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23 September 2002

Dear Shareholder
RESPONSE TO VECTOR'S TAKEOVER OFFER

VECTOR Limited has made a full takeover offer to purchase 100% of UnitedNetworks’ shares
for $9 90 per share The terms of VECTOR's offer are set out in the takeover offer document
accompanying this booklet

The UnitedNetworks directors have prepared the information contained in this booklet for you
in response to VECTOR's offer, in accordance with the Takeovers Code

VECTOR's offer Is the culmination of an extensive sales process undertaken by UnitedNetworks
in recent months, at the request of its major shareholder, Aquila, Inc (through 1ts subsidiary
UtilCorp N Z Ltd) In this process a number of interested parties, from both New Zealand and
overseas, submitted bids for the shares or assets of UnitedNetworks

Mike Smith and Bob Stanic (the independent directors of UnitedNetworks) engaged Grant
Samuel & Associates Limited as independent adviser to advise on the menits of VECTOR's offer
Grant Samuel has concluded that VECTOR's offer 1s fair because it 1s within its valuation range
for UnitedNetworks’ shares A summary of Grant Samuel’s Report 15 included in this booklet,
followed by its full report

The independent directors have carefully considered Grant Samuel’'s Report, and advice from
UnitedNetworks' financial adviser, Deutsche Bank AG, and legal adviser, Chapman Tripp

The independent directors recommend that shareholders accept VECTOR’s offer
In making their recommendation, the independent directors note that

(a) they consider VECTOR's offer to be fair The offer 1s within the value range assessed
by Grant Samuel for UnitedNetworks’ shares of between $9 02 and $10 48 per share
The offer price of $9 90, therefore, exceeds the mid-point of Grant Samuel’s assessed
value range,

(b) VECTOR’s offer was the highest bid received for all UnitedNetworks’ shares following
an extensive sales process Accordingly, it likely represents the best price obtainable
for all UnitedNetworks’ shares in the current market environment,

(©) the independent directors have allowed UtiiCorp N 2 Ltd {(and its parent company
Aquita, Inc ) to accept VECTOR's offer in relation to its 70 19% shareholding n
UnitedNetworks Aquila’s acceptance i1s conditional on obtaining certain consents from
Its banks by 8 October 2002 It s likely that Aquila will obtain those consents Once it
does, Aquila must accept VECTOR's offer and control of UnitedNetworks will effectively

pass to VECTOR,
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(d) UnitedNetworks’ agreements to simultaneously sell its Eastern Region electricity network
to Powerco Limited and Hawke’s Bay Network Limited for $785 million, and its Central
North Island gas network to Powerco Limited for $220 million, should have maximised
both VECTOR's offer price and the amount realised by the asset sales to the benefit of
UnitedNetworks and all its shareholders,

(e) under the terms of VECTOR'’s offer, accepting shareholders will be paid within 7 days of
the offer becoming unconditional, and thereafter within 7 days of acceptance Because
there 1s no 90% minimum acceptance condition in VECTOR’s offer, shareholders intending
to accept the offer should not delay returning their acceptance form to VECTOR, and

(f) they consider that there is a low probability of a successful competing offer above VECTOR's
offer price

The independent directors’ full recommendation 1s set out at paragraph 15 of the formal Target
Company Statement required by the Takeovers Code, which 1s included in this booklet The
independent directors also recommend that you take your own advice from an independent
financial or legal adviser and consider that advice in hght of your own circumstances

If you need further information, please contact our shareholder helpline on 0800-1000-99

Please note however, that while your independent directors have recommended that you accept
VECTOR's offer, UnitedNetworks’ management and staff are not permitted to offer any further
advice to shareholders about whether to sell your shares or not

Your directors are proud to have played a role in UnitedNetworks’ evolution to one of New
Zealand’s largest and most successful companies Many of you have been shareholders since
the formation of UnitedNetworks’ predecessor Power New Zealand, and we would like to
acknowledge and express our gratitude for your loyalty and commitment to the company over
some challenging and exciting years

Yours sincerely

fD7 P

P M (Mike} Smith

(on behalf of the independent directors)



TARGET COMPANY STATEMENT BY UNITEDNETWORKS LIMITED
PREPARED PURSUANT TO RULE 46 OF THE TAKEOVERS CODE
IN RELATION TO A TAKEOVER OFFER FROM VYECTOR LIMITED

Background

On 12 lune 2002, UnitedNetworks Limited announced that, following a request from its
principal shareholder UtihCorp N Z Limited (ultimately controlled by Aquila, Inc ),
UnitedNetworks would be seeking expressions of interest from potential buyers of either

- all the shares in UnitedNetworks, or

- all or substantially all of the assets and business of UnitedNetworks, etther as a whole
or for one or more of its three regional electricity distribution networks, its gas
distribution network, 1ts broadband telecommunications network and other assets

More than 20 interested parties responded by late June with expressions of interest On
29 July 2002, UnitedNetworks anncunced that it had selected a shorthst of potential
bidders that would be provided with the oppertunity to conduct formal due diligence on
the company and, following that process, to submit final bids

Following completion of due dihigence, final bids from potential buyers were submitted on
9 September 2002, and evaluated by UnitedNetworks and its financial adviser, Deutsche
Bank AG and its legal adviser, Chapman Tripp, to identify a preferred bid No bids were
submitted for all or substantially all of UnitedNetworks’ assets Bids were submitted for
some of UnitedNetworks’ assets, but these did not meet the sales process requirements

A number of bids for all of the shares of UnitedNetworks were submitted The VECTOR
Limited bid, at a price of $9 90 per share, was the highest share bid submitted The
VECTOR bid was conditional on Aquila and UtihCorp N Z agreeing to accept VECTCR's full
takeover offer for Aquila’s interest in UnitedNetworks, and on UmtedNetworks
simultaneously agreeing to divest its Eastern Region electricity network to Powerco
Limited and Hawke's Bay Network Limited, and its Central North Island gas network to
Powerco Limited

The key detalls of the preferred bid, but not the name of the preferred bidder, were
disclosed to Grant Samuel & Associates Limited after all the bids had been evaluated by
UnitedNetworks and 1ts advisers Grant Samuel had been appointed on 27 August 2002
by Mike Smith, and Bob Stanic (as directors of UnitedNetworks independent of its
principal shareholder) to prepare an independent adviser report under the Takeovers
Code, with the approval of the Takeovers Panel 0On 9 September 2002, Grant Samuel
advised in writing that the preferred bid was within 1ts valuation range, based on the
information receiwved by it up to that date

On 10 September 2002, after due consideration, the independent directors waived the
Cornerstone Relationship Deed between Aguila and UnitedNetworks that otherwise would
have prevented Aquila from accepting the VECTOR bid, and the independent directors of
UnitedNetworks determined that VECTOR’s bid provided the best value outcome for all
UnitedNetworks’ shareholders

Subseguently, on 10 September 2002, Aquila advised the New Zealand Stock Exchange
that it had entered into an agreement to accept the VECTOR takeover offer in respect of
its entire interest in UnitedNetworks, subject to Aquila obtaining certamn consents from its
lending bank syndicate by 8 October 2002 VECTOR’s takeover offer is conditional on
Aquila’s acceptance of the Offer In addition, Aquila and UtihiCorp N Z agreed not to sell
any of its UnitedNetworks’ shares or consider any other offer from any other third party
for a period of 150 days from 10 September 2002

As a requirement of accepting the VECTOR bid, UnitedNetworks contemporanecusly
entered into agreements to sell its Central North Island gas network to Powerco Limited
for $220 million and to sell its Eastern Region electricity network to Powerco Limited and
Hawke's Bay Network Limited for $785 milhion Both agreements are subject to, among



other things, UnitedNetworks’ and Powerco shareholder approval VECTOR’s takeover
offer is not conditional on these asset sales proceeding

The terms of VECTOR’s takeover offer are set out In the full takeover offer document to
be dated 23 September 2002, which will be sent to all shareholders of UnitedNetworks by
VECTOR, together with this booklet

The following information has been prepared by UnitedNetworks for its shareholders in
accordance with rule 46 of the Takeovers Code In response to the VECTOR takeover
offer

Date
The date of this target company statement (this Statement) 1s 20 September 2002

Offer

The offer (the Offer) 1s a full takeover offer by VECTOR Limited (VECTOR) to purchase all
of the fully paid ordinary shares (the Shares) in UnitedNetworks Limited not already held
or controlled by it as at the date of the Offer

The terms of the Offer are set out in the full takeover offer document to be dated
23 September 2002, which will be sent to shareholders of UnitedNetworks Limited
(Shareholders) by VECTOR together with this Statement

Target Company
The name of the target company i1s UnitedNetworks Limited (UnstedNetworks)

