ACC has operated ona withholding taxes (+0.04% pa) paid by ACC. ACC does not pay tax in New Zealand
)

fu”y funded baSIS; that Is, It collects **** Annualised standard deviation of quarterly returns. Indicative of expected variability of the return in any one year
sufficient levies to cover the lifetime Asset allocation - past five years

costs of injuries incurred in that % FUM

*** Passive benchmark plus 0.5% pa

year®. The future costs of these 100
claims represent ACC'’s liabilities :2
and the Corporation invests funds 70
from these levies to cover these 60
future costs. These investments 50
represent most of ACC’s assets. 40

30
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0

2007 Q1
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2008 Q1
2008 Q2
2008 Q3
2008 Q4
2009 Q1
2009 Q2
2009 Q3
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2010 Q3
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2011 Q1
2011 Q2
2011 Q3
2011 Q4

m Other Growth Assets m Property =~ Overseas Equities = New Zealand Equities
Overseas Bonds m New Zealand Bonds m Cash

Return index
Return index (based at 100 at end 2004/05 Q4)
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15 A “residual” levy will be collected until
2018/19 to cover the fully funded costs of
injuries incurred between 1974 and 1999
that still require support. _ ACC — ANZ

2007Q2
2007Q3
2007Q4
2008Q1
2008Q2
2008Q3
2008Q4
2009Q1
2009Q2
2009Q3
2009Q4
2010Q1
2010Q2
2010Q3
2010Q4
2011Q1
2011Q2
2011Q3
2011Q4

S 2007Q1

ovt Stock Index MSCI World Equity (hedged to NZD)
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Fund composition and performance

ACC'’s investment funds reflect the nature of its
liabilities. Each account’s investment funds are split
between an investment in ACC’s short-term “cash
portfolio”, which is used to meet near-term expenditure
requirements, and its own longer-term “reserves
portfolio”, which is set aside to meet the future costs of
existing claims.

ACC'’s asset base remains well below its liabilities because
of the legacy costs incurred prior to 1999 or 2001.

Approximately 65% of the reserves are invested in cash
and New Zealand and overseas bonds, and the rest a
combination of New Zealand and overseas equities,
property and infrastructure.

In 2010/11 the aggregated ACC accounts returned 12.4%
compared with the aggregate passive benchmark return
of 11.2%. Outperformance over the year resulted from
strong relative performance in the New Zealand bond and
Australian equity portfolios.

ACC'’s investment objective is for its long-term returns to
be 0.5% per annum above the weighted average market

benchmark of each of its individual accounts. ACC has
consistently achieved this objective over the longer term.
Its five-year volatility (measured by the standard deviation
of quarterly returns) is marginally ahead of the passive
portfolio, suggesting that some of this outperformance is
because ACC is taking on additional risk. In general this
risk appears to have been rewarded by additional return
relative to its passive benchmark.

ACC manages a significant proportion of the assets
in-house on an active basis. This provides ACC with
significant cost advantages over funds that contract
external fund managers.

At year end the outstanding claims liability (OCL) stood
at $24.5 billion compared with net assets of $17.8 billion
(including investment assets and cash of $17.3 billion).

The Accident Compensation Act 2001 requires that those
accounts funded by levy collection, the Work, Motor
Vehicle and Earners’ Accounts, be fully funded by 2018/19.
At year end these accounts represented $17.2 billion of the
OCL and held reserves portfolios of $13.4 billion.
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Earthquake Commission

. . Financial performance m r
CHAIR » Michael Wintringham ancial pertormance measures

$m 2007 2008 2009 2010 2011 5 Year

BOARD » Keith Taylor,

. . Funds Under Management (FUM
Russell Black, Denise Bovaird, g ( )

Trevor Burt, Peter Hughes Opening FUM 5,437 5,463 5,591 5,617 5,980 5,437
Giselle McLachlan, Gordon Smith +/- Investment returns 40 182 68 380 408 1,078
. +/- Tax
CHIEF EXECUTIVE » lan Simpson
+/- Cash inflow/(outflow) (14) (54) (41) (18) (1,251) @ (1,378)

- Closing FUM 5,463 5,591 5,617 5,980 5,137 5,137
Activities
EQC is responsible for Returns & Risk % pa
management of the NDF, which is Return* 0.7% 3.3% 1.2% 6.8% 7.3% 3.8%
intended to help meet the costs Objective** 2.8% 10.0% 10.8%  92%  7.8% | 81%
to EQC of a major earthquake, Passive benchmark 1.1% 3.2% 1.3% 6.8% 7.5% 3.9%
or other natural catastrophe Fund risk (volatility***) 3.5%
covered by the Commission, within Passive benchmark risk 3.7%
New Zealand. EQC has a Crown Notes:
guarantee which is expected to *  After investment management fees. EQC is not subject to tax

**  New Zealand Government Stock + 1% pa

be called upon in 2014 as EQC
settles claims relating to the recent Asset allocation — past five years

Canterbury earthquakes. % FUM
100
90
80
70
60
50
40
30
20
10
0

*** Annualised standard deviation of quarterly returns. Indicative of expected variability of the return in any one year
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Fund composition and performance

Since November 2001 EQC'’s investment strategy has
been dictated by a ministerial direction which limits its
investments to equities, fixed interest and cash. Under
the direction, the maximum that can be held in equities is
35%. The majority of the fixed interest investments are in
non-tradable government bonds.

EQC's investment performance has largely matched its
passive benchmark over the year and over the longer
term. Its overall investment objective is to outperform the
government stock index by 1% pa. It has not achieved
this objective over the past five years, mainly as a result of
its investment in equities, which underperformed bonds
during that period.

Prior to the Canterbury earthquakes NDF had investments
totalling around $6 billion. EQC had also purchased
$2.5 billion of reinsurance cover.

Following an actuarial valuation of the liabilities of EQC,
the cost of the Canterbury earthquakes is expected to be
greater than the total size of NDF. In this event, any claims
above what can be met from NDF are guaranteed by the
Crown. EQC is in the process of liquidating NDF as claims
require payment.

As a result of the depletion of NDF, and significant
increases in the cost of reinsurance, the Government has
reviewed EQC levy rates for house and contents. It has
decided to increase these from 5 cents per $100 of cover
to 15 cents. Subject to no further significant events, this
increase is expected to rebuild NDF to its pre-earthquake
level in around 30 years.
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Government Superannuation Fund

. Financial performance m r
CHAIR » Keith Taylor ancial pertormance measures

K - $m 2007 2008 2009 2010 2011 5 Year
BOARD » David May, Toni Kerr,

. L Funds Under M t (FUM
Stephen Napier, Cecilia Tarrant, unds Under Management ( )

Mark Verbiest Opening FUM 3,799 4,008 3,574 2,804 2,947 3,799

=+/- Investment returns 554 (210) (673) 383 392 446
W wm w @ w o
Management Limited) +/- Cash inflow/(outflow)  (146) (173) (187) (142) (238) (886)

Closing FUM 4,008 3,574 2,804 2,947 3,159 3,159
Activities Returns & Risk % pa
The Government Superannuation Return* 15.9%  (5.8%) (20.4%) 13.7%  13.7%  2.4%
Fund Authority is an autonomous Objective** 43% 115% 12.3%  10.7% 9.2% 9.6%
Crown entity that manages and Passive benchmark 16.1% (5.3%) (19.4%) 12.3% 16.4% 3.0%
administers GSF and the GSF Fund risk (volatility***) 13.0%
schemes. Passive benchmark risk 13.6%

Notes:

GSF was established in 1948 to

* Before tax and after investment management fees (estimated prior to 1 July 2010)

provide away for state sector **  The Fund has an o_bjective of outperforming the New Zealand Government Stock Index (NZG_S) _plus 2.5%
employees to save for their ﬁ‘r%gr;a*f—tezr.;/); E:sifiﬁé);ﬁgr\?epggslgn purposes we have used gross of tax returns for the objective of
retirement. GSF schemes were *** Annualised standard deviation of quarterly returns. Indicative of expected variability of the return in any one year
closed to new members from Asset allocation — past five years
1 July 1992, except for persons :/‘]OZUM
who were eligible for membership 90
through their employment with 80
certain Pacific Island governments. 70
Membership was closed to these 60
persons in 1995, 50
40
There are currently approximately 30
66,000 members, made up of 20

10
0

approximately 13,000 contributors,
6,000 deferred pensions and
47,000 annuitants. Since 1996,
the number of annuitants

l

2007Q1
2007Q2
2007Q3
2007Q4
2008Q1
2008Q2
2008Q3
2008Q4
2009Q1
2009Q2
2009Q3 |
2009Q4
2010Q1
2010Q2
2010Q3
2010Q4
2011Q1 |
2011Q2 |
2011Q3
2011Q4 k

Other Alternative Assets m Property = Overseas Equities = New Zealand Equities
Overseas Bonds m New Zealand Bonds m Cash

has exceeded the number of
contributors. It is expected that

entitlements will continue to be Returmn index

Return index (based at 100 at end 2004/05 Q4)
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Fund composition and performance

Prior to 2001 GSF was invested entirely in New Zealand
fixed interest securities. Since then it has diversified
into growth assets like property and shares, which now
comprise approximately 75% of the Fund.

The Fund is managed on an active basis, meaning
fund managers are employed to outperform relevant
market benchmarks. Active management is intended
to produce a return above a low-cost passive portfolio
(the Fund’s Reference Portfolio, adopted on 1 July
2010), without incurring additional risk. In 2010/11 the
Fund delivered a return of 13.7% on a before tax and
after fees basis. While active management added
value in most asset classes, the decision to have a
lower currency hedge position relative to the Reference
Portfolio adversely impacted on returns because of

the sharply rising New Zealand dollar, resulting in
underperformance of 2.7% over the year. Although the
Fund has underperformed its Reference Portfolio, its risk
as measured by volatility has also been lower than the
Reference Portfolio.

The Fund’s investment objective is to outperform the
New Zealand Government Stock Index plus 2.5%

after tax over a 10-year period. The Fund’s long-term
performance continues to lag this measure despite the
strong absolute return in 2010/11.

At year end the Fund was considering an investment in a
life settlements vehicle to further diversify its portfolio of
growth assets.

It is normal practice for a superannuation fund to
match, as best as possible, its assets and liabilities.
This ensures that any changes in the value of liabilities
are also reflected in the value of assets, resulting in an

unchanged net position. It is not possible to achieve a
match in the case where the assets are significantly lower
than the liabilities, as in GSF’'s case. GSF’s gross liability
for promised retirement benefits is $12.3 billion as at

30 June 2011, meaning there is an unfunded liability of
$9.1 billion. The strategy of investing in growth assets,
therefore, is intended to reduce the unfunded liability as
these assets are expected to grow at a faster rate than the
value of the liabilities. This mismatch will produce volatility
in the value of the unfunded liabilities over short periods
of time, owing to fluctuations in the value of the assets of
the Fund.
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National Provident Fund

CHAIR » Catherine Savage

BOARD » Paul Foley, Roger Kerr,
Graeme Mitchell, Noeline Munro,
Fiona Oliver

CHIEF EXECUTIVE »
Alan Langford (CEO Annuitas
Management Limited)

Activities

The Government has guaranteed
superannuation schemes managed
by NPF. The main provision is the
expected DBP Annuitants Scheme
deficit, reflecting a pension
obligation of $992 million and
assets of only $43 million (as at

30 June 2011).

The Board of Trustees of NPF
administers the 11 superannuation
schemes and manages the
investments held on behalf of

the schemes (through the Global
Asset Trust) in the best interests of
the members, taking into account
the interests of the employer
contributors, and the Crown as
guarantor of the benefits payable
by the schemes.

The Board of the Government
Superannuation Fund Authority and
the Trustees of NPF have formed

a joint venture company, Annuitas
Management Limited to provide
management and secretarial
support for the schemes.
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Financial performance measures

$m 2007 2008 2009 2010 2011 5 Year
Funds Under Management (FUM)

Opening FUM 2,181 2,114 1,932 1,619 1,778 2,181
=+/- Investment returns 184 65 (118) 265 110 506
+/- Tax (54) (21) 0 (0) (46) (121)
+/- Cash inflow/(outflow) (197)  (226)  (195)  (107) (58) | (783)
Closing FUM 2,114 1,932 1,619 1,778 1,784 1,784
Returns & Risk % pa
Return* 11.5% 1.1% (1.3%) 11.1% 6.6% 5.7%
Objective**

Passive benchmark 12.2% 0.9% 0.7% 9.3% 8.9% 6.3%
Fund risk (volatility***) 4.8%
Passive benchmark risk 4.4%

Notes:

* Before tax and after investment management fees

**  No stated overall objective

*** Annualised standard deviation of quarterly returns. Indicative of expected variability of the return in any one year
Asset allocation — past four years*
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Fund composition and performance

Each scheme has its own specific asset allocation
depending on its liability profile, and its level of funding.
The Global Asset Trust is actively managed by external
investment managers.

Investment performance to 30 June 2011 varies by
scheme. In aggregate, since 2006/07, NPF has had a high
weighting in fixed interest investments (approximately
75%). Investment returns over the past year have
significantly underperformed the passive benchmark,
mainly as a result of the impact of the rising New Zealand
dollar on the Fund’s lower currency hedge position. Over
the past 10 years, however, investment returns have
closely matched the aggregate passive benchmarks.

NPF is a closed fund. A number of schemes have a
guaranteed minimum rate of return. If the actual return is
less than this and there are insufficient reserves to top up
returns to the minimum level, then the Crown is required
to fund the shortfall. This is a contingent liability on the
Crown.
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New Zealand Superannuation Fund

] Financial performance measures
CHAIR » David May P

$m 2007 2008 2009 2010 2011 | 5 Year
BOARD » Craig Ansley, Stephen

. - Funds Under M t (FUM
Moir, Catherine Savage, Mark unds Under Management ( )

Tume. Gavin Walker Opening FUM 9,864 12,973 14,212 13,688 15,656 9,864
- =+/- Investment returns 1,619 (716) (3,201) 2,086 3,902 3,690
CHIEF EXECUTIVE » Adrian Orr
+/- Tax* (559) (148) 435 (368) (906) = (1,546)
o +/- Cash inflow/(outflow) 2,049 2,103 2,242 250 0 6,644
Activities )
Closing FUM 12,973 14,212 13,688 15,656 18,652 18,652
NZSF pre-funds part of the
- H 0,
future cost of New Zealand Retumns & Risk % pa
Superannuation, by investing Return** 14.6% (4.9%) (22.1%) 15.5% 25.1% 4.2%
government contributions and Expected return*** 9.7% 10.2% 8.0% 5.1% 5.4% 7.7%
the returns on that investment Passive benchmark 13.1% (4.7%) (18.3%) 14.6% 19.5% 3.8%
over the long term. By doing so, Fund risk (volatility***) 14.3%
the Fund is designed to smooth Passive benchmark risk 13.6%
the tax burden of the cost of New Notes:
Zealand Superannuation between * Changes in reserves netted off to tax
. **  Before tax and after investment management fees
generations of New Zealanders. wx Treasury Bills + 2.5% pa
The Fund is managed by a **x* Annualised standard deviation of quarterly returns. Indicative of expected variability of the return in any one year
Crown entity, the Guardians of Asset allocation — past five years
New Zealand Superannuation. :/UOEUM

The Guardians have a duty to s5 I

invest the Fund on a commercial, 70

prudent basis. The Fund is widely

diversified and is expected to %

generate returns on average 2.5% 40

in excess of a portfolio of Treasury 25

Bills. The Fund is managed actively, 10

meaning investment strategies are e

designed to outperform the internal
Reference Portfolio benchmark.
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Fund composition and performance

With a long-term investment horizon, the Fund has

the opportunity to benefit from the expected return
premium from growth assets such as equities and more
illiquid assets such as non-listed equities, timber and
infrastructure.

The Fund’s high exposure to growth assets helped deliver
a strong return of 25.1% over the year, driven by the
continued rally in global equity markets. The Fund also
outperformed its Reference Portfolio by 5.6% over the
year. While a large proportion of the value added over the
year resulted from revaluations of the Fund’s non-listed
infrastructure and timber investments, significant value

was also added from the Fund'’s external active managers.

The Fund has a long-term expectation of exceeding the
Treasury Bill rate by an average of 2.5% pa over time.
The Fund is just behind this performance measure since
inception, with a return of 7.8% pa compared to the long-
term expectation of 8.1% pa.

The high level of exposure to growth assets adopted
within the Fund tends to generate short-term volatility, as
can be seen in the Fund’s returns over the last five years,
ranging from a fall of 22.1% in 2008/09 to a gain of 25.1%
in 2010/11.

Over the past year the Guardians have implemented a
more passive approach to investing in larger listed equity
markets. They have decided to do this primarily using
derivative securities, with equivalent cash collateral.

A portion of this cash is being used to invest in other
markets with an expectation of producing a higher return
than the risk-free rate. This strategy involves taking on
additional risk to that of a pure physical passive strategy,
where individual securities are purchased in accordance
with their index weights. In particular it introduces
additional credit risk and counterparty risk. The Guardians
have controls in place to manage these risks and the

expected additional risk from the collateral investment
is typically offset at the total portfolio level by adjusting
exposures to other market risks.

The Guardians’ active investment strategies include
adjusting the Fund’s exposure to various markets
(strategic tilting); exploiting opportunities in listed and
unlisted markets (capturing active returns); and efficient
implementation of investment exposures (portfolio
completion). The complexity of this overall strategy

has meant significant staff resources are employed to
manage and monitor the Fund. At balance date the
Guardians employed 66 staff. Total employee payments,
including financial performance incentives, amounted to
$13.5 million in 2010/11.
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Commercial
Priority Companies




Air New Zealand Limited

CHAIR » John Palmer

BOARD » Roger France,
Paul Bingham, Tony Carter,
Jan Dawson, Dr Jim Fox,
Warren Larsen

CHIEF EXECUTIVE » Rob Fyfe

Activities

Air New Zealand Limited is

an international and domestic
airline group which provides air
passenger and cargo transport
services within New Zealand, as
well as to and from Australia, the
South West Pacific, Asia, North
America and the United Kingdom.
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Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return 123.7%  (58.7%)  (17.4%) 18.9% 4.7%
Dividend yield 8.1% 5.1% 6.0% 6.1% 5.1%
Dividend per share (cps) 18.0 8.5 6.5 7.0 5.5
Earnings per share (cps) 216 20.7 2.0 7.6 7.5
ROE 15.9% 13.8% 1.3% 5.2% 5.4%
Efficiency
ROA 6.2% 7.1% 1.5% 3.3% 2.2%
EBITDAR*/Revenue 21.3% 20.3% 14.9% 17.5% 15.3%
Leverage
Gearing (excl op leases)* 15.5% (7.2%)  (25.3%) (9.1%) 14.4%
Gearing (incl op leases)** 53.8% 45.3% 45.0% 47.3% 46.7%
Fixed cover 2.8 2.9 1.7 2.4 24
Working current ratio 52.3% 55.3% 56.4% 51.2% 44.8%
Other Five-year average
Revenue growth 1.5%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 4,297 4,667 4,609 4,046 4,340
EBITDAF 562 677 (12) 439 541
NPAT 214 218 21 82 80
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 4,944 5,022 5,045 4,582 4,888
Total liabilities 3,196 3,446 3,440 3,016 3,385
Commercial value*** 2,776 1,152 959 1,152 1,222
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 331 743 486 334 466
Purchase of fixed assets 556 274 318 433 797
Dividends paid**** 160 100 63 65 69
Net cash flow (93) 232 284 (506) (208)

Notes:

The financial performance measures on this page are as provided by Air NZ and reflect the measures as

published in its accounts.

* Gearing (excluding net capitalised aircraft operating leases)

**  Gearing (including net capitalised aircraft operating leases)

**% Commercial valuation: Air NZ share price * number of shares issued

**** |Includes special dividend of $107 million in 2006/07




Operations

Air NZ's operating revenue increased by $295 million, up 7.3% on the same
period last year to $4.3 billion. This was primarily owing to an increase in
capacity (available seat kilometres) of 2.5% and the passenger load factor
increasing by 1.6% to 83.4%. This increase in Air NZ's overall revenue has
been offset by a 3% increase in operating expenditure, excluding the impacts
of fuel price and foreign exchange fluctuations, resulting in an EBITDAF of
$540.9 million.

Financial performance

Despite the increase in operating revenue, Air NZ's financial performance in
the 2010/11 financial year deteriorated slightly against 2009/10. For 2010/11,
passenger revenue increased by $220 million, a 7% increase compared to the
2009/10 financial year. Cargo revenue of $278 million for the 2010/11 financial
year (an increase of 9%) was driven by increased cargo capacity on the new
B777- 300ER fleet and growth in the southbound market.

Net profit after tax for 2010/11 was $80 million compared to $82 million in the
2009/10 financial year. The first half of the 2010/11 financial year saw a positive
result on Air NZ’s performance, mainly driven by an $18 million gain on equity
swaps relating to the investment in Virgin Blue Airline. However, performance
in the second half of the financial year was significantly affected by the series
of natural disasters in Canterbury and Japan. These events, combined with
significantly higher fuel prices, resulted in a loss of $37 million for the second
half of the year.

Dividends

The Board has declared an unimputed dividend of 2.5 cents per share.
This takes the total dividend for the year to 5.5 cents per share. For the
Crown, this amounted to dividends of approximately $44.2 million for the
2010/11 financial year.

Major investments

The total investment in fixed assets
was $797 million during the year,
84% higher than last year. This
included investments in aircraft,
spare engines and simulators.

Non-financial performance

Air NZ was named the 2011
winner of the Ranstad Award as
New Zealand’s most attractive
employer.

Air NZ had an overall capacity
increase of 5.5% in its domestic,
Tasman and Pacific Island
markets. This was mainly driven
by the increased capacity in
domestic New Zealand and the
implementation of the “Seats to
Suit” product on the Tasman and
Pacific Island routes.

For the international long haul
network, passenger yield was up
4.3% and demand was up 1.2%.
Overall capacity increased 0.3%
and the passenger load factor
increased to 83.9%.

Corporate social responsibility
Air NZ provides philanthropic
support to a number of
organisations, with a focus on
national charitable organisations
that support children in need,
and those whose aim is to
preserve New Zealand’s natural
environment.

Following the Canterbury
earthquake in February 2011,

Air NZ introduced $50
compassionate fares for those
directly affected and who needed
to travel in and out of Christchurch.
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Airways Corporation of New Zealand Limited

CHAIR » Susan Paterson

BOARD » Dave Park,

Anthony Briscoe, Susan Huria,
Terry Murdoch, Susan Putt,
Graeme Reeves

CHIEF EXECUTIVE » Ed Sims

Activities

Airways is a commercial provider
of air navigation services and
associated aviation infrastructure
services in New Zealand and
internationally. Airways’ core
business comprises:

Air traffic control — This is primarily
the separation of aircraft in flight,
to standards determined by the
appropriate regulatory authority.

Air traffic management — This is the
management of aircraft flight paths
for greatest efficiency, within the
constraints of safety.

Navigation services — These

are the navigation infrastructure
and supporting services used
by aircraft. Navigation services
are currently provided within the
30 million square kilometres of
the New Zealand Oceanic Flight
Information Regions. Within
these regions, Airways controls
approximately one million aircraft
movements per annum.

page | 66

Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 6.9% 24.1% 14.6% 14.5% 5.3%
Dividend yield 7.1% 6.6% 5.8% 4.5% 5.1%
Dividend payout N/A N/A N/A N/A N/A
Adjusted ROE 22.3% 22.2% 8.6% (1.9%) 10.4%
Efficiency
ROCE 20.6% 21.1% 9.1% 9.4% 11.4%
Operating margin 22.6% 23.7% 16.6% 15.4% 15.1%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 49.9% 28.6% 38.2% 37.5% 29.8%
Interest cover 10.76 11.22 9.99 13.39 13.90
Current ratio 1.02 1.05 1.05 0.51 0.98
Other Five-year average
Dividend growth 0.0%
Revenue growth 3.8%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 132 139 140 145 152
EBITDAF 30 33 23 22 23
NPAT 9 11 5 &) 5
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 142 133 139 143 137
Total liabilities 100 80 87 98 93
Commercial value* 84 99 107 117 118
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 17 24 17 18 25
Purchase of fixed assets 34 20 24 12 13
Dividends paid 6 6 6 6
Net cash flow 1) 3 2) 4 2

Note:
* Commercial valuation from the SCI




AIRWAYS

making your world possible

Operations

Airways’ business is very
sensitive to flight numbers.
Aircraft movements in

New Zealand peaked in 2007
and have since declined
owing to the economic
downturn. Lingering effects
of the GFC continue to affect
Airways’ key international
markets, with slower than
forecast growth affecting

the profitability of both its
domestic and international
operations. The greater part
of New Zealand’s domestic airspace is managed from Airways’ Christchurch
Centre. Given the disruptions of the Canterbury earthquakes in September
2010 and February 2011 Airways’ operations performed creditably.

During the course of the year, air navigation service (ANS) revenue was
negatively impacted by the volcanic ash cloud that affected airspace in June
2011, grounding some trans-Tasman and domestic traffic. The ash cloud also
increased the complexity of controlling aircraft, requiring Airways to roster
extra staff for the upper airspace sectors. Combined with the cancellation of
flights, Airways lost $750,000 of revenue in the June quarter.

Financial performance

Airways’ revenue grew from $145.4 million in 2009/10 to $152.5 million in
2010/11. Underlying NPAT increased from a loss of $1 million in 2009/10 to a
profit of $4.7 million in 2010/11. However, the 2009/10 result was negatively
impacted by $6 million owing to the tax change to depreciation on buildings
announced in the 2010 Budget. Airways’ 2010/11 financial performance
translated into a return on equity of 10.4%.

Performance against plan

Airways’ 2010/11 NPAT of $4.7 million was $4.5 million below plan. During the
year, revenue volumes came under pressure owing to the withdrawal of Pacific
Blue from the New Zealand domestic market in September 2010. Revenue was
further negatively impacted by the Canterbury earthquakes and subsequent
reduced demand for airline services and the effects of the volcanic ash cloud.
Airways achieved the majority of its non-financial performance targets.

Dividends

Airways paid an interim dividend of $4 million and final dividend of $2 million,
which is in line with budget.

Major investments

The 2010/11 financial year has
seen the installation of runway
lighting at Queenstown Airport

at a cost of $1.5 million. The
lighting will decrease the need

for diversions owing to poor
weather conditions, and increase
operational capacity and safety.
The other major project was the
first stage of the $2.1 million
lifecycle update of the network of
DVOR/DME (Doppler VHF Omni-
directional Radio Range) navigation
aids which provide short range en
route and approach directional
guidance to aircraft.

Non-financial performance
Airways’ business is centred

on safety. Airways recorded

21 incidents, where separation
requirements were not met, out of
the 1.1 million air traffic movements
recorded in New Zealand during
the year. Airways also achieved
99.996% systems availability
across the entire network.

Corporate social responsibility
Airways supports aviation-related
events and activities, sponsoring
and supporting community

events and initiatives throughout
New Zealand. Its business is driven
by a set of values which are evident
in its daily operations.
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Animal Control Products Limited

CHAIR » Derek Kirke

BOARD » Dr David Warburton

CHIEF EXECUTIVE » Colin Carter

Activities

Animal Control Products
Limited’s (ACP) core business
is the manufacture and sale of
pest management products.
ACP operates a research and
development programme, and
works closely with Landcare
Research and other research
agencies to enhance its
existing products and develop
innovative solutions for the pest
control industry.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 27.5% 73.4% 4.9% 7.4% 11.5%
Dividend yield 22.7% 10.3% 8.5% 14.9% 16.6%
Dividend payout 136.6% 45.4% 46.1% 87.7% 60.6%
Adjusted ROE 42.4% 37.9% 27.1% 18.7% 40.9%
Efficiency
ROCE 61.0% 53.1% 37.4% 38.8% 54.2%
Operating margin 27.2% 27.4% 24.9% 27.1% 33.6%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 0.0% 0.0% 0.0% 0.0% 0.0%
Interest cover N/A N/A N/A 88.32 84.61
Current ratio 5.25 3.81 3.42 4.29 3.76
Other Five-year average
Dividend growth 1.2%
Revenue growth 2.4%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 6 6 6 6 7
EBITDAF 2 2 1 2 2
NPAT 1 1 1 1 2
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 5 6 7 7 8
Total liabilities 1 1 1 1 2
Commercial value* 5 7 7 6 6
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 1 1 1 1 2
Purchase of fixed assets 0 1 1 1 0
Dividends 1 1 1 1 1
Net cash flow 0) 0 0) 0 1

Note:
* Commercial valuation from the SCI




Operations

ACP is New Zealand'’s principal
manufacturer of 1080-based products.
These have historically provided the
bulk of sales for the company. Over
recent years, one of ACP’s objectives
has been to diversify its product range
and markets to reduce dependency
on this product. Consistent with

this, the company’s dependence on
1080-related products was below 50%
for the 2010/11 financial year.

During the year, ACP faced a flat
domestic market with lower sales to
major customers such as the Animal
Health Board and Department of
Conservation. Despite this, ACP was
able to increase its revenues overall
through an uplift in export activity.

ACP continues to maintain buffer stock representing approximately four
years of national usage of 1080, to protect both the national interests

and the interests of the company. The buffer stock is based on the
timeframe estimated to commission a plant to manufacture 1080 powder in
New Zealand, should ACP’s American-based supplier cease production.

Financial performance

ACP had a very successful year and achieved a record for its financial
performance. This is an outstanding result for the company. Operating
revenue of $7.1 million was 14.5% ahead of the previous year’s revenue
of $6.2 million as a result of an increase in export orders. The increase in
revenue flowed through to the bottom line, with ACP reporting NPAT for
the year of $1.6 million, significantly ahead of the previous year’s NPAT of
$700,000.

Performance against plan

ACP’s revenue for 2010/11 of $7.1 million was 18.3% ahead of budget, as a
result of an unanticipated uplift in international sales, in particular a large order
to Macquarie Island (which is south of Australia). NPAT of $1.6 million was
significantly ahead of the budgeted NPAT of $706,000.

Dividends

ACP paid an interim dividend of $400,000 during the year and announced
a final dividend of $1 million in respect of the 2010/11 financial year at its
Annual General Meeting in November 2011.

Major investments
ACP made no significant
investments during 2010/11.

Non-financial performance

For 2010/11, there were no
accidents to report. ACP has
conducted regular medical checks
to monitor and maintain staff
health.

Ninety-eight percent of customers
rated ACP’s products and services
as being good or excellent.
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AsureQuality Limited

CHAIR » Janine Smith

BOARD » John Ashby,

Sarah Haydon, Dianne Kidd,
Jane Lancaster, Dean Nikora,
Joanna Perry, Sam Robinson,
Hamish Stevens

CHIEF EXECUTIVE » Tony Egan

Activities

AsureQuality Limited was
established as an SOE on
1 October 2007, from an
amalgamation of Asure
New Zealand Limited and
AgriQuality Limited.

AsureQuality provides a wide
range of services to the food and
primary industries in New Zealand,
Australia and 40 other countries.

In New Zealand, AsureQuality

is the sole provider of meat
inspection services.

Services provided by
AsureQuality include mandatory
meat inspection, product and
process verification, inspection,
auditing, testing, training and
biosecurity surveillance and
response.
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Financial performance measures

2007 2008 2009 2010 2011*
Returns
Total shareholder return 22.8% 26.3% 72.3% 5.3% 17.0%
Dividend yield 12.3% 0.0% 4.4% 5.3% 5.7%
Dividend payout 176.8% 0.0% 45.1% 104.8% 56.5%
Adjusted ROE (16.1%) 20.3% 20.3% 20.6% 28.4%
Efficiency
ROCE (0.3%) 20.8% 26.4% 29.4% 32.2%
Operating margin 6.8% 8.5% 9.3% 9.5% 12.4%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing** 15.5% 9.9% 10.6% 20.6% 13.5%
Interest cover 4.64 8.45 20.00 32.42 32.13
Current ratio 1.88 1.29 1.13 1.10 1.10
Other Five-year average
Dividend growth 1.7%
Revenue growth (6.7%)***
Income statement
$m 2007 2008 2009 2010 2011
Revenue 154 138 137 138 117%**
EBITDAF 10 12 13 13 15
NPAT (4 4 5 5 8
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 69 60 57 63 68
Total liabilities 41 30 26 31 33
Commercial value**** 41 51 85 85 95
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 8 6 11 8 12
Purchase of fixed assets 6 3 5 7 3
Dividends 5 0 3 5 5
Net cash flow (1) 9) 5) 1) 1

Notes:

* The 2010/11 year covers a nine-month period because AsureQuality’s balance date has changed from
30 September to 30 June. This has some impact on the interpretation of results

**  The Net gearing calculation in this table is different from that used in AsureQuality’s SCI which adjusts for
revenue received in advance

*** Revenue growth is negative owing to the 2010/11 year being a nine-month period
**** Commercial valuation from the SCI




Operations

AsureQuality meat inspectors continued to exceed the Ministry of Agriculture
and Fisheries’ (MAF) target for compliance accuracy, with an accuracy rate of
99% for the 25 million animals inspected.

As part of a wider MAF and meat industry-led meat hygiene reform strategy,
changes to the ovine inspection standard were implemented on a trial basis
this season at the AFFCO Imlay plant. Following the ovine trial, MAF has
provided the United States Department of Agriculture (USDA) with a proposal
to change the current ovine inspection standard to allow meat companies to
take greater responsibility for non-food safety-related defects. If agreed by the
USDA, the proposed changes will have a negative impact on AsureQuality’s
future meat inspection revenue. However, the size impact will depend on the
number of companies that decide to do their own inspection and the pace at
which they wish to make the change.

During 2010/11, the Auckland laboratory operating procedures were reviewed
leading to improved profitability. Growth in the laboratory business, both
domestically and internationally, is seen by AsureQuality as a significant
growth opportunity.

Financial performance

AsureQuality changed its balance date from 30 September to 30 June,
effective from 1 July 2011. This means the 2010/11 financial reporting period
is only nine months.

AsureQuality generated NPAT of $7.6 million, which was $2.5 million above the
2009/10 profit of $5.1 million. The strong performance was primarily owing to
growth across all the core (domestic market) business units. AsureQuality’s
total revenue for 2010/11 was $116.9 million, $9.2 million, ahead of target.

Performance against plan

As a result of the strong 2010/11 financial year, AsureQuality has performed
ahead of plan in respect of the major financial performance measures,
including EBIT, NPAT, dividend declared and net cash flow from operating
activities.

Dividends

AsureQuality paid an interim dividend for the 2010/11 financial year of

$1.5 million in May 2011 and paid a final dividend of $3 million in

September 2011. In addition, AsureQuality also paid a special dividend in
December 2010 of $1.6 million as part of the transition to AsureQuality’s
target capital structure. The dividends are consistent with the dividend policy
as detailed in the AsureQuality SCI.

Major investments

With the Singapore laboratory
generating strong revenue from
increased testing volumes, a
laboratory extension project was
established to address space

and equipment constraints. The
extension will provide an additional
1,400 square feet of capacity. The
expansion will assist in lifting its
turnover in South East Asia to over
$5 million.

In the 2011/12 financial year
AsureQuality expects to establish a
presence in China, with a dairy and
animal diagnostics focus.

Non-financial performance

In November 2010, AsureQuality
responded to the Kiwifruit PSA
incursion and managed the
operational response. This was
the first large response since the
Biosecurity Response Services
Agreement was agreed with
MAF and included surveillance,
organism management, movement
control and logistical support.