Directors of UnitedNetworks
The names of the directors of UnitedNetworks are

- Keith Gerard Stamm, Chairman

- Robert Paul Perkins {Paul Perkins)
- Philip Michael Smith (Mike Smith)

- Robert Willam Stanic (Bob Stanic)

- Daniel Wayne Warnock, Chief Executive Officer (Dan Warnock)

Ownership of equity securities of UnitedNetworks

Schedule 1 to this Statement sets out the number and the percentage of the Shares
(being the only equity secunties of UnitedNetworks as defined in the Takeovers Code)
held or controlled by

(a) each director or senior officer of UnitedNetworks (a Director or Senior Officer,
respectively) and their associates, and

(b} any other person holding or controlling more than 5% of the Shares, to the
knowledge of UnitedMetworks (referred to in Schedule 1 as a “substantial security
holder”)

There are no equity securities of UnitedNetworks that have during the two year period
ending on the date of this Statement, been 1ssued to the Directors, Senior Officers or
their associates, or In which the Directors, Senior Officers or their associates have, during
the two year period ending on the date of this Statement, obtained a beneficial interest
under any employee share scheme or other remuneration arrangement

Trading in equity securities of UnitedNetworks

The following table sets out the number of Shares acquired or disposed of by each
Director, Senior Officer and their associates during the six-month period before
19 September 2002 (being the latest practicable date before the date of this Statement}),
including the consideration for, and the date of, each such transaction



Name Mumber Acquisition Consideration Date

of shares or disposal per share
Directors
Mike Smith! 2,566,700 Acquisition Nil 29 August 2002
Dan Warnock! 2 2,566,700 Acguisition and Nt 29 August 2002

Disposal

Semor Officers
Ian Hadwin® 100 Acquisition Nil 16 May 2001
Karen Lysaght® 100 Acquisition Nil 16 May 2001
Matt Todd? 100 Acquisition Nil 16 May 2001
Matt Todd 100 Acquisition $8 00 16 May 2001
Graeme Watson® 100 Acquisition Nil 16 May 2001
Simon Whyte? 100 Acquisition Nij 16 May 2001

Notes

On 29 August 2002, Mr Smith and Mr Warnock, for nif consideration, acquired joint power to control voting
rights in respect of 2,566,700 Shares held under UnitedNetworks’ employee share schemes in their capacity as
a director of UnitedNetworks Employee Share Schemes Trustee Limited, the corporate trustee of the employee
schemes, as a consequence of the appointment of that company as the corporate trustee of each employee
share scheme

On 29 August 2002, Mr Warnock, for ml consideration, disposed of 2,566,700 Shares previously held in his
name as trustee under UnitedNetworks’ employee share schemes, as a consequence of the appointment of
UnitedNetworks Employee Share Schemes Trustee Limited as the corporate trustee of each employee share
scheme

In May 2001, 100 Shares were gifted to each permanent employee of UnitedNetworks at 31 December 2000
who was still a current employee at 11 May 2001 in recognition of employees’ contribution to UnitedNetworks’
financial achievements and the professionalism and skill shown by employees in adapting to change and new
opportunities

Acceptance of the Offer

Every Senior Officer who holds or controls Shares has advised UnitedNetworks that it 1s
their intention to accept the Offer 1n respect of all of the Shares held or controlled by
them as set out in Schedule 1 to this Statement

Mr Smith and Mr Stanic (as directors of UnitedNetworks independent of its principal
shareholder (Independent Directors)) hold a relevant interest in 106,327,668 Shares
arising out of the placement nghts contained in the Restated and Amended Cornerstone
Relationship Deed dated 13 October 2000 between Aquila, Inc (Aguia), UtliCorp N Z
Limited (UNZ) and UnitedNetworks After due consideration, the independent directors
have waived the provisions of the Cornerstone Relationship Deed that otherwise would
have prevented Aquila and UNZ from accepting the Offer Aquila has advised the New
Zealand Stock Exchange (NZSE) that it has entered into an agreement with VECTOR to
procure acceptance of the Offer in respect of 1ts entire 70 19% interest in
UnitedNetworks, subject to Aquila obtaining certain consents from its !ending bank
syndicate by 8 October 2002

Mr Smith intends to accept the offer for 20,000 Shares held by him, and Mr Stanic
intends to accept the offer for 439 Shares held by him

Mr Stamm (as Chairman of UnitedNetworks) has a relevant interest in 16,200,000
Shares held by the UnitedNetworks Shareholders’ Society, Inc, which ts the trustee of the
Waitemata Electricity Trust Under certain conditions, the Chairman of UnitedNetworks
for the time being has the ability to direct the voting of shares held by the Trust The
trust deed of the Waitemata Electricity Trust has been amended to require the
UnitedNetworks Shareholders’ Society, Inc to accept the Offer in respect of the Shares
held by 1t If directed to do so by the North Shore City Council, Waitakere City Council and
Rodney District Counall, which are the final beneficiaries of the Trust As at the date of
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this Statement, the three local authorities have not indicated whether or not they intend
to direct the Society to accept the Offer

Mr Smith and Mr Warnock have joint power to control the disposition of 2,566,700
Shares held under UnitedNetworks' employee share schemes in their capacity as
directors of UnitedNetworks Employee Share Schemes Trustee Limited, which 1s the
corporate trustee of each employee share scheme It is the intention of UnitedNetworks
Employee Share Schemes Trustee Limited to accept the Offer

Ownership of equity securities of VECTOR

Nerther UnitedNetworks, nor any Director or Senior Officer or any of their associates,
holds or controls any equity securities of VECTOR

Trading 1n equity securities of VECTOR

Neither UnitedNetworks, nor any Director or Senior Officer or any of their associates, has
acquired or disposed of any equity secunities of VECTOR during the six-month period
before 19 September 2002 (being the latest practicable date before the date of this
Statement)

Arrangements between VECTOR and UnitedNetworks

No agreements or arrangements (whether legally enforceable or not) have been made,
or are proposed to be made, between VECTOR or any associates of VECTOR and
UmitedNetworks or any related company of UnitedNetworks, in connection with, In
anticipation of, or in response to, the Offer, other than

(a) a confidentiality deed dated 4 July 2002 between VECTOR and UnitedNetworks
which governed VECTOR'’s due diligence,

(b) an agreement dated 10 September 2002 between Aquila, UNZ and VECTOR, under
which Aguila and UNZ have agreed to accept the Offer, and/or procure acceptance
of the Offer, In respect of all Shares held by them or under their control, subject to
Aquila obtaining certain consents from its lending bank syndicate by 8 October
2002,

(c) an agreement dated 10 September 2002 between Aquila and VECTOR providing for
the payment by Aquiia to VECTOR of losses incurred by VECTOR In relation to debt
funding to be made available to VECTOR in connection with the Offer, If Aquila does
not secure the bank consents by 8 October 2002 to enable acceptance of the Offer,

(d) an agreement dated 10 September 2002 between UnitedNetworks (as vendors) and
Powerco Limited and Hawke’'s Bay Network Limited (as purchasers) for
UnitedNetworks to sell its electricity distribution assets (together with related
habilities and obligations) located in the Coromandel, Thames Valley, Eastern and
Southern Waikato, Western Bay of Plenty, Tauranga, Rotorua and Taupo regions for
a purchase price of $785 million, subject to UnitedNetworks and Powerco
shareholders’ approval, the Offer being declared unconditional, Hawke’s Bay
Network securing committed offers from its lending banks sufficient to enable it to
settle under the agreement and no matenal adverse event occurring prior to
settlement of the agreement, and

(e} an agreement dated 10 September 2002 between UnitedNetworks (as vendor) and
Powerco Limited (as purchaser) for UnitedNetworks to sell its gas distribution
business (together with related habilities and obligations) located in the Hawke's
Bay, Horowhenua, Manuwatu, Palmerston North and Wellington regions for a
purchase price of $220 milhon, subject to UnitedNetworks and Powerco
shareholders’ approval, the Offer being declared unconditional and no material
adverse event occurring prior to settlement of the agreement
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Relationship between VECTOR and the Directors and Senior Officers

There are no agreements or arrangements (whether legally enforceable or not) made, or
proposed to be made, between VECTOR or any associates of VECTOR, and any Directors
or Senior Officers of UnitedNetworks or any related company of UnitedNetworks in
connection with, in anticipation of, or in response to, the Offer

None of the Directors or Senior Officers of UnitedNetworks are also directors or senior
officers of VECTOR, or any related company of VECTOR