Corporate social responsibility
AsureQuality and its staff this

year supported the Agri-Women’s
Development Trust, Christchurch
and Japanese earthquake appeals,
the Police Guild Trust (campaigns
against drugs) and Special
Olympics basketball players to
compete in Athens.
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Crown Fibre Holdings Limited

CHAIR » Simon Allen

BOARD » Andrew Body,
Miriam Dean QC, Jack
Matthews, Murray Milner,
Keith Tempest

CHIEF EXECUTIVE »
Graeme Mitchell

Activities

Crown Fibre Holdings Limited
(CFH) was established in 2009
to implement the Government’s
Ultra-Fast Broadband Initiative.
CFH is working with private sector
operators to deploy an Ultra-Fast
Broadband network to 75% of
New Zealand’s population by the
end of 2019. This will provide
superior broadband services with
a focus on priority users such as
businesses, schools and health
services by 2015.
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Financial performance measures

2007 2008 2009 2010* 2011
Returns
Total shareholder return N/A N/A N/A N/A N/A
Dividend yield N/A N/A N/A N/A N/A
Dividend payout N/A N/A N/A N/A 0.0%
Adjusted ROE N/A N/A N/A N/A  (298.7%)
Efficiency
ROCE N/A N/A N/A N/A  (298.7%)
Operating margin N/A N/A N/A N/A  (2815.0%)
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing N/A N/A N/A N/A 0.0%
Interest cover N/A N/A N/A N/A (7.99)
Current ratio N/A N/A N/A N/A 4.47
Other Five-year average
Dividend growth N/A N/A N/A N/A N/A
Revenue growth N/A N/A N/A N/A N/A
Income statement
$m 2007 2008 2009 2010 2011
Revenue N/A N/A N/A 0 1
EBITDAF N/A N/A N/A (5) (18)
NPAT N/A N/A N/A (5) (19)
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets N/A N/A N/A 22 16
Total liabilities N/A N/A N/A 1 3
Commercial value N/A N/A N/A 0 0
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) N/A N/A N/A 3) (16)
Purchase of fixed assets N/A N/A N/A 0 0
Dividends paid N/A N/A N/A 0 0
Net cash flow N/A N/A N/A 22 7

Note:

* CFH was incorporated in October 2009, meaning its 2009/10 financial statements only cover the period

from October 2009 to June 2010




Operations

CFH was incorporated on 29 October 2009. CFH was established with

the purpose of operating a partner selection process for, and managing
investments in, the Government’s Ultra-Fast Broadband Initiative (UFB).

The UFB initiative’s “objective” is to deploy the UFB network to 75% of

New Zealand’s population covering 33 urban areas by the end of 2019. The
Government is providing CFH with funding of $1.35 billion to invest with private
partners for building the network.

In 2010/11, CFH completed the partner selection process by entering into
partnerships with Chorus, Christchurch City Networks Limited, WEL Networks
Limited and Northpower Limited. These partnerships will fulfil the UFB
objective through the construction, deployment and operation of the UFB
network by the partners in their coverage areas.

The UFB rollout has now commenced with fibre optic cable being rolled

out in a number of towns and cities including Hamilton, Whanganui and
Tauranga (with WEL Networks Limited); Whangarei (with Northpower Limited);
and Auckland and Wellington (with Chorus). Deployment in Christchurch
commenced in November 2011.

Performance against plan

CFH’s operating expenditure for the period ended 30 June 2011 was
$19.1 million and capital expenditure of $195,000. CFH has issued

$1.35 billion shares to its shareholding Ministers. These shares are on an
uncalled basis, but may be called by the Board at any time to meet CFH’s
commitments to its partners. These capital calls will be funded by capital
injections from the Crown’s UFB Initiative appropriation.

CFH is still in the process of finalising UFB capital flows with each of its
partners.

Dividends

CFH has been designated a public benefit entity as it aims to provide services
to the public, rather than make a financial return. There is therefore no
expectation for CFH to pay any dividends to its shareholder — the Crown. CFH
will therefore incur operational losses each year.
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Genesis Power Limited

CHAIR » Rt Hon Dame Jenny
Shipley

BOARD » Joanna Perry,

Dr Nicki Crauford, John Dell,
Barbara Elliston, Rob Fisher,
Graeme Milne, Rukumoana
Schaafhausen, Denis Wood

CHIEF EXECUTIVE »
Albert Brantley

Activities

Genesis is a generator, wholesaler
and retailer of electricity, with
approximately 68% of its
generation being thermal and the
other 32% being hydro and wind.

Genesis has around 2,142
megawatts (MW) of installed
generation capacity. Its generation
assets include the 1,000 MW
Huntly station, a 400 MW high
efficiency gas fired plant (Huntly
Unit 5), a 40 MW peaking plant
(Huntly Unit 6) and the Tongariro
and Waikaremoana hydro
schemes. In 2011, Genesis
acquired the Tekapo A and B hydro
power stations from Meridian
Energy. Genesis is New Zealand’s
largest electricity and gas retailer
with around 667,000 customers.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 19.2% 3.5% (15.4%) 15.6% 30.5%
Dividend yield 0.6% 1.6% 2.3% 2.6% 0.0%
Dividend payout 42.9% 29.7% 28.5% 34.8% 0.0%
Adjusted ROE 6.6% 9.9%  (12.3%) 7.1% (0.7%)
Efficiency
ROCE 8.1% 11.6% (10.4%) 8.5% 2.3%
Operating margin 10.3% 12.3% 10.3% 13.1% 16.0%
Generator efficiency* 23 33 25 33 45
Leverage
Net gearing 20.6% 27.5% 29.6% 26.4% 40.8%
Interest cover 3.38 7.06 3.15 4.73 5.69
Current ratio 1.23 1.06 1.00 1.57 0.60
Other Five-year average
Dividend growth (100.0%)
Revenue growth 0.9%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 1,770 2,437 1,957 1,895 1,834
EBITDAF 182 301 202 249 293
NPAT 61 99 (136) 69 17
Net energy revenue 748 1,018 889 846 690
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 2,183 2,707 2,585 2,532 3,677
Total liabilities 678 1,300 1,193 1,087 1,965
Commercial value** 1,712 1,744 1,439 1,624 2,120
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 75 167 199 190 194
Purchase of fixed
assets*** 138 218 190 43 865
Dividends paid 10 29 36 39 -
Net cash flow 1 2 15 ?3) (@)

Notes:
*  Generator/retailers only (SMWh)
**  Commercial valuation from SCI

*** 2010/11 includes purchase of Tekapo assets for $821 million




Operations

Genesis’ business strategy continues to centre around

the customer, and providing innovative energy solutions.
Leveraging off recent investments in upgrading back
office systems and advanced metering technologies, the
company began introducing new products and services
that will give customers more choices and control over
their energy consumption and cost. To support these
developments, the company will continue to improve its
delivery platforms, communication channels and customer
service.

The company will continue to reprofile its current retail

load to more closely match its economic generation, and to rebalance
North and South Island retail loads following of the implementation of the
Government’s 2010 energy market reforms.

In 2010/11, Genesis acquired the Tekapo A and B hydro power stations from
Meridian Energy, and stepped up a retail customer acquisition campaign in
the South Island. As at 30 June 2011, the company signed up around 42,000
customers in the South Island. During 2010/11, the Kupe oil and gas project
had its first year of production. Genesis has a 31% ownership interest in the
Kupe oil and gas field.

Financial performance

A one-off revaluation of Tekapo A and B hydro power stations, together with
tax provisions and fair value changes, have resulted in a net loss after tax of
$16.6 million compared to NPAT of $69.3 million in 2009/10.

Genesis reported EBITDAF increased by 17% to $292.7 million, driven by a
reduction in costs and higher retail prices and a full year’s contribution from
Kupe.

Performance against plan

Return on equity was negative owing to a net loss after tax of $16.6 million.
The SCI target was 2.8%.

TSR was 30.5%, against an SCI target of 2.4%. The revaluation of generation
assets is the major driver of the positive variance.

Dividends

No dividends were paid in 2010/11. Cash was retained to assist with the
purchase of Tekapo A and B hydro power stations and to strengthen the
balance sheet.

Major investments

Genesis is progressing a number
of generation development
opportunities. Genesis considers
there is overcapacity in the
generation market at present,
therefore, its strategy is to secure
options for future generation
development. A draft application
for resource consents to build

the Castle Hill Wind Farm in the
Wairarapa was lodged in June, and
the final application was lodged in
August 2011.

Non-financial performance
Genesis achieved its productivity
target as measured by EBITDAF/
MWh, and its customer satisfaction
target. It missed its compliance
with the Resource Management
Act 1991 (RMA) target and is taking
steps to address this area.

Corporate social responsibility
Genesis has a broad range of
activities in the community. Two
examples include the Genesis
Oncology Trust (which supports
research into cancer prevention,
detection and treatment), and

its support of its customers and
residents of Christchurch following
the earthquakes.
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Kordia Group Limited

) Financial performance measures
CHAIR » David Clarke P
- - 2007 2008 2009 2010 2011
BOARD » Lorraine Witten,
) Returns
John Allen, Ken Benson, Debbie
0, 0, 0, 0, 0,
Birch, Rhoda Holmes, John Quirk Total shareholder return 129.9% (25.5%) 4.4% 19.2% (43.7%)
Dividend yield 2.8% 4.7% 0.0% 0.0% 0.0%
CHIEF EXECUTIVE » Geoff Hunt
o Dividend payout 81.2%  251.5% 0.0% 0.0% 0.0%
o Adjusted ROE 11.6% 0.8% (1.1%) (1.0%) | (16.3%)
Activities
L L Efficiency
Kordia is a telecommunications
. . . ROCE 13.8% 7.8% 4.9% 7.1% (6.2%)
and media business which
. i i 0 0 0, 0, 0,
provides network and technology Operating margin 19.4% 18.6% 17.5% 20.7% 17.7%
solutions. Generator efficiency N/A N/A N/A N/A N/A
Leverage
In New Zealand, Kordia Networks )
_ ) _ o Net gearing 35.8% 50.8% 49.2% 47.1% 45.9%
is the major provider of television
i o Interest cover 10.46 5.22 4.93 5.91 6.57
and radio broadcast transmission )
. . Current ratio 1.53 0.64 1.15 0.83 0.91
services, and owns an extensive
L Other Five-year average
telecommunications network.
vi 0,
Kordia Solutions supports Kordia’s Dividend growth (100.0%)
own network and works with Revenue growth 2.8%
customers in the broadcast, Income statement
telecomm.unlcatl.ons and private $m 2007 2008 2000 2010 2011
networks industries.
Revenue 264 239 254 258 295
In Australia, Kordia Solutions EBITDAE 51 44 44 53 52
provides design, build and NPAT 12 1 1) 1) (15)
maintenance services to the
Balance sheet
broadcast and telco sectors.
) $m 2007 2008 2009 2010 2011
Kordia Group also owns Orcon
) ) ) Total assets 224 263 278 257 239
which provides broadband services o
. Total liabilities 118 161 181 161 157
to homes and businesses across
Commercial value* 227 160 167 199 112
New Zealand.
Cash flow statement
The company was created
separation of the transmission and Operating activities (net) 30 31 38 40 40
telecommunications business from Purchase of fixed assets 30 37 27 21 15
Television New Zealand Limited. Dividends paid 5 9 - - -
The name Kordia comes from the Net cash flow 8 ) 6 (8) 2
Latin “accordia” meaning harmony Note: _ _
. . * Commercial valuation from the SCI
— bringing people and technology
together as one.
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Operations

For the past six years, Kordia Group has been working through a transformation
strategy to ensure a viable future beyond digital switchover (DSO) in

New Zealand. This has involved acquiring businesses, developing new products
and services, removing costs and changing cultures, and has been a challenging
process. DSO has been confirmed as commencing in September 2012 with
completion by late 2013. This is earlier than Kordia had been planning, and has
resulted in a large write-down in the value of its network assets. This has also had
a significant impact on the commercial value of the Crown’s investment in Kordia,
which has decreased from $198.5 miillion to $112 million and is the reason for the
negative TSR of 43.7% for 2010/11.

While Kordia has been successful in diversifying the business and growing
revenue, over the past few years this has not yet translated into the level of
profitability and financial returns we expect from this company. In the future,
we think Kordia needs to significantly improve its profitability and generate
higher returns on the Crown’s investment in the company.

Financial performance

Kordia reported a net loss after tax of $14.7 million for 2010/11. This compares
with a loss of $1 million for the previous financial year. As noted above, Kordia’s
2010/11 result reflects a $21.9 million write-down in the value of its network assets
that have been impaired as a result of DSO. If this were excluded, Kordia’s
underlying result was a profit of $7.2 million, which is a significant improvement on
its underlying profit for the 2009/10 financial year of $2.2 million, though still below
the level of profitability we expect from Kordia in the future.

Subsequent to balance date (30 June 2011), the Commerce Commission
reached a settlement with Telecom regarding the sub-loop extension
discrimination claim. This is likely to result in some financial benefit for Kordia
in the 2011/12 financial year and partly offsets the commercial harm to Orcon
owing to the delay in the sub-loop extension service being provided.

Performance against plan

Kordia modified its 2010/11 SCI during the year to reflect the material impact
of an earlier than planned DSO date. Kordia’s net loss after tax of $14.7 million
compares with a budgeted loss of $13.8 million. The variance of $900,000
relates to an impairment charge on equipment damaged as a result of the
February 2011 Canterbury earthquake.

Dividends

Kordia has not paid a dividend since 2007/08 as debt repayment and
investment in the transformation of the business have been the priority. The
Board intends paying a $2 million dividend in relation to the 2011/12 financial
year. While it is pleasing that Kordia intends to reinstate dividend payments,
over time we expect Kordia to return significantly higher dividends to

the shareholder.

Major investments

Kordia is making investment in
new products and services such
as OnKor (its wide area network
platform) and Genius, a new
product launched by Orcon, which
allows phone calls to be made
over a broadband connection.
Kordia continues to make some
investment in developing its
capabilities associated with the
growth in broadband in both

New Zealand and Australia. Kordia
Solutions in Australia is targeting
the energy and natural resources
sectors where it sees a number

of opportunities.

Non-financial performance

Kordia achieved its safety, network
availability, customer satisfaction
and Resource Management

Act targets. However, its staff
engagement index measure of 70%
did not meet the target of 75%.

Corporate social responsibility

In response to both the Canterbury
earthquakes and the Queensland
floods, Kordia played a key role in
restoring communication services.
In Australia, Kordia assisted with
setting up a mobile banking centre,
which assisted displaced flood
victims with performing basic
banking transactions and allowing
them the ability to cash emergency
relief cheques.
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Landcorp Farming Limited

CHAIR » Hon Jim Sutton

BOARD » Warren Larsen,

Bill Baylis, John Brakenridge,
Traci Houpapa, Marise James,
Jane Mitchell, Basil Morrison

CHIEF EXECUTIVE » Chris Kelly

Activities

Landcorp was created out of the
Department of Lands and Survey
in 1987. Landcorp’s core business
is pastoral farming including dairy,
sheep, beef and deer. Landcorp
operates 122 farming units totalling
376,156 hectares and it has three
subsidiary companies: Landcorp
Holdings Limited, which holds
Landcorp property protected from
sale under an agreement with the
Crown; Landcorp Estates Limited
which develops and sells premium
land that is deemed to have a
higher value in non-agricultural
use; and Landcorp Pastoral
Limited, which is Landcorp’s
investment vehicle in the Focus
Genetics Limited Partnership.
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Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return 34.4% 10.9% 5.7% (12.4%) 10.3%
Dividend yield 0.3% 0.9% 0.9% 0.7% 1.3%
Dividend payout 18.4% 59.4% 0% 160.7% 45.0%
Adjusted ROE 10.7% 21.0% 8.3% 3.9% 26.3%
Efficiency
ROCE 8.6% 12.3% 5.6% 7.5% 15.9%
Operating margin 22.7% 29.1% 13.3% 20.8% 33.2%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 14.8% 11.4% 12.2% 11.4% 10.4%
Interest cover 2.07 3.67 171 3.33 7.54
Current ratio 0.58 4.05 3.76 4.23 4.99
Other Five-year average
Dividend growth 56.5%
Revenue growth 13.7%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 137 180 164 172 230
EBITDAF 31 52 22 36 76
NPAT 20 59 10 (6) 115
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 1,436 1,729 1,669 1,522 1,663
Total liabilities 256 280 309 285 311
Commercial value* 1,179 1,360 1,450 1,270 1,400
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 26 31 9 18 52
Purchase of fixed assets 46 93 53 28 58
Dividends** 3 12 13 10 18
Net cash flow (1) 1 1) 1 0)

Notes:
* Commercial valuation from the SCI

** Under an arrangement entered into with the Crown at the time of the Protected Land Agreement in 2007,
Landcorp’s dividends were diverted back to Landcorp in the form of redeemable preference shares. The
final dividend diversion was completed in 2010/11




Operations

Landcorp’s performance is significantly impacted by two factors: climatic
conditions and commodity prices. This is highlighted by the spring storms in
2010/11 having a significant impact on lamb and calf numbers. In 2009/10, a
severe drought in the upper North Island resulted in sales of capital livestock
and dairy cows being moved to farms in other parts of New Zealand. Such
events have a flow-on effect to subsequent periods.

Landcorp’s strategy to mitigate the volatility of climatic and product prices is
to maintain diversified farming operations across sheep, beef, dairy and deer.
Landcorp also focuses on achieving productivity growth through best practice
farming, including the use of technologies and information. Landcorp’s strong
financial performance in 2010/11 benefited from its diversified revenue base.

Financial performance

Landcorp achieved a very good net operating profit of $42 million in 2010/11
(net operating profit excludes the effect of the revaluation of livestock and farm
prices), which was significantly up on the previous year’s net operating profit
of $10 million. Landcorp benefited from higher dairying payouts through milk
prices recovering and its milk production expanding (milk solids production
was 12.2% higher than the five-year 2007 to 2011 average).

Landcorp’s TSR was 10.3%, owing to an increase in stock values. This
followed a loss of 12.4% in 2009/10 owing to unrealised losses on farm
values. This measure is highly dependent on land and livestock values and

is therefore inherently volatile. The majority of Landcorp’s TSR is unrealised
value gain from its large asset base, whereas its dividend yield averaged 0.8%
over the past five years.

Performance against plan

Landcorp’s TSR was a gain of 10.3%, well above the target of 5.8% and is a
result of large gains in the value of livestock. This follows the 12.4% loss in
2009/10 which was a result of large losses on land values. Landcorp’s net
operating profit was also well above target owing to strong growth in revenue
from dairying and livestock operations.

Dividends

Landcorp’s target dividend payout is to average 75% of net operating profit
after tax. For 2010/11, Landcorp has declared a record dividend from
operating profit of $27.5 million, which is a pleasing result. This is the first
full-year cash dividend to be received by the Crown since the Crown and
Landcorp entered into the Protected Land Agreement in 2007. Since then
dividends have been used to settle the unpaid portion of the land acquisition,
which has now been fully paid.

Major investments

Landcorp continues to invest in
its farms, particularly through
expansion of its deer and dairy
operations as well as in irrigation
and stock water infrastructure.

Non-financial performance
Landcorp completes a Balanced
Scorecard report to measure

its success in achieving its
sustainability objectives such

as sustainable improvement of
pasture, and stock; farming with
environmentally sound practices;
and protecting environmental
areas. Landcorp performed well
against its operational non-financial
performance measures. Results
below target were largely owing to
climate impacts.

Corporate social responsibility
Landcorp has targets for its
performance in relation to

the environment, staff and its
customers. These are included in
the Balanced Scorecard.
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Learning Media Limited

CHAIR » Sandy Maier

BOARD » Lindsay Corban,
Margaret Bendall, Ben Irving, Tim
Livingstone, Taria Tahana, Kim
Wicksteed

CHIEF EXECUTIVE »
David Glover

Activities

Learning Media’s core business

is the publication, production,
marketing and sale of educational
materials, particularly to the
Ministry of Education, in both print
and digital media. Learning Media
also services a variety of customers
within New Zealand and overseas.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return (4.7%) (36.3%) 61.8% 90.9% 58.1%
Dividend yield 0.0% 0.0% 0.0% 0.0% 0.7%
Dividend payout 0.0% 0.0% 0.0% 0.0% (3.7%)
Adjusted ROE 3.1% (80.6%) 46.3% 32.4% 9.7%
Efficiency
ROCE 6.4% (95.9%) 66.8% 42.4% 13.1%
Operating margin 6.8% 7.0% 12.2% 10.0% 5.1%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 20.5% 0.0% 0.0% 0.0% 0.0%
Interest cover 50.24 14.68 131.00 115.76 50.33
Current ratio 1.13 0.94 1.25 1.50 141
Other Five-year average
Dividend growth 56.5%
Revenue growth 13.7%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 25 24 24 24 23
EBITDAF 2 2 3 2 1
NPAT 0 (3) 1 2 1
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 17 7 12 13 15
Total liabilities 11 4 8 7 9
Commercial value* 5 3 6 11 17
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 2) 3 5 2 2
Purchase of fixed assets 1 1 0 0 0
Dividends paid - - - - 0
Net cash flow (1) 0 4 1) ?3)

Note:

*

Commercial valuation from the SCI




Operations

Learning Media has reorganised
its operations to strengthen its
customer focus and its ability to
grow into diversified markets for
educational services, both locally
and internationally. It continues to
build on its established expertise in
design and publishing by improving
its marketing and sales capability
and reorientating its culture to
focus strongly on customer needs
and solutions. This adjustment

is necessary as core education
and health markets become more
competitive and more focused on R

digital products. In April 2011,

Learning Media acquired CWA New Media to further enhance its ability

to provide digital educational solutions. Learning Media also has strong
expertise in Te Reo Maori. Expansion and diversification of its customer
base and product range will be important drivers of Learning Media’s future
prosperity.

Gl
gy

Financial performance

In the last two years, revenue and NPAT have been ahead of SCI targets and
Learning Media is now trading profitably after several lean years. However,
moving to a growth trajectory will hinge on the success of the repositioning of

the business, and the synergies gained from the integration of CWA New Media.

Learning Media will also need to successfully adjust to increased contestability
in core markets, and to be successful in its marketing to new markets.

Performance against plan

Learning Media exceeded its revenue and profit targets in 2010/11. In a
challenging year of change, both internally and in the markets that Learning
Media serves, this represents a commendable performance. Learning
Media’s financial performance can be significantly influenced by its success
(or otherwise) in securing one or two extra contested contracts, and Learning
Media’s underlying capability to compete is increasing.

Dividends

It is pleasing that Learning Media has resumed dividend payments in 2010/11,

after a number of years of not paying them. Interim and final dividends
combined total $573,000. (Note that cash from the final dividend is not
received until the 2011/12 year.) This reflects not just the successful year in
2010/11, but also the Board’s confidence to release a portion of retained
profits from 2009/10.

1':I‘f.a.-';" T
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Major investments

Learning Media’s investments
concentrate primarily on maintaining
and improving its capability to
create and deliver educational
material using appropriate media.
In this context, its purchase of CWA
New Media in 2010/11 enhances its
capability in digital media as it has
acquired CWA New Media’s digital
and online expertise. This expands
the suite of services that Learning
Media can offer to clients.

Non-financial performance

An increasing proportion of
Learning Media’s revenue is
derived from contestable sources.
It therefore measures a range

of customer satisfaction factors.
Learning Media’s overall customer
satisfaction result of 89.5% was a
2% improvement on 2009/10.

Corporate social responsibility
Learning Media measures the
environmental sustainability of its
print and packaging output (scoring
95% against Govt3 criteria).
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Meridian Energy Limited

CHAIR » Chris Moller

BOARD » Peter Wilson,

John Bongard, Mary Devine,
Catherine Drayton, Anake Goodall,
Stephen Reindler, Anne Urlwin

CHIEF EXECUTIVE » Tim Lusk
(Mark Binns from January 2012)

Activities
Meridian is a generator, wholesaler
and retailer of electricity.

It is the largest of the energy SOEs
and produces approximately

30% of New Zealand’s electricity.
All generation is from renewable
sources, being a mix of hydro
assets and wind farms.

Meridian, together with subsidiary,
Powershop, has a 14% share of
the New Zealand retail market.

It also supplies power to the

Tiwai Point aluminium smelter,
which consumes about 14% of
New Zealand’s total electricity.

The company has investments in
renewable generation assets in
Australia and California.
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Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return 17.7% 25.5% 0.5% 28.2% 7.2%
Dividend yield 8.3% 5.9% 0.5% 5.8% 10.4%
Dividend payout 152.8% 149.0% 18.3% 127.4% 428.8%
Adjusted ROE 11.9% 6.9% 12.6% 15.9% 25.7%
Efficiency
ROCE 14.8% 9.2% 13.1% 15.0% 19.4%
Operating margin 26.9% 14.3% 27.1% 31.1% 32.1%
Generator efficiency 36 31 42 46 48
Leverage
Net gearing 11.2% 16.9% 21.7% 23.3% 19.0%
Interest cover 10.80 6.42 7.15 7.97 6.28
Current ratio 1.33 0.81 0.75 0.49 1.10
Other Five-year average
Dividend growth 16.8%
Revenue growth 3.7%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 1,774 2,603 1,892 2,062 2,053
EBITDAF 477 371 512 642 660
NPAT* 200 129 89 184 303
Net energy revenue 719 646 742 920 907
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 6,668 7,198 7,177 8,716 8,460
Total liabilities 1,125 2,993 2,893 3,645 3,529
Commercial value** 4,618 5,500 5,500 6,700 6,500
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 350 339 314 452 369
Purchase of fixed assets 184 264 466 197 248
Dividends paid*** 368 298 30 353 684
Net cash flow (207) 20 (24) 7 314

Note

* 2010/11 includes a gain on sale of $157.4 million relating to the sale of Tekapo assets

**  Commercial valuation from the SCI

*** |ncludes one-off special dividends of $150 million in 2009/10 and $521 million in 2010/11




Operations

Meridian generates electricity from hydro assets in
Manapouri and the Waitaki Basin, and from the West
Wind, Te Apiti, White Hill and Te Uku wind farms.

Meridian’s earnings can be variable from one year

to the next, primarily depending on rainfall. During
2010/11 storage levels were high and demand was
flat. This resulted in the lowest average wholesale
price for generation in the last five years ($42/MWh in
2010/11 compared with $48/MWh in 2009/10), driving
a decrease in wholesale revenues.

Lower wholesale revenues were partially offset by

a strong retail performance. Meridian subsidiary,

Powershop, doubled its customer numbers in 2010/11, and both brands
together increased customer numbers by 7%, to 272,776 connections at
30 June 2011.

The Canterbury earthquakes presented a major challenge to Meridian’s
performance in 2011, affecting 50% of Meridian’s staff and 37% of its
customers. In spite of the disruption, which included closure of one of
Meridian’s Christchurch offices, Meridian’s business and residential customer
satisfaction levels increased compared to 2009/10.

The Tekapo A and B power stations were sold to Genesis on 1 June 2011. This
represented around 7% of Meridian’s total generation capacity.

Financial performance

Meridian’s reported NPAT in 2010/11 was $303.1 million, compared with
$184 million in 2009/10. This figure includes a gain on the sale of the Tekapo
assets of $157.4 million. Underlying NPAT (which excludes unrealised fair
value movements and other one-off items) was $219 million, compared

with $251.9 million in 2009/10. Group EBITDAF increased by 3.1% to

$659.9 million, including a one-off settlement payment of $28.1 million from
New Zealand Aluminium Smelters.

Meridian’s balance sheet remains strong. Proceeds from the Tekapo sale of
$820.2 million were used to pay a special dividend of $521 million, and to
repay debt of $50 million. Further debt will be repaid as it falls due in 2011/12.

Performance against plan

Meridian met or exceeded all target financial performance measures. Targets for
business and rural customer satisfaction were not met, though both measures
showed improved performance relative to 2009/10.

Dividends

Meridian paid cash dividends during the 2010/11 financial year of $683.6 million,
including a special dividend of $521 million in June 2011 paid from the proceeds
of the sale of the Tekapo A and B power stations.

Major investments

Investment expenditure in 2010/11
was $272.6 million, compared with
$470.4 million in 2009/10. Meridian
Energy fully commissioned the

64 MW Te Uku wind farm in

March 2011, and construction has
started on the 420 MW Macarthur
wind farm in Australia (a 50/50 joint
venture with AGL).

The Central Wind project is
consented and investment ready,
while a number of other wind

and hydro projects are at various
stages of the consenting process.

Non-financial performance

Targets for plant availability and
forced outages were achieved

in both hydro and wind plants.

The Benmore refurbishment was
completed in May 2011, increasing
generation efficiency by 2.8%.

Corporate social responsibility
Meridian works with a wide
range of stakeholder groups on
environmental and community
issues. A focus in 2010/11 was
to improve relationships with
communities living alongside
Meridian’s wind farms.
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CHAIR » Sarah Smith

BOARD » Greg Cross,

Carolyn Harkess,

David Houldsworth, Judy Kirk,
James Koh, Te Taru White

CHIEF EXECUTIVE »
Peter Lennox

Activities

MetService provides weather
information services in the form
of forecasting and advice, and
weather graphics and data
systems. These services are

provided to the general public and

clients in the transport, media,
energy, aviation, agriculture and
retail industries in New Zealand
and overseas. MetService also
generates revenues through
online (www.metservice.com)
and paid telephone (metphone)
media. MetService employs
around 216 staff across offices in

Wellington, Auckland, Christchurch,

Sydney (Australia) and Reading
(United Kingdom).

page | 84

Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return (36.9%) 1.7% 10.9% 28.6% 15.7%
Dividend yield 3.7% 5.1% 1.5% 2.8% 3.2%
Dividend payout 57.2% 41.4% 20.0% 39.8% 88.3%
Adjusted ROE 36.2% 38.7% 33.2% 20.5% 23.1%
Efficiency
ROCE 35.1% 38.5% 32.6% 23.8% 19.1%
Operating margin 21.1% 22.0% 23.8% 24.6% 25.2%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 37.2% 39.4% 28.4% 40.9% 48.1%
Interest cover 24.45 22.33 21.03 15.78 12.10
Current ratio 0.88 0.75 1.12 0.87 1.00
Other Five-year average
Dividend growth (2.0%)
Revenue growth 5.8%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 31 35 37 38 39
EBITDAF 7 8 9 9 10
NPAT 2 3 3 2 3
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 17 21 24 29 37
Total liabilities 11 13 12 17 23
Commercial value* 33 32 35 44 49
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 6 6 4 5 5
Purchase of fixed assets 5 7 3 8 8
Dividends paid 2 2 1 1 2
Net cash flow 0) 2) 2 0) 1

Note:

*

Commercial valuation from the SCI




Operations

Around half of MetService’s current revenues are derived from a six-year
contract with the Ministry of Transport to provide road network monitoring and
weather information to the New Zealand public.

MetService had a busy year with severe weather events and disaster support.
In particular, the Canterbury earthquakes demanded specialist weather
forecasting support for the public and emergency services. In meeting

the challenge, MetService provided hourly forecasts of rainfall and wind-
driven dust risk, supported by a new high-resolution (1.5 km) model. This
information was displayed in user-friendly graphs on the MetService website.
The recent Chilean volcanic eruption in June 2011 also kept forecasters and
managers busy, not just detecting ash but also liaising with key customers
such as Air NZ and the Civil Aviation Authority.

MetService’s future financial success and commercial value are linked to
the success of its growth businesses. In particular, the growth of Metra, the
international commercial subsidiary of MetService, which provides weather
products and services for the energy and media industries.

Financial performance

MetService has delivered annual revenue growth every financial year since
2005/06. The five-year average revenue growth is a creditable 5.8%. In
the 2010/11 financial year, revenue of $39.2 million translated into NPAT of

$3.1 million. This was an increase of $700,000 on NPAT of $2.4 million in 2009/10.

However, NPAT for 2009/10 included a one-off loss of $606,000 owing to the

tax change to depreciation on buildings announced in the 2010 Budget. The
commercial value of the Crown’s investment in MetService has increased by

$5.4 million and is currently $49.3 million.

Performance against plan

MetService exceeded its NPAT target of $2.9 million by $195,000, set in its
2011-13 SCI. In general, based on key financial performance metrics from
its SCI, MetService was more profitable and produced higher-than-planned
returns to its shareholders. This is consistent with MetService’s history of
performing in line with budget expectations over the past four years.
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Major investments

MetService continues to invest in
its weather observation network
and IT infrastructure. As part of

a five-year $12 million upgrade
programme, MetService completed
the installation of the Bay of Plenty
radar near Rotorua. Progress is
also being made on the Hokitika
radar which is due to be completed
in November 2011.

Non-financial performance

Road Weather Network Completed
— MetService has worked with
NZTA to commission, over the
past three years, a total of 42

road weather stations. The
stations improve MetService’s
ability to forecast significant road
hazards such as snow and ice.
Contractors can now accurately
assess which parts of the road

will freeze, and whether to use grit
or more expensive ice inhibitors.
The project was recognised by

the Institution of Professional
Engineers as the most outstanding
example of road safety innovation
in New Zealand.

Corporate social responsibility
MetService discharges its CSR
obligations through a number of
initiatives, including contributing to
the development of severe weather
forecasting in the Pacific region,
and some free advertising space
for charities on metservice.com.

Dividends

MetService has paid $1.1 million
in dividends to the Crown (in the
2010/11 financial year to 30 June
2011), an increase of $100,000 on
2009/10.
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Mighty River Power Limited

CHAIR » Joan Withers

BOARD » Trevor Janes,
Dr Michael Allen, Prue
Flacks, Jon Hartley, Sandy
Maier, Parekawhia McLean,
Tania Simpson, Keith Smith

CHIEF EXECUTIVE »
Doug Heffernan

Activities

Mighty River Power’s core business
is the generation and retailing of
electricity. Mighty River Power’s
generation is primarily from
renewable sources, with nine
Waikato River hydro power stations
and interests in four geothermal
stations. Mighty River Power also
operates a gas-fired co-generation
plant at Southdown in Auckland.
The company has the capacity to
produce more than 7,700 GWh

per year, or about 20% of New
Zealand’s total electricity demand.
It sells electricity and gas to almost
400,000 customers through its
retail brands Mercury Energy,
Bosco and Tiny Mighty Power.

Mighty River Power also provides
metering and energy management
services to consumers and

energy retailers and is involved

in international geothermal
investments.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 7.9% 6.8% 55.2% 7.5% 11.4%
Dividend yield 2.4% 2.5% 1.9% 8.3% 2.7%
Dividend payout 35.8% 42.2% 25.2% 311.1% 58.0%
Adjusted ROE 13.6% 12.8% 18.6% 8.0% 16.1%
Efficiency
ROCE 16.2% 12.8% 17.7% 9.1% 15.0%
Operating margin 40.9% 25.8% 39.9% 29.7% 38.1%
Generator efficiency 64 60 77 60 67
Leverage
Net gearing 16.1% 21.4% 17.9% 26.5% 24.6%
Interest cover 10.02 6.83 10.10 6.21 5.64
Current ratio 1.89 0.97 1.09 0.78 0.79
Other Five-year average
Dividend growth 17.2%
Revenue growth 10.9%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 769 1,179 1,120 1,105 1,164
EBITDAF 314 305 447 328 443
NPAT 112 111 160 85 127
Net energy revenue* 758 1,157 1,072 1,072 1,131
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 2,882 4,058 4,388 4,895 5,377
Total liabilities 720 1,800 1,766 2,206 2,470
Commercial value** 2,168 2,260 3,453 3,425 3,719
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 228 207 317 200 294
Purchase of fixed assets 183 286 169 199 174
Dividends*** 50 56 56 286 95
Net cash flow 82 (53) 23 (49) 21

Notes

* Sales less line charges less metering charges
**  Commercial valuation from the SCI

*** |ncludes one-off special dividends of $150 million in 2009/10




Operations

Mighty River Power’s primary generation capacity is based on the Waikato
River. Hydrological conditions in the Taupo/Waikato catchment are a key
driver of annual generation levels and Mighty River Power’s earnings.

The major growth area for Mighty River Power has been geothermal
generation, with 240 MW (205 MW equity interests) added since 2008. In
2009/10 year Mighty River Power committed to the construction of a new

82 MW geothermal power station on the Ngatamariki steam field near Taupo.

Mighty River Power has also committed US $250 million to international
geothermal developments. It is the sole investor in an international geothermal
development fund, the GeoGlobal Energy Fund, which has geothermal
interests in the USA, Germany, Chile and Peru. The Fund is managed by

GeoGlobal Energy Limited, in which the company has a minority shareholding.

Financial performance

Mighty River Power reported NPAT of $127 million for 2010/11, representing a
50% increase on 2009/10. EBITDAF also increased, up 35% to $443.1 million.

The higher earnings were driven by an 18% increase in generation volumes

to a record 6,833 GWh, primarily owing to a full-year contribution from the
Nga Awa Purua geothermal station and assisted by higher than average hydro
generation.

During the course of the year Standard & Poor’s reaffirmed the company’s
long-term credit rating at BBB+ with a stable outlook.

Performance against plan

Mighty River Power met all financial performance targets outlined in its SCI.

The company met six of its nine non-financial performance targets. Retail
market share was 20.1% against an SCI target of 21% during a year of
historically high churn in the retail market, while plant availability was 89.2%
against an SCI target of 91% owing to higher than expected forced outages
(3.1% against an SCI target of 1.7%). The higher than forecast forced outages
related to unexpected outages on some hydro units. However, the inherent
redundancy in the Waikato Hydro System meant that the reduced hydro
availability had minimal impact on earnings.

Dividends
Mighty River Power paid dividends of $95 million in 2010/11.