Agreement between UnitediMetworks and the Directors and Senior Officers

No agreements or arrangements (whether legally enforceable or not) have been made,
or are proposed to be made, between UnitedNetworks or any related company of
UnitedNetworks, and any of the Directors or Senior Officers or their associates of
UnitedNetworks or its related companies, under which a payment or other benefit may be
made or given by way of compensation for loss of office, or as to their remaining 1n or
retiring from office in connection with, in anticipation of, or in response to, the Offer

Aquila and UNZ’s agreement to accept the Offer (referred to at paragraph 10(b))
provides that, immediately following UNZ’s acceptance of the Offer, Aguila and UNZ shall
procure the appointment of qualified persons nominated by VECTOR as additional
directors, and to procure the resignation of Mr Stamm, Mr Perkins and Mr Warnock as
directors

UnitedNetworks’ constitution provides that Directors may receive a lump sum payment or
pension In connection with cessation of office The total amount of the payment (or the
base for the pension) must not exceed the total remuneration of the Director in his or her
capacity as a Director Iin any three years chosen by the board, unless otherwise approved
by an ordinary resolution of the Shareholders Should any of the Directors cease to hold
office as a result of the Offer succeeding, the board may, at its discretion, make such
lump sum payments to such directors

UnitedNetworks’ current Chief Executive Officer 1s not employed by UnitedNetworks but i1s
on secondment from Aguila and 1s remunerated by Aquila His engagement will continue
to be governed by the secondment arrangement

UnitedNetworks’ Senior Officers (other than the Chief Executive Officer) are employed
under employment contracts that provide for notice of termination (4 months in the case
of one Semor Officer, and 3 months in the case of all other Senior Officers) and for 4
months base salary compensation where those contracts are terminated as a result of
redundancy

VECTOR has given UnitedNetworks’ employees an assurance that current permanent
UnitedNetworks’ employees will be employed at least unti! 28 February 2003, if it
assumes control of UnitedNetworks

Neither the relevant provisions of UnitedNetworks’ constitution, or these employment
contracts, were entered into in connection with, 1in anticipation of, or In response to, the
Offer

Interests of Directors and Senior Officers in material contracts of VECTOR

No Director or Senior Officer or their associates, nor any person who, to the knowledge of
the Directors or Senior Officers, holds or controls more than 5% of any class of equity
securities of UnitedNetworks, has any interest in any material contract to which VECTOR,
or any related party of VECTOR, s a party

Additional information

In the opinion of the Directors, no additional information, to the knowledge of
UnitedNetworks, 1s required to make the information in VECTOR’s takeover offer
document correct or not misleading



15 Recommendation
Mr Stamm, Mr Perkins and Mr Warnock, consider that they should abstain from giving
Shareholders a recommendation in relation to the Offer, because of their association with
Aguila and UNZ and the possible conflict of interest arising because Aquila and UNZ have
already agreed to accept, and/or procure the acceptance, of the Offer

The Independent Directors engaged Grant Samuel & Associates Limited (Grant Samuel)
as independent adviser, with the approval of the Takeovers Panel, and Grant Samuel has
prepared a report on the merits of the Offer as required by rule 21 of the Takeovers Code
(the Grant Samuel Report) A summary and full copy of the Grant Samuel Report Is
attached to this Statement as Schedule 3

Grant Samuel has concluded that the Offer 1s fair on the basis that the Offer 1s within its
valuation range for the Shares In addition, Grant Samuel notes that

- the Offer represents relatively high multiples of earnings and ODV (ODV or,
Optimised Deprival Value, 1s a valuation methodology determined in accordance with
guidelines developed by the Ministry of Economic Development which 1s intended to
value an asset at the level at which the asset can be commercially sustained in the
long term},

- the Offer represents a premium of 29% to the closing Share price on 11 June 2002,
being the day before the announcement that UnitedNetworks would be seeking offers
for the Shares or all, or substantially all, of its assets and a 23% premium to the
weighted average sale price in the three months before that announcement of $8 08
per Share, and

- the sales process that has led to the Offer 1s likely to have resulted in the Offer
representing the full underlying value of the Shares in UnitedNetworks Given that
the Offer was the highest offer received at the end of the sales process, 1t 15 highly
likely that the Offer represents the maximum price able to be achieved for
UnitedNetworks in the current economic and market conditions and regulatory
environment The sales process results in a high level of confidence that the Offer
price of $9 90 per Share 1s fair In fact, it 1s arguably more compelling than a single
valuer’'s subjective estimate

The Independent Directors of UnitedNetworks have carefully considered both the Grant
Samuel Report on the merits of the Offer, and advice from UmtedNetworks’ financial and
legal advisers

The Independent Directors recommend that Shareholders accept the Offer.
In making their recommendation, the Independent Directors note that

(a) they consider the Offer to be fair The Offer 1s within the value range assessed by
Grant Samuel for UnitedNetworks’ Shares of between $9 02 and $10 48 per Share
The Offer price of $9 90, therefore, exceeds the mid-point of Grant Samuel!’s
assessed value range,

(b) the VECTOR Offer was the highest bid received for all of the Shares of
UnitedNetworks following an extensive sales process undertaken by
UnitedNetworks Accordingly, it 1s likely that it represents the best price obtainable
for the Shares of UnitedNetworks in the current market environment The sales
process undertaken by UnitedNetworks and its financial and legal advisers, involved
inviting all hkely potential bidders to participate in the sales process and to submit
bids for both the Shares or for all, or substantially all of UnitedNetworks’ assets, or
for the separate constituent businesses (including the three regional electrnicity
networks on a separate basis) Shortlisted parties were gtven the opportunity to
undertake detailled due diligence on UnitedNetworks and were allowed sufficient
time to evaluate the information and arrange the necessary funding All ndders



were asked to submit final and virtually uncondtional offers on the same date and
In the same form,

{c) Aguilla and UNZ have entered into an agreement to accept the Offer in respect of its
entire 70 19% Interest 1in UnitedNetworks, subject to Aquila obtaining certain
consents from its fending bank syndicate by 8 October 2002 Under that
agreement, Aquila and UNZ have agreed not to sell any of its Shares or consider
any other offer from any other third party for a peniod of 150 days Aquila 1s
undertaking a restructuring of its investments globally and the sale of the
UnitedNetworks shareholding 1s an integral part of that process Accordingly, it I1s
likely that Agquila will obtain the consents required from its lending bank syndicate,
particularly in view of the 150 day constraint If those consents are obtained,
Aquila must accept the Offer and control of UnitedNetworks will effectively pass to
VECTOR,

(dy UnitedNetworks’ conditional agreements to simuitanecusly sell its Eastern Region
electricity network to Powerco Limited and Hawke’s Bay Network Limited, and its
Central North Island gas network to Powerco Limited (described 1n paragraphs
10(d) and (e) above) should have maximised both the Offer price and the amount
realised by the asset sales to the benefit of UnitedNetworks and all its shareholders
The purchase prnice of $785 million for the Eastern Region electricity network 1s at
the upper Iimits of Grant Samuel’s estimate of value for this asset and the purchase
price of $220 million for the Central North Island gas network i1s at the mid-point of
the ODV multiple range selected to value that asset, although UnmitedNetworks will
Incur a tax hability of approximately $80 million on depreciation recovered in
relation to these sales The new owners of the respective networks should as a
consequence of the asset purchases be able to claim depreciation on the full
purchase price of the assets It is likely that the purchase price being paid for the
respective networks reflect the tax liabihty that will arise as a result of the sale for
UnitedNetworks and the benefit of higher depreciation value to the purchasers,

(e) under the terms of the Offer, accepting Shareholders will be paid within 7 days of
the Offer becoming unconditional, and thereafter within 7 days of acceptance
Because there 1s no 90% minimum acceptance condition in the Offer, Shareholders
intending to accept the Offer should not delay returning their acceptance form to
VECTOR, and

(f)  with respect to competing offers from parties other than VECTOR, the Independent
Directors

- have no information which would lead them to believe that a bid is likely to
emerge In competition to the Offer,

- note that If Aquila obtains certain consents from its banking syndicate, 1t Is
requtred to accept the Offer If this acceptance occurs, to be successful any
new offer would require VECTOR to agree to seil the shareholding n
UnitedNetworks that it would acquire from Aquila and UNZ as a result of the
Offer,

- note that Aquila i1s contractually bound not to sell any of its Shares to a third
party for a period of 150 days from 10 September 2002, creating a significant
impediment to an alternative offer,

- consider that there i1s a low probability of a successful competing offer above
the Offer price

The Independent Directors also recommend that Shareholders carefully consider the
Grant Samuel Report and take their own advice from an independent financial or legal
adviser 1n respect of the Offer, and consider that advice in light of their own
circumstances
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Actions of UnitedNetworks