Major investments

Mighty River Power commissioned
the 140 MW Nga Awa Purua
Geothermal Power Station in
2010, a joint venture with Tauhara
North No.2 Trust. The company
also invested US $92 million in a
geothermal project in California
via its investment in the GeoGlobal
Energy Fund. The company
committed to the construction

of the 82 MW Ngatamariki
geothermal plant this year with

an estimated cost of $466 million
including capitalised interest and
contingency. Ngatamariki will lift
the company’s total geothermal
capacity under its operation to over
460 MW or 40% of total capacity.
Other planned capital investment
includes a major programme of
reinvestment in hydro assets,
further international geothermal
opportunities and completing the
programme to replace its legacy
meters with advanced metering
technology.

Non-financial performance

Mighty River Power saw its retail
customer base fall by 20,000
customers over the course of the
year to 392,000 at 30 June 2011 in
line with record levels of churn in the
market. As previously noted, plant
reliability fell short of target levels
with higher than planned forced
outages affecting plant availability.

Corporate social responsibility
Mighty River Power continues to
support a range of charities and
not-for-profit groups in the regions
in which it operates including
Starship Foundation and the
Waikato River Trails.
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New Zealand Post Limited

CHAIR » Hon Dr Michael Cullen

BOARD » Justine Smyth,

Al Dunn, Pip Dunphy,

Murray Gribben, Temuera Hall,
Jackie Lloyd, David Willis

CHIEF EXECUTIVE » Brian Roche

Activities

NZ Post operates New Zealand’s
largest postal and courier
businesses. Its subsidiary,
KiwiBank, is a significant player in
the New Zealand banking market.
NZ Post also has a number of
related business activities, such
as data management, stamps and
collectables, and an extensive
network of retail outlets.
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Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return 104.3% 10.1% 2.4% 2.5% (12.8%)
Dividend yield 3.9% 2.5% 1.2% 0.5% 0.2%
Dividend payout 35.6% (32.3%) (2.9%) (192.8%) (0.4%)
Adjusted ROE 18.0% 21.1% 12.1% (3.4%) (4.9%)
Efficiency
ROCE 3.8% 2.4% 1.2% 0.1% (0.2%)
Operating margin 12.6% 13.2% 13.1% 9.2% 2.9%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 81.4% 87.4% 89.9% 90.1% 89.4%
Interest cover 0.64 0.45 0.32 0.26 0.07
Current ratio 0.13 0.08 0.07 0.07 0.23
Other Five-year average
Dividend growth (46.7%)
Revenue growth 2.0%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 1,197 1,290 1,254 1,204 1,296
EBITDAF 151 171 164 110 38
NPAT 70 110 72 1 (36)
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 5,498 8,037 11,304 13,075 14,682
Total liabilities 4,902 7,370 10,635 12,243 13,888
Commercial value* 1,060 1,140 1,154 1,177 1,024
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 132 (51) (433) 35 (608)
Purchase of fixed assets 82 45 47 48 37
Dividends paid 31 27 13 6 3
Net cash flow 277 (68) 127 ©) 41

Note:

* Commercial valuation from the SCI




Operations
In common with global trends, NZ Post continues to experience a decline
in traditional mail volumes as customers’ preferences shift to electronic

communications. At the same time, the number of delivery points is increasing
owing to demographic changes. In 2010/11, mail volumes decreased by 4.5%
and this trend is expected to continue. In contrast, its subsidiary, KiwiBank,
continues to experience growth. In 2010/11, KiwiBank’s loans and advances
increased 10% to $11.5 billion and it now has more than 750,000 customers.

In this context, NZ Post is facing a number of key strategic issues. These
include the future shape of its retail store network, continuing to grow
KiwiBank and developing digital solutions. As a result of this, NZ Post has
developed, and is now implementing, new strategies to respond to these
issues. lItis focused on building a sustainable physical network, diversifying
KiwiBank’s products and services and developing its offerings in the digital
space. The company has also had a major internal reorganisation to align
with these new strategies.

Financial performance

Over the past two years, the financial performance of NZ Post has markedly
deteriorated. NZ Post reported a net loss after tax of $35.6 million for the
2010/11 financial year, which compares with a small net profit after tax of

$1.3 million for 2009/10. This is a disappointing result, particularly as the prior
year was also a poor result.

The major reasons for this year’s adverse result were an increase in bad debt
provisioning of $67.6 million in KiwiBank reflecting the Canterbury earthquakes
and economic conditions, a $35.2 million write-down of its Parcel Direct Group
investment (a 50/50 joint venture with DHL in Australia), and restructuring
costs of $11 million. We look forward to significantly improved results in the
years ahead as NZ Post implements its new strategies.

Performance against plan

NZ Post reported a net loss after tax of $35.6 million in respect of the 2010/11
financial year, compared with a budgeted profit of $60.8 million. Accordingly,
NZ Post did not achieve a number of its financial performance targets. The
key reasons for the variances to budget are similar to those described under
the financial performance section above.

Dividends

NZ Post’s level of dividends has been on a declining path, as investment in
the business has been the priority, particularly to support KiwiBank’s growth.
In the short term, the level of dividends is expected to remain low while the
company makes the necessary investments to implement its key strategies.
We consider that, as NZ Post’s financial performance improves, it should
return higher dividends to the shareholder.

Major investments

NZ Post Group is reinvesting

its profits in order to grow
KiwiBank. Itis also investing in
building sustainable postal and
retail networks, and developing
opportunities in the digital space.

Non-financial performance

NZ Post continues to offer services
in excess of the minimum required
under its Deed of Understanding. It
participates in formal international
benchmarking networks, and
performs creditably against its
peers. NZ Post was unable to
achieve its people engagement
target of 76% (its actual result was
73%), which it attributes to the
significant level of organisational
change taking place in the
company.

Corporate social responsibility

NZ Post’s operations are intimately
connected to the communities they
are embedded in, and it engages
in various sponsorship activities,
many based around literacy and
literature.

NZ Post responded well to the
Canterbury earthquakes and had
services back up and running
quickly. It also launched appeals
in association with the Red Cross
to support those impacted by the
earthquakes.
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New Zealand Railways Corporation (trading as KiwiRail Group)

Financial performance measures
CHAIR » John Spencer P
2007 2008 2009 2010 2011
BOARD » Paula Rebstock,
. Returns
Bob Field, John Leuchars,
Rebecca Thomas, Total shareholder return N/A N/A N/A N/A N/A
Dr Kevin Thompson, Mark Tume Dividend yield N/A N/A N/A N/A N/A
i i Dividend payout 0.0% 0.0% 0.0% 0.0% 0.0%
CHIEF EXECUTIVE » Jim Quinn
Adjusted ROE (7.0%) (10.1%) 25.9% 13.6% 1.9%
L Effici
Activities CEney
0, 0, 0, 0, 0,
KiwiRail Group owns and operates ROCE (3.5%) (5.0%) 21.3% 12.9% 5.9%
the New Zealand rail network and Operating margin 64.0% 59.3% 51.8% 48.2% 44.0%
the Interislander ferry service. Generator efficiency N/A N/A N/A N/A N/A
Leverage
Major servi incl national
éjo se 'Ces clude natio 6_1 Net gearing 1.1% 1.6% 3.1% 3.5% 3.5%
freight, ferries, the Tranz Scenic
. . Interest cover 21.15 9.41 20.26 20.04 15.40
long distance passenger services )
. Current ratio 25 1.9 0.6 1.0 0.5
and provision of Metro passenger
. . Other Five-year average
services in Auckland and
. L Dividend growth N/A
Wellington. Other KiwiRail divisions 9
maintain the network and service Revenue growth N/A
the rolling stock. Income statement
$m 2007 2008 2009 2010 2011
Revenue 224 243 943 1,105 1,012
EBITDAF 143 144 488 533 445
NPAT (19) (43) 239 194 34
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 10,740 11,908 13,335 13,249 13,570
Total liabilities 190 280 781 829 932
Commercial value* 10,590 11,549 12,554 12,420 (484)
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 11 16 139 134 48
Purchase of fixed assets 203 212 508 549 653
Dividends paid 0 0 0 0 0
Net cash flow 11 3 8 (12) 49
Note:
*  Commercial valuation from the SCI. Up until 2010/11, KiwiRail's commercial valuation was based on
the book value of net assets. 2010/11 was the first year where the Discounted Cash Flow valuation
methodology was used, which is the reason for the significant change in valuation from 2010 to 2011.
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Operations

KiwiRail Group’s (KRG) core business is providing services for commercial
freight customers, in terms of bulk freight, import/export and domestic point-
to-point transport. A 10-year Turnaround Plan is underway to fundamentally
reconfigure the organisation as a financially self-sustaining commercial
entity. The plan involves major procurement and project work, and a shift to
becoming a customer service and customer relationship-focused organisation.
Since the start of this plan in 2011, substantial investment has been made in
new rolling stock (locomotives and wagons), increasing ferry capacity and
reducing transit times on key parts of the network. Freight volumes have
increased in all categories, and major customers have demonstrated their
support for the new strategy by committing to co-investment in warehousing
and other facilities.

KRG also provides metropolitan passenger services on behalf of Auckland and
Wellington regional authorities.

Financial performance

KRG reported a reduction in EBITDAF of $88 million from 2009/10 which was
mainly owing to a reduction in grant income from the Crown of $110.5 million.
NPAT was also impacted by a one-off write-down of the book value of

assets relating to the Wellington Metro business of $107.6 million when they
were transferred to the Greater Wellington Regional Council for nominal
consideration. Excluding these items, underlying performance improved in
2010/11 from the previous year.

KRG’s Turnaround Plan envisages about $4.6 billion of capital expenditure over
10 years on renewal of the rail network and on rolling stock. The majority of the
investment is to come from operating cash flows, but significant government
support is also assumed. The Government agreed to provide KRG with support
of $250 million in each of the 2010/11 and 2011/12 financial years, with a further
$250 million in the following year, subject to satisfactory performance.

The negative commercial value attributed to KRG in its SCI reflects the
significant capital expenditure required to address several decades of under-
investment in rail infrastructure and equipment, and the significant Crown
investment required to do so. Delivery of the Turnaround Plan should result in
continued improvement in the enterprise value of KRG.

Performance against plan

2010/11 was the first year of the Turnaround Plan. Whilst freight volumes

and revenues have increased in 2010/11 over previous years, total revenue
and EBITDAF are behind SClI targets. This was attributable to the effects of
unanticipated external events (the Canterbury earthquakes, Pike River mine
explosion and various weather events). Under the circumstances, KRG’s
performance has been creditable. However, its ability in future to produce
EBITDAF results in line with targets will be crucial for funding its portion of the
capital investment associated with the Turnaround Plan.

Dividends
KRG has not paid dividends since its return to government ownership and no
return to the owners is expected for some time.

Major investments

The rail network continues to be
subject to significant investment,
particularly along the Auckland to
Christchurch corridor. Investment
in completed infrastructure projects
totalled $402 million in 2010/11,
from total capital expenditure of
$653 million. Substantial numbers
of new locomotives and wagons
entered service, improving both
reliability and running costs

($62 million capital expenditure on
rolling stock). The ferry Aratere has
been lengthened to increase Cook
Strait capacity.

Non-financial performance

Key safety metrics for KRG are Lost
Time Injury Frequency Rate (target
3) and the Medical Treatment
Injury Frequency Rate (target 30).
Actual results were 6.1 and 49.1
respectively. These are areas KRG
is focused on improving.

Corporate social responsibility
KRG has a number of safety,
sustainability and beautification
objectives.

KRG has been an ongoing
supporter of the Chris Cairns
Foundation, the Rail Heritage Trust
and the Ferrymead Rail Museum.
A wide range of other community
activities are also supported from
time to time.
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Public Trust

Financial performance measures
CHAIR » Trevor Janes P
— 2007 2008 2009 2010 2011
BOARD » Robin Hill,
. . Returns
Rodger Finlay, Dinu Harry,
Sue McCormack. Fiona Total shareholder return N/A N/A N/A N/A 4.3%
Oliver, Hinerangi Raumati Dividend yield N/A N/A N/A N/A N/A
Sarah Roberts Dividend payout 0.0% 0.0% 0.0% 0.0% 0.0%
CHIEE EXECUTIVE » Adjusted ROE 6.4%  (33.2%) N/A N/A N/A
Grenville Gaskell Efficiency
ROCE 0.7% (1.2%) (1.8%) (0.6%) (0.7%)
Activities Operating margin 9.1% (13.7%) (25.0%) (5.0%) (5.5%)
Public Trust is New Zealand’s most Generator efficiency N/A N/A N/A N/A N/A
enduring trustee organisation, Leverage
providing independent and reliable Net gearing N/A N/A N/A N/A N/A
trustee services since 1873. As a Interest cover N/A N/A N/A N/A N/A
Crown entity its independence is Current ratio 0.29 0.30 0.28 0.29 0.51
guaranteed under the Public Trust Other Five-year average
Act 2001. Dividend growth N/A
Public Trust is New Zealand’s Revenue growth 0.6%
largest provider of wills and estate Income statement
administration services. It also
. . $m 2007 2008 2009 2010 2011
provides a wide range of products
- Revenue 60 65 64 63 61
and services to help all New
Zealanders at different stages EBITDAF ©) (16) ©) ®
of their lives. These include: NPAT 4 (32) @7 5 1
provision of wills, estate planning Balance sheet
and administration services;
) ) ] $m 2007 2008 2009 2010 2011
managing family, education and
. . Total assets 846 1,007 1,093 921 908
funeral trusts; managing charitable R
. Total liabilities 796 991 1,110 901 886
trusts; providing corporate
. . . Commercial value* - - 36 35 36
trustee services; administering or
managing assets and investment Cash flow statement
funds; providing home loans and $m 2007 2008 2009 2010 2011
conveyancing; providing student Operating activities (net) 13 18 1) (3) 1)
fee protection; administration, )
_p ; ) ) Purchase of fixed assets 1 1 3 1 4
audit and advice for incapacitated - )
. Dividends paid - - - - -
persons pursuant to the Protection h
. Net cash flow 13 6 4 15 1
of Personal and Property Rights ©) “) (1)
8- . . Notes:
(PPR) Act 1988’ prOVIdmg financial * Commercial valuation from the SCI
and retirement planning; providing Figures restated from 2010 APR: Income Statement - revenue is reported on the net interest income basis and
q q ) EBITDAF excludes unrealised investment gains/losses but includes mortgage losses. Balance Sheet — overdraft
life and general Insurance; is netted against cash and cash equivalents
providing tax planning and advice;
and establishing enduring powers
of attorney.
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Operations

Since 2007, Public Trust has been implementing a five-year change
programme to increase fee revenue and improve productivity to transform

into a commercially viable organisation. The risk profile of Common Fund
investments has also been reduced. In line with current strategies, Public Trust
is undertaking initiatives to grow fee revenue, manage costs and optimise its
balance sheet structure. While these initiatives have been delivering growth

in fee revenue to offset the planned decrease in Common Fund net interest
income, stronger evidence of the effectiveness of the change programme
should be demonstrated in 2011/12, being the fifth year of the programme.

Public Trust was in a negative equity position at the end of the 2008/09
financial year after incurring losses on its Common Fund investment portfolio
during 2007/08 and 2008/09. The Crown has injected $50 million of capital to
restore Public Trust’s balance sheet, pending improvement in the markets.
Public Trust’s financial position remains highly dependent on the reversal of
unrealised investment losses which are determined by economic and financial
markets conditions. We consider that there is a risk Public Trust, at its current
rate of progress, may not be able to accumulate sufficient capital to meet
capital adequacy requirements under the Non-Bank Deposit Taker Scheme
when the current exemption expires on 1 December 2013.

The regulatory environment for Public Trust continues to change with the
Securities Trustees and Statutory Supervisors Act 2011 introducing new
licensing and disclosure requirements in the next few years.

Financial performance

Public Trust’s profitability showed signs of tracking in the right direction in
2009/10, mainly owing to improved operating performance and the reversal
of unrealised impairment losses on financial instruments. However, 2010/11
financial performance was negatively affected by the Canterbury earthquakes
which caused extensive damage to Public Trust's three Christchurch sites and
has had a significant impact on its 85 employees in the region.

Performance against plan

In 2010/11, Public Trust reported NPAT of $600,000 (budget $400,000),
compared to $4.8 million NPAT in 2009/10. This is mainly owing to the reversal
of unrealised mark-to-market Common Fund investment gains which were
$5.6 million in 2010/11 compared to $10.7 million in 2009/10 reflecting the
reversal of the losses on the investment portfolio incurred in 2007/08 and
2008/09. Public Trust’s underlying profitability (before transformation costs,
mortgage losses, investment revaluations and insurance recovery related

to the earthquakes) was $1.8 million in 2010/11, compared to $3.4 million in
2009/10.

Dividends

Public Trust is not expected to make any distributions to the Crown until its
financial position improves.

Major investments

Public Trust has invested an
average of approximately $5 million
pa over the past three years in its
change programme. We expect

to see the results of the changes
translate into improved financial
performance in the 2011/12
financial year.

Non-financial performance
Public Trust’s market share for
wills was 14% compared to the
15% target and 15% in 2009/10,
and its market share for estates
(probates) was 14.2% against
a target of 14.5% and 13.9% in
2009/10. Customer satisfaction
and advocacy, as measured by
net promoter score, continue to
improve.

Corporate social responsibility
Public Trust has a corporate social
responsibility strategy to operate
the business in a responsible

and sustainable manner. Current
initiatives include its leased vehicle
contract, which seeks to minimise
energy requirements through
smaller engine sizes, and a
scheme to offset carbon emissions.
Public Trust also exhibits energy
consciousness in the operation

of its premises and information
technology resources.
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Quotable Value Limited

CHAIR » Phil Lough Financial performance measures
BOARD » Derek Walker, 2007 2008 2009 2010 2011
Roger Bridge, Bryan Hemi, Returns
lan Holland, Raewyn Lovett, Total shareholder return 3.3% 30.0% 1.7% 19.6% (3.9%)
Gary Traveller Dividend yield 3.3% 2.2% 16.1% 4.0% 0.0%
CHIEE EXECUTIVE » Bill Osborne Dividend payout 42.3% 57.4% 145.3% 67.1% 0.0%
Adjusted ROE 18.8% 119.7% 6.8% 2.7% (10.0%)
Activities Efficiency
QV is New Zealand’s largest ROCE 28.9% 108.7% 6.9% 3.5% 0.1%
valuation and property information Operating margin 15.2% 7.4% 6.9% 2.6% 1.4%
company. QV operates from 22 Generator efficiency N/A N/A N/A N/A N/A
offices throughout New Zealand Leverage
and has subsidiary companies in Net gearing 5.2% 0.0% 0.0% 0.0% 0.0%
three Australian states. Interest cover 27.93 13.14 511.20 49.71 41.38
The company operates multiple Current ratio 1.58 1.23 1.80 1.52 1.58
brands in the New Zealand and Other Five-year average
AusiElen melas. Dividend growth (100.0%)
Revenue growth 2.3%
Processing, storing and interpreting
data and the dissemination of Income statement
information are included in the core $m 2007 2008 2009 2010 2011
business. Revenue 42 41 37 46 46
EBITDAF 6 3 3 1 1
NPAT 2 18 1 1 )
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 18 31 31 33 28
Total liabilities 9 10 9 11 8
Commercial value* 27 34 30 34 33
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 4 2 4 2 0
Purchase of fixed assets 3 3 1 1 0
Dividends paid 1 1 5 1 -
Net cash flow 1 3 0 2 1)
Note:
* Commercial valuation from the SCI
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Operations

Since the 2008/09 GFC and the flow-on impact on the New Zealand housing
market, QV has been negatively affected by the significant reduction in
property sales, and limited capital available for industrial and commercial
property developments. QV is continuing to respond to this economic
environment by renewing its focus on customer needs, and delivering

innovative solutions, such as launching mobile technology in the field which
allows QV valuers to record property-specific information on mobile devices.