There are no matenal agreements or arrangements {(whether legally enforceable or not)
of UmitedNetworks or any related company of UnitedNetworks entered into as a
consequence of, in response to, or In connection with, the Offer other than the
conditional agreements which UnitedNetworks has entered into to simultaneously sell its
Eastern Region electricity network to Powerco Limited and Hawke’s Bay Network Limited,
and 1ts Central North Island gas network to Powerco Limited (described above In
paragraphs 10(d) and (e))

There are no negotiations underway as a consequence of, In response to, or In
connection with, the Offer that relate to or could result in

(a) an extracrdinary transaction, such as a merger, amalgamation, or reorganisation,
involving UnitedNetworks or any of its related compantes, or

(b) the acquisition or disposition of material assets by UnitedNetworks or any of its
related companies, or

(c) an acquisition of equity securities by, or of, UnitedNetworks or any related
company, or

(d) any matenal change in the 1ssued equity securities of UnitedNetworks, or the policy
of the board of UnitedNetworks relating to distributions by UnitedNetworks,

other than the conditional sale of the Eastern Region electricity network and the Central
North Island gas network, described above and Iin paragraphs 10(d) and (e)

Equity securities of UnitedNetworks

UnitedNetworks has 151,469,342 Shares on issue, being the only class of equity
securities (as defined in the Takeovers Code) of UnitedNetworks The rights of
Shareholders in respect of capital, distributions, and voting are as follows

- the right to an equal share with other Shareholders in dividends authorised by the
board of UnitedNetworks,

- the right to an equal share with other Shareholders in the distribution of surplus
assets on liquidation of UnitedNetworks, and

- subject to the prohibitions contained in the NZSE Listing Rules and UnitedNetworks’
constitution, the rnight to cast one vote on a show of hands or the right to cast one
vote for each share held on a poll, In each case at a meeting of Shareholders on
any resolution, including a resolution to

- appoint or remove a director or auditor,

- alter UnitedNetworks' constitution,

- approve a major transaction,

- approve an amalgamation of UnitedNetworks, and
- put UnitedNetworks into liquidation

Financial information

Shareholders are entitled to obtain from UnitedNetworks a copy of UnitedNetworks” most
recent annual report (being the annual report for the period ended 31 December 2001)
(2001 Annual Report) by making a written request to UnitedNetworks at Private Bag
102 977, North Shore Mail Centre, Auckland 1333, or Facsimile 64-9-919 4090

A copy of the 2001 Annual Report I1s also available from UnitedNetworks’ website at
www unitednetworks co nz
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A copy of the most recent half-yearly report (being the half-yearly report for the period
ended 30 June 2002) that UnitedNetworks was required by the NZSE Listing Rules to
send to its Shareholders since the date of the 2001 Annual Report, 15 reproduced in
Schedule 2 to this Statement

Other than set out above or as contained in the Grant Samuel Report

{a) there have been no known materal changes in the financial or trading position or
prospects of UnitedNetworks since the 2001 Annual Report,

{b) there is no other information about the assets, abilities, profitabiity and financial
affairs of UnitedNetworks that could reasonably be expected to be matenal to the
making of a decision by Shareholders to accept or reject the Offer

Independent advice on merits of Offer

Grant Samuel, as independent adviser, has prepared a report on the ments of the Offer
as required by rule 21 of the Takeovers Code A full copy of the Grant Samuel Report I1s
attached to this Statement as Schedule 3 A summary of the Grant Samuel Report 1s
contamed at the front of that Report

Asset valuation

This Statement refers to the valuation of certain assets of UnitedNetworks by Grant
Samuel, as contained In the Grant Samuel Report The basis of computation and key
assumptions on which those valuations are based are set out In the Grant Samuel
Report

Prospective financial information

None of the information provided in this Statement refers to prospective financial
information of UnitedNetworks

The Grant Samuel Report refers to prospective financial information of UnitedNetworks
The principal assumptions on which the prospective financial information 1s based are set
out in that Report

Sales of unquoted equity securities under Offer
Not applicable The Shares, which are the subject of the Offer, are quoted on the NZSE

Market prices for quoted equity securities under Offer
The closing price on the NZSE of the Shares on

(a8 19 September 2002, being the latest practicable working day before the date on
which this Statement 1s sent to Shareholders, was NZ$9 81, and

(b) 9 September 2002, being the last day on which the NZSE was open for business
before the date on which UnitedNetworks received VECTOR’s takeover notice, was
NZ$9 50

The highest and lowest closing market price of the Shares on the NZSE (and the relevant
dates) during the six months before the date on which UnitedNetworks received
VECTOR's takeover notice were as follows

- highest closing market price was NZ$9 50 (on 9 September 2002), and
- lowest closing market price was NZ$7 61 (on 10 June 2002)

During the six month period referred to above, UnitedNetworks did not 1ssue any equity
securities or make any changes in the equity securities on 1ssue which could have
affected the market prices of the Shares referred to above

On 31 July 2002, UnitedNetworks announced the payment of a fully imputed interim
dividend of NZ$0 19 per Share This dividend was paid on 6 September 2002 The
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announcement and/or payment of this dividend may have affected the market prices of
Shares referred to above

Other information

Possible share buyback

VECTOR has indicated in 1ts takeover offer document that If VECTOR does nat acquire all
of the Shares under the Offer (including any subsequent compulsory acquisition reguired
under the Takeovers Code) then i1t 15 proposed that it will procure UnitedNetworks to,
following and subject to VECTOR declaring the Offer unconditional and the asset sales
described n paragraphs 10(d) and (e) above being settled, make a pro rata share
buyback offer after the Offer has closed with the intention of distnibuting to the then
Shareholders (including VECTOR), who choose to participate in that buyback offer, up to
$430 million 1in aggregate

Possible on or off market acquisitions by VECTOR

On 13 September 2002, UnitedNetworks announced to the NZSE that, under VECTORS’
takeover offer, VECTOR may acquire Shares on or off market during the offer period and
that under the Takeovers Code VECTOR Is permitted to buy shares on or off market prior
to formally making its offer provided that any such acquisitions do not exceed 20% of
tUnitedNetworks' Shares

UnitedNetworks released VECTOR from restrictions on trading in UnitedNetworks’ Shares
under confidentiality arrangements entered into with UnitedNetworks as part of the sales
process (described at paragraph 10(a) above), on the basis of a declaration from
VECTOR that neither 1t, nor its affiliates, held any “inside information” or “relevant
information” about UnitedNetworks The release was effective following the close of
trading on 13 September 2002, enablhing VECTOR to acquire Shares on or off market
thereafter, If It so wished

Waiver from NZSE Listing Rule 9 2 1(a)

The Market Survelllance Panel of the NZSE (Panel) granted a waiver from NZSE Listing
Rule 9 2 1(a), pursuant to Footnote 1 of that Listing Rule, to allow VECTOR, Powerco
Limited and Hawke’s Bay Network Limited to submit a joint bid consisting of a full
takeover offer from VECTOR for all the Shares, and the simultanecus sale of
UnitedNetworks' Eastern Region electricity network to Powerco Limited and Hawke’s Bay
Network Limited jointly, and its Central North Island gas network to Powerco Limited
(described above i1 paragraphs 10(d} and (e})

NZSE Listing Rule 9 2 1(a) provides that an issuer may not enter into a material
transaction If a related party 1s, or 1s likely to become, a party to that materal
transaction or at least one of a related series of transactions, unless that matenal
transaction 1s approved by an ordinary resolution of the issuer

In approving the waiver, the Panel confirmed 1t was satisfied that any connections
between VECTOR, Powerco Limited and Hawke’s Bay Network Limited {(which the Panel
considered to be unrelated in an economic and legal sense) were plainly unhkely to
Influence the promotion of the proposal to enter into the transactions The Panel was
also satisfied that all of UnitedNetworks' Shareholders would benefit from the granting of
the waiver by enabling joint bids to be submitted, thereby increasing the competitive
tension of the sales process

The Panel also stated that, in making its decision to grant the waiver, 1t considered the
fact that by the parties making their bids jointly, they would be able to maximise both
sides of the transaction to the benefit of UnitedNetworks and all its Shareholders

Other information

The Directors believe that the following information, in addition to the other information
set out in this Statement (and in particular paragraph 15 above), may be relevant to
Shareholders making decisions as to whether to accept or reject the Offer
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- the Offer is conditional, among other things, on VECTOR acquiring sufficient
acceptances for Shares so that it, and any related companties, will hold or control
more than 70 19% of the Shares VECTOR may not walve this condition
Accordingly, If Aquila does not obtain certain consents from its banking syndicate
and its agreement to sell its shareholding to VECTOR does not proceed, the
VECTOR offer will lapse,

- the terms of the Offer state that, once given, acceptances may not be withdrawn by
acceptors unless VECTOR fails to pay acceptors in accordance with the Takeovers
Code This means that while the Offer remains open, Shareholders who have
accepted the Offer cannot accept any other offer that 1s made and are not entitled
to withdraw their acceptances of the Offer,

- under the terms of the Offer, accepting Shareholders will be paid within 7 days of
the Offer becoming unconditional, and thereafter within 7 days of acceptance
Because there 1s no 90% minimum acceptance condition in the Offer, Shareholders
intending to accept the Offer should not delay returning their acceptance form to
VECTOR, and

- if VECTOR increases the price of the Offer, VECTOR must provide the increased
price to all Shareholders whose Shares are acquired under the Offer, whether or not
the Shareholder accepted the Offer before or after the price was increased

Approval of this Statement
This Statement has been approved by the board of directors of UnitedNetworks

Certificate

To the best of our knowledge and belief, after making proper enquiry, the information
contained In or accompanying this Statement 1s, In all matenal respects, true and correct
and not misleading, whether by omission of any information or otherwise, and includes
all the information required to be disclosed by UnitedNetworks under the Takeovers

Code
Y W,Jf

Philip Michael Smuth
Independent Director of
UnitedNetworks

@ et

Darmet Wayne Warnock
Chief Executive Officer of
UnitedNetworks

Robert Wilham Stanic
Independent Director of
UnitedNetworks

/7 &Oév?n

Ian Rex Hadwin
Chief Financial Officer of
UnitedNetworks
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SCHEDULE 1 - OWNERSHIP OF SHARES IN UNITEDNETWORKS

(paragraph 5)

Name Number of Percentage of
shares held or shares
controlled

Directors!
Mike Smith” * 108,914,368 719
Keith Stamm? 16,200,000 107
Bob Stanic? 106,328,107 70 2
Dan Warnock* 2,566,700 17
Senior Officers °
Ian Hadwin 200 0 00013
Karen Lysaght 200 0 00013
Matt Todd 300 0 00020
Graeme Watson 200 0 00013
Simon Whyte 100 0 00007
Substantial securnity holders
UtihCorp N Z Limited 106,327,668 70 2
UtihCorp Takapuna Partners II Partnership® 53,298,251 352
UnitedNetworks Shareholders’” Society, Inc’ 16,407,539 108

Notes

Mr Paul Perkins (being a Director of UnitedNetworks) and his associates do not hold any Shares In
UnitedNetworks

Mr Mike Smith and Mr Bob Stanic hold a relevant interest to controi the disposition of 106,327,668 shares
under certain placement rights contained in the Restated and Amended Cornerstone Relationship Deed dated
13 October 2000 held by UnitedNetworks’ Independent Directors gver the sale of 106,327,668 shares held by,
or under the control of, UtiiCorp N Z Linuted Mr Mike Smith also holds 20,000 shares personally Mr Bob

Stanic also holds 439 Shares personally

Mr Keith Stamm holds a relevant interest to control voting of the 16,200,000 shares held by the
UnitedNetworks Shareholders’ Society, Inc which I1s the trustee of the Waitemata Electricity Trust  Under
certain conditions the chairman of UnitedNetworks for the time being has the ability to direct the voting of
shares held by the trust

Mr Mike Smith and Mr Dan Warnock have joint power to control the disposition of 2,566,700 shares held under
UnitedNetworks’ empioyee share schemes in their capacity as directors of UnitedNetworks Employee Share
Schemes Trustee Limited, the corporate trustee of the employee schemes

Mr Bryan Crawford and Mr Sean McDonald {being Senior Officers of UnitedNetworks) and their associates do
not hold any Shares in UnitedNetworks

As part of a refinancing of various banking facilities, UtiliCorp N Z Limited has granted a specific secunity over
53,298,251 shares In UnitedNetworks to UtiCorp Takapuna Partners II Partnership, a related entity of UtiliCorp
N Z Limited In accordance with its obligations under that specific security, UtithCorp N Z Limited has
transferred legal but not beneficial ownership of those 53,298,251 voting securities to Public Trust to be held by
It as a custodian UtihCorp N Z Limited has retained all distribution and voting rights in respect of those
shares

This interest comprises beneficial ownership of 207,539 shares and non benefictal ownership in relation to the
16,200,000 shares the UnitedNetworks Shareholders’” Society, Inc holds in 1ts capacty as trustee of the
Waitemata Electricity Trust
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SCHEDULE 2 - HALF-YEARLY REPORT OF UNITEDNETWORKS
TO 30 JUNE 2002 (paragraph 18)
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SCHEDULE 3 - GRANT SAMUEL & ASSOCIATES LIMITED
INDEPENDENT ADVISER REPORT (paragraph 15)



GRANT

SAMUEL

LEVEL 31

ROYA & SUNALLIANCE CENTRE
49 SHORTLAND STREET
ALCKLAND

PO BOX 1306

FL PRONE O 9 939 277

FAX 0 9 912 788

19 September 2042

The Independent Directors
UnitedNetworks Limited
44 Taharoto Road
Takapuna

AUCKLAND 1333

Dear Directors
Takeover offer by Vector Limated

1 Introduction

On 10 September 2002, VECTOR Limited (“Vector”™) announced 1ts intention to make a full takcover offer
(the “Vector Offer”) to acquire all of the equity securities in UnitedNetworks Limited (“UnitedNetworks™)
at a price of 39 90 per ordinary share

As a condition of the Vector Offer, UnitedNetworks has agreed to sell selecled UnitedNetworks assets to
other parties

o the sale of UnitedNetworks’ eastern region electricity network to Powerco Limited (“Powerco™) and
Hawkes Bay Network Limited (“Hawkes Bay Network™) for $785 mulhion, and
o the sale of UmtedNeiworks” central region gas distnbution network to Powerco for $220 million

The Vector Offer was a result of an extensive sale process involving a number of competmg bidders for the
shares and/or assets of UnitedNetworks The sale process was initiated by Aqunla Inc, the parent company
of UtlliCorp NZ Limited (“UNZ™) Through UNZ, Aquila Inc 1s the largest shareholder in UmitedNetworks
with control of 70 2% of the shares on 1ssue  Aquila Inc has advised the New Zcaland Stock Exchange
(“NZSE”) that 1t has agreed to accept the Vector Offer in respect of its entire sharcholding 1n
UnitedNetworks, subject (o 1t obtaining certain consents from its lending bank syndicate Aquila Inc has
been granted 28 days from 10 September 2002 to obtamn such consents, otherwise the Vector Offer will
lapse UNZ and Aquila Inc have undertaken not to sell or agree to sell its shareholding 1n UnitedNetworks
to any party other than Vector for a period of 150 days from 10 September 2002

The Vector Offer constitutes a full takeover offer under Rule § of the Takeovers Code Accordingly, the
independent directors of UnitedNetworks have engaged Grant Samuel & Associates Limited (“Grant
Samuel”) to prepare the Independent Adwviser’s Report required under Rule 21 of the Takeovers Code
setting out an assessment of the merits of the Vector Offer to assist UmtedNetworks sharcholders m
forming an opinion on the Vector Offer Grant Samuel 1s independent of UnitedNetworks and Vector and
has no mvelvement with, or interest i, the outcome of the proposed acqusition of shares in
UmitedNetworks by the Vector

GRANT SAMUEL & ASSOCIATES LIMITED
LEVEL & 1 COLLINS STREET MELBOURNE, VIC 3000 TELEPHONE 61 3 9654 7300 FAX 61 3 9654 7338

LEVEL 30, 52 MARTIN PLACE, SYDNEY, NSW 2000 TELEPHONE 61 2 9324 4211 FAX 61 2 9324 4301
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This letter constitutes a summary of a full Independent Adviser’s Report prepared under the requirements
of the Takeovers Code, and 1s a fair summary and not misleading The full report 1s also being sent to
UnitedNetworks sharcholders, and 1s available for inspection at the registered office of UmtedNetworks as
from 20 September 2002

Evaluation of the Merits of the Vector Offer
21 The Vector Offer 1s within the assessed value range

Grant Samuel has valued the equity in UmtedNetworks m the range of $1 37 to $1 59 billion,
equivalent to $9 02 to $10 48 per share This value represents Grant Samuel’s assessment of
the full underlying value of UmitedNetworks and includes a premium for control A summary
of Grant Samuel’s valuation of UnitedNetworks 1s set out below

UnitedNetworks — Summary of Value
Valuation Range ($ millions)

Low High
Electnuty networks 1,955 2,125
Gas networks 540 585
Communications networks 5 8
Value of business operations 2,500 2,718
Other assets 79 83
Net borrowings (1,213) (1,213)
Equity value of UmtedNetworks 1,366 1,588
Shares on Issue (milhon) 1515 151 5
Value per Share $9 02 $10 48