In 2010/11, QV’s performance has been adversely affected primarily by

its subsidiary’s performance — Darroch Limited. Darroch’s underlying
performance has largely been affected by integration issues with DTZ

New Zealand Limited MREINZ (DTZ), which was acquired by QV in 2009/10.

Financial performance

QV’s performance in 2010/11 has been disappointing, with a net loss after
tax of $2.2 million. This compares unfavourably with QV’s performance

over the past five years. The reduction in profitability in 2010/11 was mainly
because of higher than planned expenses (compared to budget), particularly
a $2.1 million goodwill impairment charge in relation to Darroch’s underlying
value.

Performance against plan

QV’s last four annual plans have each forecast profitability growth, while actual
performance has been below the plan figures (note: 2007/08 actual is adjusted
for a one-off gain related to the Property 1Q joint venture). In 2010/11, though
QV achieved its revenue targets, its underlying performance was poor owing
to expenses being higher than planned which translated to a net loss after

tax of $2.2 million, compared to a budgeted profit of $700,000. QV’s next
three years’ financial forecast is predicated on the market recovering and QV
being able to achieve continued business growth. However, QV’s continued
poor performance in 2010/11 is of concern, and we are looking forward to a
significant improvement in performance in the period ahead.

Dividends

Owing to its adverse financial performance, QV has not paid a dividend in
2010/11. However, dividend payments are expected to resume in the 2011/12
financial year.

oV

Major investments

In 2010/11, QV invested $283,000
in its subsidiary and joint venture
companies and purchasing fixed
assets. QV’s 2010/11 investments
were significantly below plan (92%
below plan) owing to deferred
investments.

Non-financial performance

QV’s non-financial performance
indicators are mostly around the
quality of service provided. QV
has achieved four of its seven
performance targets for 2010/11.
The areas where QV was below
target include users ranking QV’s
website as good or excellent (actual
80% versus target 85%), and the
accuracy and integrity of property
data on QV’s website is ranked
as good or excellent (actual 63%
versus target 75%).

Corporate social responsibility
Following the earthquakes in
Canterbury, QV supported its

staff and its families, and also
contributed to the mayoral relief
funds, which were targeted to assist
people affected by the earthquakes.

QV is focused on minimising its
carbon footprint in the key areas

of power and fuel consumption. In
2010/11, QV has reduced its power
consumption by 4.7% and fuel
consumption by 1.68%.
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Solid Energy New Zealand Limited

CHAIR » John Palmer

BOARD » John Fletcher,

Alan Broome, Simon Marsters,
John McDonald, David Patterson,
Michelle Smith, Adrienne

Young Cooper

CHIEF EXECUTIVE » Dr Don Elder

Activities

Solid Energy’s core business

is the mining of coking coal for
export markets and NZ Steel, and
thermal coal for the Huntly power
station and a number of industrial
customers.

Solid Energy extracts, processes,
markets and distributes over four
million tonnes of coal a year.

Solid Energy is also investing in
alternative energy forms such
as biomass, biodiesel, coal-to-
gas options and developing
Southland’s lignite resources.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 26.7% 521.8% (15.9%) 37.3% (14.7%)
Dividend yield 0.0% 0.0% 2.2% 1.9% 0.7%
Dividend payout 0.0% 0.0% 46.8% 85.2% 22.1%
Adjusted ROE 33.6% 10.2% 32.8% 16.0% 18.8%
Efficiency
ROCE 46.5% 15.8% 45.4% 21.7% 22.0%
Operating margin 23.6% 18.1% 28.4% 24.2% 24.0%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 5.0% 9.4% 13.8% 34.4% 29.6%
Interest cover 32.6 28.9 152.0 37.8 17.9
Current ratio 2.45 1.66 1.74 1.23 2.02
Other Five-year average
Dividend growth N/A
Revenue growth 10.2%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 565 554 984 693 831
EBITDAF* 133 100 279 168 200
NPAT 94 34 111 68 87
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 546 638 768 963 1,131
Total liabilities 218 270 334 520 612
Commercial value** 475 2,954 2,425 3,276 2,773
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 115 41 147 86 129
Purchase of fixed assets 93 57 110 172 115
Dividends paid 0 0 60 54 20
Net cash flow 59 (20) ) (14) 39

Notes:

*  The EBITDAF numbers are different from those reported in the 2010 APR. In particular, realised gains
and losses from foreign exchange transactions and other financial instruments are now included before
EBITDAF. All non-realised gains and losses are included as other gains and losses, as was done in the

2010 APR

**  Commercial valuations contained in the SCI




Operations

This year was a particularly challenging year for Solid Energy owing to the
Canterbury earthquakes and the support provided by Solid Energy to the
privately-owned Pike River Coal Company after the mine explosions. These
events have significantly impacted Solid Energy, its staff, business partners
and the community.

With the support of port and rail partners, the supply chain through
Christchurch and Lyttelton was quickly restored following the September 2010
and February 2011 earthquakes.

2010/11 was a year of mixed fortunes for Solid Energy. Solid Energy achieved
higher than forecast export coal prices, in part owing to continuing Australian
coal shortages following the Queensland floods, which improved export

coal margins. However, the Canterbury earthquakes resulted in a reduction
to the planned export coal volumes owing to damage to the Lyttlelton Port
infrastructure (to both the wharf and the coal loader). As a result, three
planned shipments were cancelled. However, total coal sales of 4.1 million
tonnes were still 8% above last year’s sales of 3.8 million tonnes.

Solid Energy has continued development and investment in a range of
projects, such as coal seam gas, an underground coal gasification trial in the
Waikato and the advancement of Southland lignite projects.

Financial performance

EBITDAF for the 2010/11 year was $200 million, an increase of 19% from

$168 million in 2009/10. Stronger than expected coal prices boosted
underlying EBITDAF by $85 million for the 2010/11 year. The cash flow from
operations was $129 million compared with $86 million in 2009/10. The strong
positive operating cash flow was driven by international sales being up by 14%
and international United States dollar pricing up 20%. Solid Energy produced
NPAT of $87.2 million for the 2010/11 year being $19.4 million higher than the
2009/10 year.

The Solid Energy Board has assessed the commercial value of the company, in
its SCI, as being $2.8 billion. This is significantly higher than the independent
valuation commissioned by COMU, of $1.7 billion, owing to the independent
valuer's view on commodity prices and the value of Solid Energy's future
developments differing to Solid Energy's view.

Performance against plan

Revenue and EBITDAF at year end were both above forecast largely owing to
stronger than expected coal prices. Solid Energy’s NPAT of $87.2 million for
the 2010/11 year was $21.1 million higher than plan.

Dividends

For the 2010/11 financial year, Solid Energy paid an interim dividend of
$20 million on 31 March 2011 and declared a final dividend of $30 million after
the year end, which was paid on 30 September 2011.

Major investments

During the year Solid Energy spent
$115 million on capital expenditure.
This expenditure included
completing the Stockton coal
processing plant, starting work on
a new Huntly East Mine ventilation
shaft and safety and performance
improvements at Spring Creek
Mine.

Non-financial performance

The downward trend Solid Energy
achieved in lost-time injury and all
injury frequency rates in 2009/10
flattened in the 2010/11 year,
although the injury severity rate
continued to fall.

Solid Energy’s environmental
performance remains good with no
incidents resulting in abatement

or enforcement notices. This year,
for the first time in seven years,
Solid Energy fell just short of
meeting its environmental objective
of having net positive effect on

the environment. Based on the
company’s own assessment, its net
environmental impact was -1 for
2010/11 which compares with +11
in the 2009/10 year.

Corporate social responsibility
Solid Energy supports ($2.7 million
in 2010/11) a range of activities
with a focus on youth and
development, community
infrastructure and heritage. After
the September earthquake Solid
Energy joined its export supply
chain partners KiwiRail and
Lyttelton Port of Christchurch, and
Tourism West Coast to offer 1,000
Canterbury residents a “Break from
the Quake” on the West Coast.

page | 97




Television New Zealand Limited

CHAIR » Sir John Anderson

BOARD » Joan Withers,

Anne Blackburn, Alison

Gerry, Roger MacDonnell,
Barrie Saunders, Wayne Walden

CHIEF EXECUTIVE » Rick Ellis

Activities

TVNZ has six TV channels:

two commercial free-to-air

(TV ONE and TV2); two digital
channels on Freeview, being
one commercial free-to-air digital
channel (Channel U) and one
non-commercial free-to-air digital
channel (TVNZ 7); and two pay
channels on SKY TV (Kidzone24
and TVNZ Heartland).

TVNZ also has an online presence
with tvnz.co.nz, providing news
and entertainment, and “tvnz
ondemand” providing “catch-up
TV”.

TVNZ has a 33% shareholding in
Hybrid Television Services (ANZ)
Pty Ltd (HTS), which owns the
Australasian rights for TiVo.
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Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return 4.2% 0.0% (44.8%) 59.8% 7.0%
Dividend yield 4.2% 0.0% 3.9% 0.6% 1.6%
Dividend payout 73.5% 0.0% 73.8% 6.9% 16.4%
Adjusted ROE (2.3%) 6.5% 1.6%  (14.3%) 2.3%
Efficiency
ROCE (1.2%) 10.0% 3.1% (5.6%) 13.4%
Operating margin 3.5% 10.7% 6.0% 1.0% 14.2%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 12.6% 10.9% 15.5% 18.4% 3.4%
Interest cover* 3.13 11.19 10.64 1.22 19.49
Current ratio 2.24 151 1.15 1.67 1.72
Other Five-year average
Dividend growth (23.9%)
Revenue growth 0.3%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 374 391 384 355 378
EBITDAF 13 42 23 4 54
NPAT (5) 19 2 (26) 2
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 313 312 304 259 229
Total liabilities 119 129 119 101 74
Commercial value** 350 350 183 291 306
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 34 25 27 35 45
Purchase of fixed assets 13 16 12 21 9
Dividends paid 15 - 10 1 5
Net cash flow 1) 8) 3) ) 3

Notes:

*  TVNZ calculates interest cover on a different basis and in 2009/10 reports a higher interest cover

**  Commercial valuation from the SCI




Operations

TVNZ has focused on improving its performance through
a combination of cost reduction, process and technology
changes. In 2009/10, TVNZ undertook a significant cost
reduction programme and invested in new technology
to transform itself into a digital media company. TVNZ
continues to explore further ways to diversify its revenue
streams. Consistent with this strategy, TVNZ launched
its second pay TV channel Kidzone24 on the SKY

TV platform (its first pay TV channel is called TVNZ
Heartland).

Financial performance

TVNZ made NPAT of $2.1 million for 2010/11, which
compares with a net loss of $26 million for 2009/10. NPAT included a full
write-down of its investment in HTS. While this was a disappointing result,
TVNZ's operating profit for 2010/11, as measured by EBITDAF, of $54 million
was strong. This is an increase of $50 million on the prior year (2009/10

had included a one-off expense of $26.8 million owing to changing the

way programme costs are expensed). TVNZ’s 2010/11 performance was
underpinned by an increase in advertising revenues of $18 million from
2009/10. TVNZ increased its share of all television advertising from 61% to
63% in 2010/11.

TVNZ's strong 2010/11 operating result is benefiting from the previously
undertaken cost reduction initiative which was completed to respond to the
impact on advertising revenues of the GFC.

Performance against plan

The write-down of its investment in HTS meant that ROE of 1.3% was well
below the target of 6.6%. However, if the write-down is excluded, this would
have resulted in a ROE of 12.3%, illustrating the strong operating result. TVNZ
also met its gearing, financial stability and interest cover targets for the year.

Dividends

TVNZ declared a dividend of $13.8 miillion for the 2010/11 year, as its dividend
is calculated as being 70% of normalised NPAT (ie, before the write-down of
HTS). This is a significant increase on the 2010/11 dividend of $4.9 million and
reflects the strong operating result.

Major investments

TVNZ completed the
implementation of digital television
and digital media technology to
transition TVNZ into a digital media
company.

Non-financial performance

In July 2011, the amendment to the
Television New Zealand Act 2003
was passed. The amendment
removed the TVNZ Charter from
legislation and therefore this is

the last year TVNZ has been
subject to the Charter. The overall
performance of TV ONE and TV2
was strong with TVNZ achieving
budget and growth over the prior
year. TVNZ won a number of
awards during 2010/11, including
the Qantas Television Award for
Best News and tvnz.co.nz was
named Best Media Site at the 2010
Netguide awards.

Corporate social responsibility
TVNZ undertakes a number of
programmes to lessen its impact
on the environment, such as
restricting travel where possible
through utilising technology, and
replacing its fleet of vehicles with
diesel alternatives.
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Transpower New Zealand Limited

CHAIR » Mark Verbiest

BOARD » lan Fraser, Abby Foote,
Don Huse, Maury Leyland,
Michael Pohio, Alastair Scott,
Keith Tempest

CHIEF EXECUTIVE »
Dr Patrick Strange

Activities

Transpower plans, builds,
maintains and operates the
National Grid which links
generators of electricity to
distribution companies and
major industrial users. Through
its System Operator role,
Transpower also provides real-
time co-ordination of electricity
transmission, electricity generation,
transmission and demand.
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Financial performance measures
2007 2008 2009 2010 2011
Returns
Total shareholder return 9.4% 4.4% (7.5%) 28.0% 0.0%
Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0%
Dividend payout 0.0% 0.0% 0.0% 0.0% 0.0%
Adjusted ROE 9.7% 8.1% 10.0% 10.0% 8.5%
Efficiency
ROCE 8.1% 8.2% 10.2% 9.9% 8.9%
Operating margin 55.3% 59.5% 58.5% 63.8% 61.8%
Generator efficiency N/A N/A N/A N/A N/A
Leverage
Net gearing 53.8% 46.9% 47.2% 52.6% 54.1%
Interest cover 3.58 4.96 4.18 4.06 3.62
Current ratio 0.15 0.83 0.91 0.62 0.29
Other Five-year average
Dividend growth N/A
Revenue growth 2.9%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 651 642 694 730 731
EBITDAF 361 382 406 466 452
NPAT 126 78 93 65 78
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 3,051 2,844 3,106 3,565 4,171
Total liabilities 1,693 1,537 1,706 2,111 2,637
Commercial value* 1,294 1,351 1,250 1,600 1,600
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 241 330 250 313 285
Purchase of fixed assets 288 328 336 555 664
Dividends paid 0 0 0 0 0
Net cash flow 2) 6 30 (18) (21)

Note:

*

Commercial valuation from the SCI




Operations

In 2010/11, Transpower has continued its major grid investment programme,
spending $733 million across multiple projects. The overall capital
programme is currently forecast to be around $5 billion over 10 years, with
investments peaking in 2011/12 at around $870 million. These investments
will significantly increase the capacity, performance and resilience of the grid.

The increase in capital investment will see a commensurate increase in the
revenue Transpower can recover from its customers, as determined by the
Commerce Commission (the Commission).

There have been significant regulatory changes impacting Transpower. Under
the Electricity Industry Act 2010, since 1 November 2010, Transpower was
given additional responsibilities as the System Operator and placed regulatory
oversight of all transmission operating and capital expenditure under a single
regulatory agency, being the Commission. Additionally, under the new regime,
the Commission has developed a new input methodology that determines the
rate of return that Transpower may earn on its investment in the National Grid.
Transpower considers that the proposed rate of return set by the Commission is
materially below its cost of capital, and has therefore applied to the High Court
seeking a “Merits Review” and a Judicial Review of the Commission’s final
decision.

Financial performance

Transpower achieved NPAT (excluding fair value movements) of $126 million
for 2010/11. This compares with $142 million for 2009/10. The decrease

in profit is a result of higher operating expenses (particularly maintenance),
lower than forecast transmission revenue owing to a reduction in the regulated
return set by the Commission and the deferral of the planned commissioning
of the new Pole 3 and recognition of a further impairment charge on properties
($19.7 million) purchased by Transpower for the North Island Grid Upgrade
project.

Following a period of large investments, it is expected that Transpower will
deliver a higher cash return to the Crown.

Performance against plan

Transpower recorded NPAT (excluding fair value movements) of $126 million,
against a plan of $152 million. Though the underlying operating performance
was sound, the result was impacted by the adverse one-off impacts mentioned
above in the financial performance section.

Dividends

In a decision supported by shareholders, Transpower had suspended its
dividend payments since the 2005/06 financial year so that profits could be
reinvested in the grid. Following a review of its capital structure and dividend
policy in 2010/11, the Transpower Board has decided to recommence
dividend payments in 2011/12, a year earlier than previously anticipated.
This is likely to result in a dividend payment of $315 million in 2011/12 and
cumulative dividend payments of $695 million over the next three years.

Major investments

Transpower has a major capital
investment programme underway.
Work on the three largest projects
continues, being the North Island
Grid Upgrade project (a total
project value of $824 million), the
High Voltage Direct Current Pole
3 project to upgrade the inter-island
cable (a $672 million project) and
the North Auckland and Northland
Project (a $473 million project).

Non-financial performance
Transpower achieved the majority
of its non-financial performance
targets but did not achieve targets
around the number of fatalities

or injuries causing permanent
disability (1 against a target of

0), and the number of medical
treatment injuries (26 against

a target of 20). Transpower
continues to focus on improving its
safety performance.

Corporate social responsibility
Transpower has established

a CommunityCare Fund that
provides support and funding to
communities that are impacted
by Transpower’s operations.