UnitedNetworks provides a near necessity service  One of the most important drivers of value s the
form of the future regulatory regime for electricity and gas 1 New Zcaland There 13 currently
considerable uncertainty about the final form of that regime and its imphications for tanff pricing
and earnings of all of the participants In Grant Samuel’s opinion, any acquirer of UnitedNetworks
would apply a discount (erther explicitly or impheitly) to reflect the risks to UnitedNetworks’ future
earnimgs and cash flows from potential adverse changes to the regulatory regime  In formng 1ts
view on value, Grant Samuel has assumed a continuation of the current “light handed” regulatory
regime, with tarffs to be based on benchmark pricing and other factors such as service quality rather
than a set of strict and standardised return on 1nvestment cnteria  Grant Samuel considers this to be
the most likely outcome of the Commerce Commussion deliberations, but 1t must be recognised that
there are a range of alternative less favourable cutcomes which could eventuate  The final form of
the regulatory regime will depend among other things on political 1ssues and the overall cost of
electricity to the consumer over ime  In this respect the balance of nisks 1n the valuation 1s on the
downside The value would be lower 1n a less favourable regulatory environment It 1s unhkely that
the tanff pricing could be increased matenally above current levels A range of regulatory
environment scenartos was ncorporated in the valuation analysis undertaken by Grant Samuel

Grant Samuel has considered whether the Vector Offer price 1s fair by comparmg the consideration
of $9 90 per share with an assessment of the full underlying value of UnitedNetworks shares A
takeover offer consideration that falls within or exceeds a valuation range estimated on this basis 15
fair The Vector Offer 1s $9 90 per share  As the Vector Offer price 1s within the assessed valuation
range the offer 15 considered farr

The Vector Offer represents relatively high multiples of earnings and ODV 1t also represents a
premium of 29% to the closing price of $7 66 per share on 11 June 2002, being the day prior to the
announcement that UnitedNetworks would be seekmg offers tor the shares or assets of the business
The premum for control of 29% 15 broadly consistent with the premiums for control observed in
takeovers of other listed companmies  The premium should also be considered i the context of the
followmng

®  UnitedNetworks has enjoyed a strong sharemarket performance 1 the last two years, reflecting
its delivery of earmings growth (primanly from cost savings and integration benefits from
acquisitions) and an expectation of further growth through additional oppertunities, and
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B relative to the scale of the overall business, the level of cost saving and synergies available to
potential acquirers of UnitedNetworks may be relatively linited  This factor tends to limit the
extent of any premium for control

In considering the faimess of the Vector Offer, 1t 1s also important to recognise that

@ the process that has led to the Vector Offer 15 likely to have resulted in the offer representing
the fult underlying value of shares in UnitedNetworks UnitedNetworks has

*  runa formal structured sale process, inviting all likely potential bidders to participate,

. invited bids for both the company as a whole or for the separate constituent businesses
(including the three regional electricity networks and the gas network on a separate basis},

* mvited a number of short listed parties to undertake detailed due diligence on
UnitedNetworks  These parties are belteved to have been provided with all of the
mformation an acquirer could reasonably expect to receive,

. allowed sufficient ime for bidders to evaluate the nformation and arrange the necessary
funding,

*  provided a “level playing field” for bidders n that they were all asked to submut final and
virtually unconditional’ offers on the same date and 1n the same form, and

»  offered the maximum level of certainty to the winning bidder allowed under the
Takeovers Code

The Vector Offer was the highest offer received at the end of the process Accordingly, 1n
Grant Samuel’s view, 1t 1s highly likely that the Vector Offer represents the maximum price
able to be achieved for UnitedNetworks 1 the current economic and market conditions and
regulatory environment This process results n a high level of confidence that the offer price
of $9 90 per share 1s fair In fact, 1t 1s arguably more compelling than a single valuer’s
subjective estimate,

@ the fair value of UnitedNetworks at the current time reflects the significant uncertainty
attaching to the future regulatory regime for UmitedNetworks electrnicity and gas distribution
networks  This uncertainty 1s included 1n the price of UnitedNetworks shares on the
stockmarket and would have been factored into the prices offered by the potential acquirers,
and

@ value can only properly be judged i the context of current circumstances The price of $9 90
per share 1s considered fair in today’s circumstances It could be that, by waiting for seme
period, a better price could be actieved for UmitedNetworks as a result of more certainty n the
regulatory regime  On the other hand regulatory changes, if any, may be less favourable than
anticipated and the price would also reflect the future operating performance of
UnitedNetworks and the outlook and equity market conditions at the ime  These may or may
not be as strong as they are at present

22 Other Merits of the Vector Offer

In assessing the other merits of the Vector Offer, Grant Samuel considered the following factors

®  for practical purposes the Vector Offer 1s unconditional The only condition of consequence,
the 70 19% munmmum acceptance condition, 1s almost certain to be met UNZ has a
shareholding 1n UmitedNetworks of 70 2% at the time of the Vector Offer and has control of
UnmitedNetworks UNZ has announced that 1t intends to accept the Vector Offer in respect of
its entire shareholding in UmitedNetworks subject only to the consents from Aqula Inc’s
lending syndicate, and UNZ 1s contractually bound not to accept any other offer for a period of
150 days,

' The offer was allowed to be conditional on achieving a minimum acceptance level of 70 19%, a condition which wilt be achieved through
the acceptance of the offer by UNZ
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there are significant impediments to an alternative offer It 1s possible, albeit unlikely, that an
alternative and higher offer than the Vector Offer could be made for the shares 1n
UnitedNetworks To be successful any new offer would require either

+  Vector to agree to scll the shareholding in UnitedNetworks that 1t proposes to acquire as a
result of the Vector Offer, which will at least be the 70 2% shareholding currently held by
UNZ Grant Samuel regards this as a remote prospect, or

+  Agquila Inc’s banks not to consent to the sale of the UnitedNetworks shares 1 which case
the Vector Offer will lapse  Aquila Inc 1s undertaking a restructuring of its investments
globally and the sale of the UnitedNetworks shareholding 15 an integral part of that
process In Grant Samuel’s opinion it 1s very unhkely that Aquila Inc’s banks will not
consent to the sale, particularly in view ot the 150 day constraint,

the only other significant sharcholder mn UnitedNetworks other than UNZ 15 the
UnitedNetworks Sharcholders’ Society as trustee of the Wartemata Electricity Trust with
approximately 10 7% of the shares The trust deed of the Waitemata Electricity Trust has been
amended to require the UnitedNetworks Shareholders’ Society to sell shares to the Vector
Offer 1f nstructed to do so by the three local authorities which are the final beneficianes of the
trust As at the date of this report, none of the three local authorities have indicated therr
mtentions with regards to the shareholding  However, the fact that they have amended the trust
deed to allow a sale indicates a willmgness to consider any offer made,

if Vector also acquires UnitedNetworks Shareholders” Soctety’s 10 7% sharcholding and 1f
approximately half of the remaining shareholders accept the Vector Offer, Vector will achieve
the 90% threshold and will be able to effect compulsory acquisition I insufficient
shareholders accept the offer (or 1if UnitedNetworks Shareholders’ Society does not accept the
offer), Vector will not achieve the 90% threshold and UmnitedNetworks will remamn a listed
company controlled by Vector In these circumstances there are substantial mmplications for
those sharcholders that do not accept the Vector Offer

. ligmdity of UnitedNetworks shares 1s hkely to be adversely affected As of the close of
busmess on 13 September 2002, UnitedNetworks has permitted Vector to acquire further
shares i UnitedNctworks on or off the market In addition there will probably be some
shareholders that accept the Vector Offer Therefore, the size of the total public pool of
sharcholders (the free float) will reducc  UmtedNetworks® inclusion 1n indices such as
the NZSE40 15 not a certainty,

+  there 15 no guarantce that Vector would maintamn the current level of dividends paid by
UnitedNetworks,

. unless a revised or eventual “mop-up” bid 15 widely anticipated, UnitedNetworks shares
are hikely to subsequently trade at levels well below the Vector Offer of $9 90 per share
In the three months prior to the announcement of the sale process for UnitedNetworks, 1ts
shares traded 1n the range of $7 60 to $8 31 per share with a weighted average daily
closing price over the period of $8 08 per share The trading price could be further
impacted by the reduced hquidity, index nclusion or exclusion and any change m
dividend policy,

. remamming sharcholders will be exposed to risks associated with future performance of the
UnitedNetworks business and the future state of equity markets, and

.« there would be a prospect of a subsequent “mop-up” bid  Such bids can often be at a
sigmficant premum  However there 15 no certamnty that such a bid would occur

If Vector 15 not successful in achieving the 90% threshold at 1ts offer price 1t may or may not
choose to mncrease 1ts offer 1f Vector chooses to increase 1its offer the mcreased value will be
available to all shareholders including UNZ cven if they have already accepted the $9 90 per
sharc offer A strategy for minority shareholders (including UnitedNetworks Shareholders’
Society} may be to resist the Vector Offer so that if Vector does not appear likely to be able to
achieve 90% 1t will be “forced” to increase 1ts offer to morc than $9 90 per share to ensure 1t
can get to 100% ownership  Acquisition of 100% 1s likely to be Vector’s preferred outcome
1t makes most sense 1n terms of integration with 1ts own business, financing and n a number of
other respects However this strategy carnies substantial risks While it may be desirable, there
1s no evidence that Vector must obtain 100% of UnitedNetworks  The offer 1s only conditional
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on 70 19% Vector may be content to leave UnitedNetworks as a separate listed company
under 1ts control  In any event, even if 1t did want 100%, Vector may be content to “creep”
towards the 90% threshold over time by buying a further 5% per annum or by making partial
takeovers  Assuming the UmtedNetworks Shareholders” Society accepts the offer, 1t would
take Vector less than two years to reach the 90% threshold (and probably considerably less)
The share price 1n that period 15 hkely to be below the Vector Offer of $9 90 per share Other
factors to be considered in pursuing such a strategy are

+ 1 UnitedNetworks Shareholders™ Society accepts the Vector Offer 1t would be necessary
tor more than half of all remaiming sharcholders not to accept the offer to prevent the 90%
threshold being reached  This may be difficult to achieve given the fatness of the offer
price, and

*  the Vector Offer follows an extensive sale process and a final negotiation between Vector
and UnitedNetworks It 1s unlikely that there 1s much scope for any further increases in
the offer price

there are a number of synergies that Vector would cxpect to be able to realise 1f the Vector
Offer 15 successful It 1s always an open 1ssue as to the extent that the value of such benefits 1s
shared between the bidder and the target shareholders Grant Samuel believes that the offer
price of $9 90 per share reflects an element of the syncrgies likely to be available to Vector
The open, competitive process should have ensured that the winming bidder has “paid away™
(through the offer premium) synergies at least to the extent of the synergy benefits common to
all parties bidding,

some shareholders of UnitedNetworks may have been 1ssued theirr shares at the time of the
Power New Zealand (now UnitedNetworks) share 1ssue to clectricity customers 1n the
Waitemata or North Shore regions of Auckland or the Coromandel  The sale of the company
to Vector or indeed any other party may result in increases m line charges over time at higher
levels than have histonically been imposed by UnmitedNetworks  However, as previously stated,
the Commerce Commission 15 1n the process of assessing whether any price control
mechamsms are necessary in the industry and given UmitedNetworks® current levels of
profitability reported m 1ts information disclosures there 1s little opportunity for increasing
prices without attracting the attention of the Commerce Commuission  Further, Vector 1s owned
by a consumer trust and has historically reported lower levels of profitability than
UnitedNetworks  Vector has alse been one of few distribution busimesses which has reduced
line charges to consumers,

all sharcholders of UnitedNetworks are able to share the benefits of the sales process
undertaken by the company at the request of Aquila Inc/UNZ By inviting a range of parties to
undertake due diligence and therefore running a competitive process with “informed™ potential
purchasers, the offer of $9 90 per share by defimtion represents a “market price” for a full
takeover  Further, Aquila Inc, the parent company of UNZ has agreed to pay all of
UnitedNetwaorks’ costs of the sale process which will be substantial If they were to be pard by
UnitedNetworks 1t 15 likely to have resulted in a lower offer price,

acceptance of the Vector Offer will realise cash for sharcholders For those shareholders
wishing to have an cquity investment mn the electricity and gas distribution sectors there are
very limited other comparable investment opportutities m New Zealand There arc ne other
listed companies offering the same scale, diversity or exposure to high growth regions as that
offered by UnitedNetworks  To thus extent, shareholders may be disadvantaged by accepting
the offer, and

the $785 mllion bemng paid by Powerco and Hawkes Bay Network for the Eastern region
electricity network represents a multiple of ODV of | 9 times and the $220 milhon being paid
by Powerco for the Central region gas network represents a multiple of ODV of 2 1 times
The Eastern region electricity transaction 1s at the upper limits of Grant Samuel’s estimate of
value for this asset and the Central region gas network transaction 1s at the mid-pomt of the
ODYV multiple range sclected to value that asset The sale of these two networks will result 1n a
substantial amount of tax depreciation recovered to UnitedNetworks  This will give rise to a
tax hability of approximately $80 mullion to UnitedNetworks The new owners of the
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respective networks should as a consequence of the asset purchases be able to claim
depreciation on the full purchase price of the assets It 1s hikely that the purchase price being
pad for each metwork reflects the tax hability that will arise as a result of the sale by
UnitedNetworks and the benefit of higher depreciation value to the purchasers

23 Acceptance or Rejection of the Vector Offer

As with any equity investment there are risks associated with the market m which the company
operates The electricity industry 18 considered attractive to nvestors because of its perceived lower
risk and reasonably consistent earnings growth  Acceptance or rejection of the Vector Offer 15 a
matter for mdividual shareholders based on therr own views as to value and future market
conditions, risk profile, iquidity preference, portfolio strategy, tax position and other factors In
particular, taxation consequences will vary widely across shareholders Shareholders will need to
consider these consequences and, if appropriate, consult their own professional adviser

3 Other Matters
31 Limitations and Rehance on Information

The report 1s hased upon financial and other nformation provided by UnitedNetworks — Grant
Samuel has considered and relied upon this information  Grant Samuel believes that the imformation
provided was reliable, complete and not misleading and has no reason to believe that any material
facts have been withheld The nformauon provided has been evaluated through analysis, enquiry,
and review for the purposes of forming an opmion as to the underlying value of UnitedNetworks

32 Quahfications

Grant Samuel and its related compariies provide financial advisory services to corporate and other
clients 1n relation to mergers and acquisitions, capital raisings, corporate restructuring, property and
financial matters generally 1n Austraha and New Zealand  One of 1its activifies is the preparation of
company and business valuations and the provision of mdependent advice and expert’s reports in
connection with mergers and acquisitions, takeovers and capital reconstructions Since 1ts 1nception
in 1988, Grant Samuel and 1ts related compamies have prepared more than 250 public expert or
appraisal reports  The persons responsible for preparing this report on behalf of Grant Samuel are
Michael Lorimer, BCA, CA, Simon Cotter, BCom, DipAppFm, Stephen Wilson M Com (Hons) CA
FSIA and Nicola Taplm BE (Chem), DipBus Each has a sigmficant number of years experience n
relevant corporate advisory matters

33 Independence

Grant Samue! does not have at the date of this report, and has not had within the previous two years,
any shareholdmg in or other relationship with UnitedNetworks, that could reasonably be regarded as
capable of affecting 1ts abihity to provide an unbiased opinion m relation to the proposed transaction
Grant Samuel had no part 1n the formulation of the proposed transaction  Its only role has been the
preparation of thus report and 1ts summary

Grant Samuel’s opinion 1s made at the date of this letter and reflects circumstances and conditions as at that date
This letter 15 ¢ summary of Grant Samuel’s optmon  The full report and appendices from which this summary
has been prepared 1s attached and should be read m conjunction with and as an integral part of this summary

This letter 1s for the benefit of the holders of UnitedNetworks shares (other than the Vector and 1ts associated

persons) The report should not be used for any other purpose other than as an expression of Grant Samuel’s
opinion as to the merits of the Vector Offer

Yours faithfully
GRANT SAMUFEL & ASSOCIATES LIMITED

trant Sameel! + AssoctoHs
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Terms of the Takeover Offer

On 10 September 2002 VECTOR Limuted (“Vector”) announced 1ts mtention to make a full takeover offer
(the “Vector Offer”) to acquire all of the equity secunities in UnitedNetworks Limited (*UnitedNetworks™)
at a price of $9 90 per ordmary share

The Vector Offer was a result of an extensive sale process involving a number of competing bidders for
the shares and/or assets of UnitedNetworks The sale process was mitiated by Aquila Inc, the parent
company of UtihCorp NZ Limited (“UNZ™) Through UNZ, Aquila Inc 1s the largest sharcholder 1n
UnitedNetworks with control of 70 2% of the shares on 1ssue Aqula Inc wishes to realise its investment
n UnitedNetworks and accordingly, on 12 June 2002, requested that UnitedNetworks seek indicative bids
for either

a  all of the shares in UnitedNetworks, or
all or substantially all of the assets and business of UmitedNetworks, erther as a whole or for one or
more of 1ts three regional electricity distribution networks, its gas distribution network and 1ts
broadband communicatien network