In 2010/11, the Fund made
grants totalling $1 million to

52 community-based projects
nationwide.

Transpower also made a special
$500,000 donation for Canterbury
earthquake relief.
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Multiple Objective
Companies




Crown Research Institutes

Background

Crown research institutes (CRIS)
were established under the Crown
Research Institutes Act 1992.

The 2010 CRI Taskforce report
confirmed the critical role that CRIs
play in addressing New Zealand’s
most pressing issues: economic
growth; improving the sustainability
of natural resources; and
managing exposure to risks that
could otherwise destabilise society,
the environment and the economy.
CRIs provide research and a range
of related scientific and advisory
services.

In February 2011 the Ministry of
Science and Innovation (MSI)

was formally launched. This

saw CRI policy, investment and
ownership functions brought into
one agency. MSI has established
a CRI Ownership and Performance
Unit. The unit provides advice

on ownership matters, reports on
performance and works with CRIs
to maximise performance. The CRI
Ownership and Performance Unit
works closely with COMU. COMU
provides monitoring advice to MSI
as required and provides the Board
director appointment processes for
CRIs.
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As the primary purpose of CRIs is not commercial they are only covered in
aggregate in this report. The financial information shown here is the result of

consolidation of the accounts of all eight CRIs.

Financial performance measures

2007 2008 2009 2010 2011
Returns
Total shareholder return (5.0%) 38.2% 6.3% 0.9% 1.8%
Dividend yield 0.1% 0.1% 1.8% 0.4% 0.2%
Dividend payout (12.8%) 1.7% 19.0% 5.1% 3.6%
Adjusted ROE 5.9% 7.0% 3.6% (2.4%) 2.9%
Efficiency
ROCE 8.7% 8.3% 4.7% 7.9% 3.8%
Operating margin 9.9% 11.4% 10.8% 13.0% 11.4%
Leverage
Net gearing 6.6% 0.8% 0.0% 0.0% 0.0%
Interest cover 17.40 17.95 23.36 61.51 42.27
Current ratio 1.14 1.25 1.13 1.16 1.18
Other Five-year average
Dividend growth 28.5%
Revenue growth 3.5%
Income statement
$m 2007 2008 2009 2010 2011
Revenue 595 641 674 687 681
EBITDAF 59 73 73 89 78
NPAT 17 20 10 (12) 20
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 516 669 696 716 739
Total liabilities 176 185 199 232 234
Commercial value* 341 471 493 495 503
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 37 64 91 85 73
Purchase of fixed assets 73 58 69 72 58
Dividends 0 0 9 2 1
Net cash flow 9) 9 10 14 10

Note:

*  Valuation from the CRIs’ Statements of Intent (SOI)




Crown Research Institute Taskforce

During 2010/11, CRIs faced a year of change following the release of the CRI
Taskforce Report (the Report) in February 2010. The Government endorsed
the findings of the Taskforce, initiating significant reforms for CRIs and the
wider science and innovation sector. CRIs also faced uncertainty owing to the
economic downturn impacting most of their major customers.

Over the year, 19 of the 27 Taskforce recommendations were implemented.
The Government agreed to a Statement of Core Purpose for each CRI
outlining the purpose, outcome and areas of focus for each institution. The
Government also agreed to devolve $215 million to the CRI Boards from Vote
Research Science and Technology (previously administered by the Foundation
for Research, Science and Technology). All CRIs produced a new SCI with

a sector outcome focus developing a range of non-financial and financial
indicators to measure performance. These were developed in partnership with
end-users.

Science and innovation performance

CRIs are now focusing on measuring and reporting the impact of science and
innovation with their sectors. This gives insight into the value of the basic

and applied science that CRIs are delivering. This is a trend that we expect to
continue. Science quality is being maintained and we are seeing an increase
in the number of peer-reviewed articles. There is a slight downward trend

in the technology and knowledge transfer indicators reported. However, we
believe this is mainly owing to the way they are being reported rather than any
reduction in technology transfer as positive feedback has been received from
end-users.

Financial performance

It was a difficult year financially for most CRIs as revenues reduced from

$687 million in 2009/10 to $681 million in 2010/11 (4.6% below budgeted
revenue of $715 million) as a result of the continued economic downturn.
CRIs responded by reducing costs, resulting in NPAT of $20 million, $5 million
below budget. This equates to an adjusted return on equity in 2010/11 of
2.9%. CRIs have extensive capital investments planned over the next two to
three years. In the main this is fit-for-purpose technology and infrastructure to
assist their sectors. This is to be paid for by using existing net cash balances,
which have accumulated to $36 million in 2010/11.

CRIs have had a strong focus on value for money and this is best shown by
the average revenue per employee increasing by $20,000 from $151,000 in
2007/08, to $171,000 in 2010/11.

Core purpose

AgResearch Ltd — To enhance the
value, productivity and profitability
of New Zealand’s pastoral, agri-food
and agri-technology sector value
chains.

Institute of Environmental Science
and Research Ltd — To deliver
enhanced scientific and research
services to the public health, food
safety, security and justice systems
and the environmental sector.

Institute of Geological and Nuclear
Sciences Ltd — To provide research
on geological-based energy and
minerals industries; industrial and
environmental applications of nuclear
science; and increased resilience to
natural hazards.

Industrial Research Ltd — To increase
the contribution of the industrial
manufacturing and associated
sectors by empowering industry to
drive innovation in manufacturing and
services.

Landcare Research New Zealand

Ltd — To drive innovation in
management of terrestrial biodiversity
and land resources in order to

both protect and enhance the
terrestrial environment and grow
New Zealand’s economy.

National Institute of Water and
Atmospheric Research Ltd — To
enhance the economic value

and sustainable management of
New Zealand’s aquatic resources
and environments, to provide
understanding of climate and the
atmosphere and increase resilience
to weather and climate hazards.

The New Zealand Institute for

Plant and Food Research Ltd — To
enhance the value and productivity of
New Zealand'’s horticultural, arable,
seafood and food and beverage
industries.

New Zealand Forest Research Institute
Ltd — To drive innovation and growth
from New Zealand’s forestry, wood
product and wood-derived materials
and other biomaterial sectors.
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New Zealand Venture Investment Fund Limited

CHAIR » Sir John Anderson KBE

BOARD » Brian Mayo-Smith,
Anne Blackburn, Roger Bridge,
Calvin Smith

CHIEF EXECUTIVE »
Franceska Banga

Activities

NZVIF is a Crown entity responsible
for accelerating the development
of the New Zealand venture capital
market. NZVIF achieves this by
jointly investing, with private
participants, into both venture
capital funds as well as directly
into seed or start-up businesses.
In effect, NZVIF operates as both
a fund-of-funds and a direct co-
investor.

NZVIF manages two main funds:

NZVIF Venture Capital Fund — an
equity investment vehicle with
$160 million available to invest
alongside private co-investors
into a series of privately-managed
venture capital investment funds.
These funds are fixed duration,
private equity investment vehicles,
typically operating for 10 years,
investing in a portfolio of New
Zealand - originated high-growth
potential-companies.

Seed Co-investment Fund — an
investment programme aimed at
providing direct equity funding for
early stage businesses with strong
potential for growth. The Fund has
$40 million of funding available for
co-investment alongside selected
private investors.
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Financial performance measures

Income statement

$m 2007 2008 2009 2010 2011
Revenue 2 2 3 2 2
EBITDAF )] ) 2) 2) )
NPAT 3) ) 3 4) 0
Balance sheet
$m 2007 2008 2009 2010 2011
Total assets 36 48 69 69 79
Total liabilities 1 1 1 0 0
Commercial value* - - - - -
Cash flow statement
$m 2007 2008 2009 2010 2011
Operating activities (net) 2) 2) 1) 1) 1)
Purchase of fixed assets 0 0 0 0 0
Dividends - - - - -
Net cash flow 3 (1) 1 0) 2
NZVIF investment funds - selected key data (cumulative)
NZ Venture Capital Fund (VCF) 2007 2008 2009 2010 2011
Number of funds invested in 7 7 6 6 6
Number of companies invested in 25 31 48 50 46
Total amount invested 135.5 175 220 235 242
(Crown and private sector)
Crown funds invested $m 34 45.2 58.0 60.0 64.1
Crown'’s value of VCF $m 30.3 41.3 56.9 53.8 59.5
Seed Co-investment Fund (SCIF)
Number of Seed Co-investment 4 8 9 11 12
partners
Number of companies invested in 4 18 27 41 61
Total amount invested (Crown N/A N/A 30.4 57.0 87
and private sector)
Crown funds invested $m 0.9 3.4 6.7 10.0 14.7
Crown’s value of SCIF $m 0.9 3.3 6.4 9.4 13.3
Total Crown investment in NZVIF
Total Crown funds drawn down $m 45.0 59.6 76.7 81.2 91.9
Total value $m* 35.7 47.9 68.0 68.2 78.9

Note:

* The difference between amount invested and the amount drawn down relates to cash held by NZVIF
for future investments as well as management fees which are drawn but are not invested. These are

expensed.




Operations

NZVIF has been operating in a
challenging environment where

New Zealand venture capital markets
have experienced a funding drought
over the past four years, with no
new venture capital funds being
formed. Co-investing into new funds
is NZVIF’s key lever for impacting on
venture capital market development
in New Zealand.

Venture capital investment is

inherently risky, and we expect and

accept that in a negative economic
cycle NZVIF may find it difficult to find new co-investors (for both the Venture
Capital Fund and the Seed Co-Investment Fund).

During the year, NZVIF invested $10.7 million into 54 companies through

the Venture Capital and Seed Co-investment Funds. Combined with private
investors, a total of $56.2 million was invested into these companies. Data
show that they are predominantly export-focused companies. NZVIF still has
considerable capital yet to be invested into young New Zealand companies,
and their contributions to New Zealand venture capital markets will be ongoing
for a number of years.

Financial performance

It is difficult to judge the investment performance of NZVIF’s venture capital
fund investments until all the portfolio company investments have been exited
and investment proceeds have been returned to investors. A few key points
relating to NZVIF’s portfolios to date are:

= One hundred and seven companies have received investment.
= Across the portfolio, nine companies have been sold for an overall profit.
= Across the portfolio, seven companies have been written off or liquidated.

= Two companies in the portfolio now earn over $50 million and seven
companies earn between $10 million and $20 million.

= NZVIF has not achieved a positive return to the Crown based on current
valuations of their portfolio.

As NZVIF’s various venture capital funds approach maturity we should observe
value crystallisation in their investments. At that point we will be in a better
position to assess NZVIF’s performance.

Major investments

NZVIF made significant progress
towards establishing a co-
investment partnership with the
National Development Fund of
Taiwan. This partnership should
increase the amount of capital
available to young New Zealand
companies, as well as increase
venture capital networks and
expertise, and enhance access
to the Taiwanese and Chinese
markets.

There was significant investment
activity throughout 2010/11 with

43 companies receiving $5 million
of investment though the Seed
Co-investment Fund during the
year. This takes the total number of
companies invested in through the
Fund to 63.

Non-financial performance
NZVIF supported and contributed
towards the publishing of notable
research during the year. This
included the Young Company
Finance index (bi-annual), the
NZVIF Early Stage Company
Valuation Report and a report

of New Zealand Private Equity
Returns 1994-2010 to profile the
progress and returns achieved to
date by the wider industry.

Corporate social responsibility
NZVIF is committed to providing a
flexible working environment which
supports individual professional
development, positive work-life
balance and job satisfaction.
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Annexes

Abbreviations

APR - Annual Portfolio Report

CFls - Crown financial institutions

COMU - Crown Ownership Monitoring Unit

CRIs — Crown research institutes

CSR - Corporate social responsibility

DBP - Defined Benefit Plan

DCF - Discounted Cash Flow

DSO - Digital switchover

EBIT - Earnings before interest and taxation (see Financial Definitions)

EBITDA - Earnings before interest and taxation, depreciation and amortisation (see Financial
Definitions)

EBITDAF - Earnings before interest, tax, depreciation, amortisation and fair-value
adjustments (see Financial Definitions)

EP — Economic profit

EY — Ernst & Young

FUM - Funds under management

GDP - Gross domestic product

GFC - Global financial crisis

GWh - Gigawatt hour

MRP — Minimum Risk Portfolio

MWh - Megawatt hour

NOPAT — Net Operating Profit After Tax

NPAT — Net Profit After Tax (see Financial Definitions)
NZX — NZX Limited

OCL - Outstanding claims liability

OECD - Organisation for Economic Co-operation and Development
RMA - Resource Management Act

ROCE - Return on capital employed (see Financial Definitions)
ROE - Return on equity (see Financial Definitions)

ROIC - Return on invested capital

SCI - Statement of Corporate Intent

SOE - State-owned enterprise

TSR - Total shareholder return (see Financial Definitions)
UFB - Ultra-Fast Broadband

WACC - Weighted Average Cost of Capital
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Entity Abbreviations

ACC - Accident Compensation Corporation

ACP - Animal Control Products Limited

Air NZ — Air New Zealand Limited

CFH - Crown Fibre Holdings Limited

DTZ - DTZ New Zealand Limited

EQC - Earthquake Commission

ESR - Institute of Environmental Science and Research Limited
FRST - Foundation for Research, Science and Technology
GSF - Government Superannuation Fund

HTS - Hybrid Television Services (ANZ) Pty Limited

IRL — Industrial Research Limited

KRG — New Zealand Railways Corporation (trading as KiwiRail Group)
MAF — Ministry of Agriculture and Forestry

MSI — Ministry of Science and Innovation

NDF - Natural Disaster Fund

NPF — National Provident Fund

NZ Post — New Zealand Post Limited

NZSF — New Zealand Superannuation Fund

NZTA - New Zealand Transport Agency

NZVIF — New Zealand Venture Investment Fund Limited

QV - Quotable Value Limited

REANNZ - Research and Education Advanced Network New Zealand Limited
SCIF — Seed Co-investment Fund

TVNZ - Television New Zealand Limited
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Financial Definitions

Term

Definition

Capital employed

Capital expenditure

Commercial value

Depreciation expense

Dividend growth

Dividends paid

EBIT
EBITDA
EBITDAF

Equity

Fair value adjustments

Interest paid

Net cash flow from
operating activities

Net debt

NPAT
Retained earnings
Revaluation reserve

Revenue

Revenue growth

Share capital

Tax on fair-value
adjustments

Interest-bearing debt plus share capital plus retained earnings. Equity
should be adjusted for IFRS fair-value movements but not adjusted for
revaluations.

Payments for the purchase of property, plant and equipment items taken
from the cash flow statement.

This is the Board’s estimate of the current commercial value of the Crown’s
investment in the Group as per the company’s Statement of Corporate
Intent.

Depreciation expense per the profit and loss account.

Change in dividends between FY2007 and FY2011. Negative if
2011 amount less than 2007 amount. Calculated as (2011dividend /
2007dividend)”™(1/4)-1.

Dividends paid to the shareholder during the financial year per the cash
flow statement.

Earnings before interest and taxation.
Earnings before interest and taxation, depreciation and amortisation.

Earnings before interest and taxation, depreciation, amortisation and fair-
value adjustments.

Total shareholders’ equity taken from the balance sheet, adjusted for IFRS
fair-value movements but not adjusted for revaluations.

Includes unrealised fair-value gains/losses on derivatives or all fair-value
gains/losses on derivatives where the entity does not separately identify
unrealised items. Also includes changes in the fair value of biological
assets and investment properties.

Interest paid for the financial year on interest-bearing debt per the
company’s cash flow statement. Interest paid is net of interest received but
not net of capitalised interest.

Taken directly from the cash flow statement — this is cash flows from
operating activities less cash flows to operating activities. Ensure that
interest paid is included in operating activities.

Interest-bearing debt such as loans, bonds and commercial paper plus
interest-bearing finance leases less cash.

Net profit after tax.
Profits retained in the business (ie, after dividends to the shareholder).

When an asset is revalued to fair market value for accounting purposes the
increase in the value of the asset is reflected in a revaluation reserve within
equity.

Revenue from the operations of the business. Interest revenue should be
excluded. For the electricity generators, this should be net revenue.

Change in revenue between FY2007 and FY2011. Negative if 2011
amount less than 2007 amount. Calculated as (2011revenue /
2007revenue)”™(1/4)-1.

The amount of capital originally invested by the shareholder and any
subsequent equity injections.

This is the tax effect relating to the changes in the fair values of financial
instruments.




Measure

Description

Calculation

Shareholder returns

Dividend payout

Dividend yield

Return on equity

Return on equity adjusted
for IFRS fair-value
movements and asset
revaluations

Total shareholder return
(TSR)

Profitability/Efficiency

Generator efficiency®

Operating margin

Return on capital employed

Leverage/Solvency

Gearing ratio (net)

Interest cover

Solvency

Proportion of an SOE’s net
operating cash flows paid out

as a dividend to the shareholder
after allowance is made for capital
maintenance.

The cash returned to the
shareholder as a proportion of the
value of the company.

How much profit a company
generates with the funds the
shareholder has invested in the
company.

Return on equity after removing
the impact of IFRS fair-

value movements and asset
revaluations.

Performance from an investor
perspective - TSR measures the
combined return from dividends
and growth in the value of the
company.

The efficiency and profitability of the
company’s electricity generation.

The profitability of the company
per dollar of revenue.

The efficiency and profitability of a
company’s capital from both debt
and equity sources.

Measure of financial leverage. The
ratio of debt (liabilities on which

a company is required to pay
interest) less cash, to debt plus
equity.

The number of times that earnings
can cover interest.

Ability of the company to pay its
debts as they fall due.

Dividends paid/Net cash flow
from operating activities less
depreciation expense.

Dividends paid/Average
commercial value. Calculated
on dividends from cash flow
statement (ie, dividends paid
during the year, not dividends
declared for the year).

Net profit after tax/Average equity.

Net profit after tax adjusted for
IFRS fair-value movements (net of
tax)/Average of share capital plus
retained earnings.

(Commercial value_ , less
Commercial value, plus
dividends paid less equity
injected)/Commercial value,, .
EBITDAF/MWh.

EBITDAF/Revenue.

EBIT adjusted for IFRS fair-value
movements/Average capital
employed.

Net debt/Debt plus equity.

EBITDAF/Interest paid.

Current assets/Current liabilities.

16 This measure is only applicable for Genesis, Meridian and Mighty River Power.
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Summary Financial Tables

Financial Year to 30 June 2011

Financial Year to 30 June 2010

30 June | Net Cash 30 June | Net Cash
2011 Flows 2010 Flows
Board Est from Board Est from
of Comm | Operating Dividend Net | of Comm | Operating Dividend Net
Value | Activities ROE Yield* TSR* Gearing Value | Activities ROE Yield* TSR* Gearing
Air NZ** 904.3 344.8 5.2% 5.8% 10.6% 14.3% 864.0 250.5 5.1% 6.2% 26.9% 0.3%
Airways 117.6 24.9 10.5% 5.1% 5.3% 29.8% 117.4 17.9 (1.9%) 4.5% 14.5% 37.5%
Animal Control Products 6.2 1.9 28.8% 16.6% 11.5% 0.0% 6.5 13 13.1% 14.9% 7.4% 0.0%
AsureQuality 94.8 12.1 22.5% 5.7% 17.0% 13.5% 85.4 8.2 16.3% 5.3% 5.3% 20.6%
Crown Fibre Holdings 0.0 (16.3)  (111.2%) N/A N/A 0.0% 0.0 (3.2) (43.2%) N/A N/A 0.0%
Genesis 2,120.0 194.2 (1.1%) 0.0% 30.5% 40.8% 1,624.0 190.0 4.9% 2.6% 15.6% 26.4%
KiwiRail (484.0) 47.6 0.3% 0.0% N/A 35% 12,419.0 134.1 1.6% 0.0% N/A 3.5%
Kordia 112.0 39.7 (16.6%) 0.0% (43.7%) 45.9% 199.0 39.8 (1.0%) 0.0% 19.2% 47.1%
Landcorp 1,400.0 51.8 8.9% 1.3% 10.3% 10.4% 1,270.0 18.1 (0.4%) 0.7% (12.4%) 11.4%
Learning Media 16.5 (2.9) 9.7% 0.7% 58.1% 0.0% 10.5 15 32.4% 0.0% 90.9% 0.0%
Meridian 6,500.0 368.7 6.1% 10.4% 7.2% 19.0% 6,700.0 451.8 3.9% 5.8% 28.2% 23.3%
MetService 49.3 4.7 23.1% 3.2% 15.7% 48.1% 43.9 5.1 20.3% 2.8% 28.6% 40.9%
Mighty River Power 3,719.0 294.4 4.5% 2.7% 11.4% 24.6% 3,425.0 199.5 3.2% 8.3% 7.5% 26.5%
NZ Post 1,024.0 (607.5) (4.4%) 0.2% (12.8%) 89.4% 1,177.0 34.8 0.2% 0.5% 2.5% 90.1%
Public Trust 36.0 (0.8) 2.8% 0.0% 4.3% N/A 34.5 (3.3) 311.2% 0.0% N/A N/A
Quotable Value 33.0 0.0 (9.9%) 0.0% (3.9%) 0.0% 34.4 2.4 2.7% 4.0% 19.6% 0.0%
Solid Energy 2,773.0 128.9 18.1% 0.7% (14.7%) 29.6% 3,275.6 86.1 15.5% 1.9% 37.3% 34.4%
Transpower 1,600.0 285.4 5.3% 0.0% 0.0% 54.1% 1,600.0 312.8 4.6% 0.0% 28.0% 52.7%
TVNZ 306.3 447 1.3% 1.6% 7.0% 3.4% 290.9 34.8 (15.2%) 0.6% 59.8% 18.4%
All Commercial Priority 20,328.0 1,216.8 2.7% 4.3% 4.5% 37.8% 33,177.1 1,782.2 2.6% 4.2% 19.3% 38.7%
Crown Research
Institutions
AgResearch 195.1 16.9 3.3% 0.0% 0.1% 0.0% 194.9 20.0 (4.5%) 0.0% (0.1%) 1.7%
ESR 35.5 7.3 9.5% 0.0% 9.9% 0.0% 32.3 8.2 (1.6%) 0.3% (0.9%) 0.0%
GNS 23.4 9.3 8.1% 0.4% 7.3% 2.7% 219 7.9 5.0% 1.1% 8.7% 16.3%
Industrial Research 39.2 5.6 6.1% 0.0% 2.4% 0.0% 383 10.1 0.5% 0.0% 14.4% 0.0%
Landcare Research 27.0 6.2 8.6% 2.6% (3.3%) 0.0% 28.6 4.8 (7.6%) 1.7% 6.1% 0.0%
NIWA 89.0 12.1 1.4% 0.0% 4.7% 12.7% 85.0 239 5.2% 0.0% 1.2% 3.7%
Plant and Food Research 68.2 12.3 1.3% 0.0% 1.2% 0.0% 67.5 6.9 (8.2%) 0.0% (7.9%) 0.0%
Scion 259 3.2 7.3% 0.0% (3.3%) 0.0% 26.8 3.4 (3.9%) 4.2% 6.6% 0.0%
CRIs subtotal 503.4 72.8 4.0% 0.2% 1.8% 0.0% 495.3 85.3 (2.5%) 0.4% 0.9% 0.0%
Health Benefits 0.0 2.1 150.5% N/A N/A 0.0% 0.0 0.0 N/A N/A N/A N/A
NZ Lotteries Commission 0.0 203.6 515.8% N/A N/A 0.0% 0.0 165.4 406.0% N/A N/A 0.0%
NZVIF 0.0 1.2) 0.1% N/A N/A 0.0% 0.0 (1.9) (6.3%) N/A N/A 0.0%
REANNZ 0.0 9.3 (15.2%) N/A N/A 0.0% 0.0 (3.9 (38.0%) N/A N/A 0.0%
Radio NZ 0.0 3.5 (0.5%) N/A N/A 0.0% 0.0 3.3 (1.0%) N/A N/A 0.0%
Christchurch Airport** 174.0 9.4 3.7% 1.2% (1.9%) 28.9% 1795 8.8 (0.0%) 1.4% (1.5%) 22.0%
Dunedin Airport** 13.9 13 2.6% 1.0% 2.6% 1.0% 13.6 1.2 (0.2%) 0.0% N/A 42.0%
Hawke’s Bay Airport** 75 0.5 7.1% 0.0% 7.3% 0.0% 7.0 0.4 1.9% 0.0% N/A 0.0%
Invercargill Airport** 3.1 0.1 6.7% 0.0% 7.0% 50.7% 29 0.4 (10.2%) 0.0% (9.7%) 51.6%
Other subtotal 198.5 210.1 53.5% N/A N/A 0.0% 203.0 174.2 N/A N/A N/A 0.0%
All Companies (excl 21,029.8 1,499.7 3.3% 5.0% 5.2% 36.9% 33,875.4 2,041.7 3.0% 5.0% 19.6% 37.8%
CFlIs)***

*  Excludes KiwiRail

** Numbers are expressed in proportion to the Crown’s ownership interest in the company

*** Incomplete information for some metrics
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Financial Position Financial Performance Cash Flows
Interest Net Cash Net
Bearing Flows from Purchase Increase/
Total Total Obli- Total Total Operating of Fixed | Dividends | Decrease
Assets Liabilities gations Equity Revenue EBITDAF NPAT Activities Assets Paid in Cash
Air NZ** 3,628.2 2,515.7 928.3 11125 3,212.0 400.3 59.5 344.8 589.8 51.1 (153.6)
Airways 137.4 93.0 30.0 44.4 152.5 231 4.7 249 13.4 6.0 24
Animal Control Products 7.6 1.9 0.2 5.7 7.1 24 1.6 1.9 0.1 11 0.6
AsureQuality 67.8 32.6 6.3 35.2 116.9 145 7.6 121 3.0 5.1 0.6
Crown Fibre Holdings 15.9 35 0.0 12.4 0.7 (18.4) (18.5) (16.3) 0.2 0.0 (6.6)
Genesis 3,676.8 1,964.8 1,217.7 1,712.0 1,834.5 292.7 (16.6) 194.2 864.8 0.0 (4.4)
KiwiRail 13,570.2 931.9 536.9 12,638.3 1,012.0 445.0 34.1 47.6 653.2 0.0 49.1
Kordia 238.6 157.0 79.4 81.6 2945 52.0 (14.7) 39.7 15.1 0.0 1.6
Landcorp 1,663.0 311.3 157.2 1,351.6 229.7 76.4 114.6 51.8 57.8 18.0 (0.3)
Learning Media 15.1 9.1 0.0 6.0 235 1.2 0.6 (2.4) 0.2 0.1 (2.5)
Meridian 8,460.0 3,528.7 1,609.1 4,931.3 2,053.0 659.9 303.1 368.7 248.1 683.6 313.8
MetService 37.3 229 15.0 14.3 39.2 9.9 3.1 4.7 7.7 15 11
Mighty River Power 5,376.6 2,470.0 985.5 2,906.5 1,163.9 443.1 127.1 294.4 174.1 95.0 20.8
NZ Post 14,682.0 13,887.6 11,177.3 794.4 1,295.9 38.1 (35.6) (607.5) 36.8 25 40.8
Public Trust 907.7 886.0 863.9 21.7 61.5 (3.4) 0.6 (0.8) 35 0.0 (0.8)
Quotable Value 28.1 8.0 0.5 20.1 46.0 0.7 (2.1) 0.0 0.2 0.0 (1.2)
Solid Energy 1,131.5 612.1 231.8 519.4 831.3 199.7 87.2 128.9 115.4 20.0 39.2
Transpower 4,170.6 2,637.1 1,810.0 1,533.5 731.4 452.2 78.5 285.4 663.7 0.0 (21.4)
TVNZ 228.7 74.4 10.0 154.3 377.8 53.6 21 44.7 8.8 4.9 3.3
All Commercial Priority 58,042.9 30,147.7 19,659.2 27,895.2 13,483.2 3,142.7 736.6 1,216.8 3,455.8 888.9 282.8
Crown Research
Institutions
AgResearch 257.6 62.5 10.0 195.1 157.7 19.0 6.2 16.9 4.8 0.0 2.8
ESR 535 18.0 0.1 355 51.5 8.2 3.2 7.3 35 0.0 0.6
GNS 47.8 24.4 3.9 23.4 721 7.6 1.8 9.3 55 0.1 25
Industrial Research 52.2 13.0 0.0 39.2 62.6 5.0 2.3 5.6 55 0.0 0.6
Landcare Research 50.9 23.9 4.1 27.0 63.4 7.2 2.3 6.2 4.1 0.7 11
NIWA 139.8 49.6 14.8 90.2 117.8 16.7 13 121 22.0 0.0 (0.9)
Plant and Food Research 99.0 30.8 0.3 68.2 113.2 9.2 0.9 12.3 10.0 0.0 34
Scion 37.7 11.8 0.0 25.9 43.1 51 1.8 3.2 2.7 0.0 0.2
CRIs subtotal 738.5 234.0 33.2 504.6 681.3 78.0 19.8 72.8 58.2 0.8 10.2
Health Benefits 2.6 1.4 0.0 1.2 5.7 0.9 0.9 21 0.0 0.0 0.0
NZ Lotteries Commission 157.5 122.6 0.0 34.9 885.1 190.2 183.3 203.6 3.6 174.2 24.6
NZVIF 79.3 0.4 0.0 78.9 2.3 .7 0.0 1.2) 0.0 0.0 1.6
REANNZ 31.7 54 0.0 26.3 8.9 2.2 (3.0 9.3 2.6 0.0 (4.3)
Radio NZ 59.5 10.3 0.0 49.2 38.2 3.2 (0.3 35 1.4 0.0 0.1
Christchurch Airport** 241.1 90.9 61.5 150.3 24.3 14.2 54 9.4 27.6 21 0.1
Dunedin Airport** 28.2 14.4 0.2 13.9 4.3 2.1 0.4 13 0.4 0.1 (0.0)
Hawke’s Bay Airport** 8.9 1.3 0.0 75 1.3 0.7 0.5 0.5 2.4 0.0 0.5
Invercargill Airport** 6.8 3.8 3.2 3.1 1.3 0.3 0.2 0.1 0.2 0.0 (0.2)
Other subtotal 615.6 250.4 64.9 365.3 971.4 211.9 187.5 210.1 38.2 176.5 22.3
All Companies (excl 59,397.1 30,632.1 19,757.2 28,765.0 15,135.9 3,432.6 943.9 1,499.7 3,652.2 1,066.2 315.3

CFls)*

*

** Numbers are expressed in proportion to the Crown’s ownership interest in the company

Incomplete information for some metrics
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2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
Dividend | Dividend
for the for the
Financial | Financial
Year (not | Year (not
Total Total Adjusted | Adjusted cash cash Total Total
Revenue | Revenue | EBITDAF | EBITDAF NPAT NPAT ROE ROE flow)* flow) FTEs FTEs
Air NZ** 3,212.0 3,034.7 400.3 328.9 59.5 61.1 5.0% 5.2% 55.5 48.8 8,037 7,874
Airways 152.5 145.2 23.1 22.4 4.7 (0.9) 10.4% (1.9%) 6.0 5.0 732 713
Animal Control Products 7.1 6.2 2.4 1.7 1.6 0.7 40.9% 18.7% 11 1.0 11 12
AsureQuality 116.9 138.3 14.5 13.1 7.6 51 28.4% 20.6% 6.1 3.5 1,597 1,317
Crown Fibre Holdings 0.7 0.4 (18.4) (4.5) (18.5) (4.5)  (111.2%) (43.2%) 0.0 0.0 14 7
Genesis 1,834.5 1,895.3 292.7 248.8 (16.6) 69.3 (0.7%) 7.1% 0.0 28.7 976 961
KiwiRail 1,012.0 1,105.4 445.0 532.9 34.1 194.5 1.9% 13.6% 0.0 0.0 4,190 4,075
Kordia 294.5 258.4 52.0 53.4 (14.7) (1.0) (16.3%) (1.0%) 0.0 0.0 905 806
Landcorp 229.7 1717 76.4 35.8 114.6 (5.8) 26.3% 3.9% 0.0 0.0 599 584
Learning Media 235 24.2 1.2 24 0.6 15 9.7% 32.4% 0.0 0.0 126 109
Meridian 2,053.0 2,061.9 659.9 641.7 303.1 184.0 25.7% 15.9% 684.6 158.1 800 804
MetService 39.2 38.0 9.9 9.3 3.1 2.4 23.1% 20.5% 1.5 1.1 216 217
Mighty River Power 1,163.9 1,104.6 443.1 327.8 127.1 84.6 16.1% 8.0% 110.4 86.5 784 727
NZ Post 1,295.9 1,204.2 38.1 110.4 (35.6) 1.3 (4.9%) (3.4%) 10.6 6.4 8,059 8,710
Public Trust 61.5 62.6 (3.4) (3.1) 0.6 4.8 N/A N/A 0.0 0.0 450 470
Quotable Value 46.0 45.6 0.7 1.2 (2.1) 0.6 (10.0%) 2.7% 0.0 0.6 352 346
Solid Energy 831.3 693.4 199.7 167.6 87.2 67.8 18.8% 16.0% 50.0 30.0 1,428 1,223
Transpower 731.4 730.3 452.2 465.7 78.5 65.0 8.5% 10.0% 0.0 0.0 689 657
TVNZ 377.8 355.1 53.6 3.6 21 (26.0) 2.3% (14.3%) 4.9 0.0 941 980
All Commercial Priority 13,483.2  13,075.4 3,142.7 2,958.9 736.6 704.7 8.4% 8.8% 930.6 369.6 30,906 30,592
Crown Research
Institutions
AgResearch 157.7 155.5 19.0 16.6 6.2 (8.6) 5.5% (9.0%) 0.0 0.0 780 824
ESR 515 53.5 8.2 9.1 3.2 (0.5) 9.5% (1.6%) 0.0 0.0 325 349
GNS 721 65.1 7.6 7.1 1.8 1.0 8.2% 5.0% 0.2 0.0 370 369
Industrial Research 62.6 63.0 5.0 7.0 2.3 0.2 6.1% 0.5% 0.0 0.0 330 324
Landcare Research 63.4 61.6 7.2 6.4 23 (2.0) 9.7% (7.7%) 0.7 0.5 415 417
NIWA 117.8 127.7 16.7 24.8 13 4.5 1.4% 5.2% 0.0 0.0 643 700
Plant and Food Research 113.2 117.5 9.2 13.1 0.9 (5.8) 1.3% (8.3%) 0.0 0.0 810 820
Scion 43.1 43.2 51 5.3 18 (1.0) 6.2% (4.2%) 0.0 11 313 321
CRIs subtotal 681.3 687.2 78.0 89.4 19.8 (12.2) 4.7% (3.2%) 1.0 1.6 3,986 4,124
Health Benefits 5.7 N/A 0.9 N/A 0.9 N/A 180.3% N/A 0.0 N/A 14 N/A
NZ Lotteries Commission 885.1 750.4 190.2 163.8 183.3 159.0 530.5% 423.4% 0.0 0.0 115 115
NZVIF 2.3 2.3 1.7) (1.9) 0.0 (4.3) (0.5%) (1.0%) 0.0 0.0 7 7
REANNZ 8.9 6.4 22 (1.6) (3.0) (6.3) (15.2%) (38.0%) 0.0 0.0 14 12
Radio NZ 38.2 38.2 3.2 34 (0.3) (0.5) (1.2%) (2.3%) 0.0 0.0 269 277
Christchurch Airport** 243 23.9 14.2 15.7 5.4 0.1) 8.3% (0.1%) 2.1 26 48 45
Dunedin Airport** 43 41 2.1 1.9 0.4 (0.0) 3.5% (0.2%) 0.1 0.0 11 12
Hawke’s Bay Airport** 1.3 1.2 0.7 0.5 0.5 0.1 7.1% 2.3% 0.0 0.0 1 1
Invercargill Airport** 1.3 1.3 0.3 0.2 0.2 (0.3) 4.4% (6.6%) 0.0 0.0 3 3
Other subtotal 971.4 828.0 211.9 182.0 187.5 147.7 79.4% 66.4% 23 2.6 482 470
All Companies (excl 15,135.9 14,590.5 3,432.6 3,230.4 943.9 840.2 9.8% 9.6% 933.9 373.8 35,374 35,186

CFls)**

*

Includes Meridian one-off special dividend of $521 million due to sale of Tekapo A and B Stations

**  Numbers are expressed in proportion to the Crown’s ownership interest in the company

*** Incomplete information for some metrics
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The financial data in the 2011 APR are sourced from COMU'’s new financial

datahase which collects financial information directly from COMU-monitored entities.

There are some differences for individual entities” data between the 2011 APR and
2010 APR (which relied upon a different data-set). These differences arise primarily
from definitional changes to line items agreed with individual entities, along with
minor historical errors identified when migrating the data to the new database.
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