The sale process for the shares or assets of UmtedNetworks was run concurrently, with final binding offers
submutted on 9 September 2002 A number of bids for the shares and assets of UnitedNetworks were
submitted The key details of the preferred bid, but not the name of the preferred bidder were disclosed to
Grant Samuel after all the bids had been evaluated by UmitedNetworks and 1its advisers On 9 September
2002 Grant Samuel advised the mdependent directors that the preferred bid was withi 1ts valuation range,
based on the nformation received up to that date  On 10 September 2002, after due consideration, the
independent directors waived the Cornerstone Relationship Deed that otherwise would have prevented
Aquila Inc from accepting the Vector bid, and the independent directors of UnitedNetworks determined the
Vector bid aftorded the best value outcome for UnitedNetworks’ shareholders Aquila Inc has advised the
New Zealand Stock Exchange (“NZSE”) that tt has agreed to accept the Vector Offer m respect of 1ts
entrre shareholdmg 1n UnitedNetworks, subject to 1t obtarning certan consents from its lending bank
syndicatc  Aquila Inc has been granted 28 days from 10 September 2002 to obtain such consents,
otherwise the Vector Offer will lapse  UNZ and Aquila Inc have undertaken not to sell or agree to sell its
shareholdimg 1in UmtedNetworks to any party other than Vector for a period of 150 days from 10
September 2002

The Vector Offer 1s conditional upon, mter alia

o a mmmmum acceptance level of 70 19% of the 1ssued shares in UnitedNetworks This condition can
only be satisfied by the safle of UNZ’s 70 2% shareholding 1n UnitedNetworks to Vector, and

g durmg the period from 1 September 2002 up to the last date on which the Vector Offer may become
unconditional, UnitedNetworks will not, without Vector’s prior written consent

e declare, pay, or make a dividend, bonus 1ssue or other distribution of any kind (other than the
interim dividend of 19 cents per share pard on 6 September 2002 and mcluding, but not limited
to, any distribution, or return of capital) upon or in respect of any shares,

o issue or make an allotment of, or grant an option or right to subscribe for, shares, or equity
secunities of any class to any person, or agree to make such an issue or allotment or grant such
an option or right,

= alterts share capital or any rights, privileges or restricttons, attaching to any shares,

= alterits constitution other than to ensure complhiance with the Listing Rules of the NZSE,

@ make, or permit to be made, any new allocation to any person under any existing scheme for the
purchase of shares in UnitedNetworks by employees or any other entitled person,

" acquure, or dispose of, to agree or dispose of, or grant or agree to grant any option or equitable
Interest 1n respect of an asset, for an amount in excess of $100,000, otherwise than m the
ordinary course of business,

®  create or permit to anse any encumbrance over any assets except for purchase money security
interests granted 1n relation to assets acquired 1n the ordinary course of business,

®  make any material or unusual change m any material business contract, other than in the
ordinary course of business,
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»  do anything which could result in the termination of any materal business contract, or which
would otherwise defeat or materially prejudice any of them (other than n the ordinary course of
business),

= enter mto any new material business contracts or arrangements, other than n the ordmary course
of busmess,

= change or agree to change, the remuncration or any of the other material terms of employment
of any employee except for ordinary wage or salary increases in accordance with 1ts established
review policies or commence the employment of any person at a rate of remuncration 1n excess
of $60,000 per annum, or

. enter into any arrangement or agreement or incur any commitment or hability in connection
with the business having a value or involving an amount, or providing for payments over 1ts
term which are, i excess of $100,000, or having a term of more than 12 months

However, UnitedNetworks 1s permitted to enter mnto the sale and purchase agreements relating to

a the sale of UnitedNetworks’ eastern region electricity network to Powerco Limited (“Powerco”) and
Hawkes Bay Network Limuted (“Hawkes Bay Network™) for $785 million, and
a  the sale of UnitedNetworks’ central region gas distribution network to Powerco for $220 mullion

These arrangements have been entered mto by UmtedNetworks as a requircment ot the Vector Offer The
Vector Offer 1s not conditional upon the asset sales being completed

The conditions listed above are structured such that, provided UnitedNetworks complies with the
conditions, Vector will be bound to effect the full takeover offer There are no conditions that allow
Vector to alter or withdraw the Vector Offer at its sole or partial discretion  Offers receved by
UmitedNetworks that did not conform to this format were not considered by UnitedNetworks

Profile of Vector

Vector owns the electriaity distribution network which services central and southern Auckland Vector has
approximately 260,000 customers connected to 1ts network

As a result of the Energy Companies Act 1992 the assets of the Auckland Electric Power Board were
corporatised to form Mercury Energy Limited, owned by the Auckland Electricity Consumer Trust The
customers of Mercury Energy Limited were the income beneficianes of the trust and the capital
beneficiaries were the local Auckland councils  As a result of the Electricity Industry Reform Act 1998,
Mercury Energy Limuted sold its energy retailling and generation assets and the remammng electricity
distribution business was renamed Vector

The Auckland Electricity Consumer Trust continues to own Vector, with Vector’s customers receving a
dividend each year in the form of a rebate off their electricity account The Auckland Electricity
Consumer Trust has announced that if the Vector Offer 1s successful 1t will continue to pay drvidends to
the consumers within the boundaries of the local authoriues that are its capital beneficiaries
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Scope of the Repaort

21

22

23

Requirements of the Takeovers Code

The Takeovers Code came nto effect on 1 July 2001, replacing the Companies Amendment Act
1963 and the New Zealand Stock Exchange (“NZSE") Listing Rule requirements governing the
conduct of listed company takeover activity in New Zealand The Takeovers Code seeks to ensure
that all shareholders are treated equally and, on the basis of proper disclosure, are able to make an
informed decision as to whether to accept or reject an offer

The Takeovers Code specifies the responsibilities and obhgations for both Vector and
UnitedNetworks as “bidder” and “target” respectively UnitedNetworks’ tesponse to the Vector
Offer, known as a “target company statement”, must contain the information prescribed 1n the
Second Schedule of the Takeovers Code, and 1s to include or be accompanied by an Independent
Adviser’s Report (or summary thereof) If only a summary report 1s included within the target
company statement, the full report must be available to UnitedNetworks shareholders for inspection
upon request

Purpose of the Report

The Vector Offer constitutes a full takcover offer under Rule 8 of the Takeovers Code
Accordingly, the independent directors of UmitedNetworks have engaged Grant Samuel &
Associates Limited (“Grant Samuel™} to prepare the Independent Adviser’s Report required under
Rule 21 of the Takcovers Code setting out an assessment of the ments of the Vector Offer to assist
UnitedNetworks shareholders in forming an opinion on the Vector Offer Grant Samuel is
mdependent of UnitedNetworks and Vector and has no mvolvement with, or interest n, the
outcome of the proposed acquisition of shares in UnitedNetworks by Vector

Grant Samuel has been approved by the Takeovers Panel under the Takeovers Code to prepare the
Independent Adviser’s Report The report 1s for the benefit of the holders of UnitedNetworks
shares (other than Vector and 1ts associated persons) The report should not be used for any
purpose other than as an expression of Grant Samuel’s opinion as to the ments of the Vector Offer

Basis of Assessment

Rule 21 of the Takeovers Code requires the Independent Adviser to assess “the menits of an offer”
The term “merits™ has no defimtion either m the Takeovers Code itself or in any statute dealing
with securities or commercial law 1n New Zealand The Takcovers Panel has not 1ssued guidelines
as to the interpretation of the term “menits”

Under the compulsory acquisition rules of the Takeovers Code, where the 90% threshold 15 reached
as a result of a Takeovers Code offer and 50% of the shares not held by the offeror prior to the offer
commencing have been acquired as a result of the offer, the price for the remaming shares ts set at
the original price offered In the context of UmtedNetworks, if the Vector Offer reaches the 90%
acceptance threshold then the compulsory acquisition price for the remaining shares will be the
Vector Offer price of $9 90 per share In other circumstances the compulsory acquisition price 1s a
cash price specified by the domnant owner and certified as “fair and reasonable” by an independent
adviser The Takeovers Code provides no guidance as to the defimtion of “fair and reasonable”

In Australia, the phrase “fair and reasonable™ appears in legislation and the Austrahan Stock
Exchange Listing Rules as a basis for assessing takeover and similar transactions The terms “fair”
and “farr and reasonable” arc both widely used tests or frameworks for analysing corporate
transactions  However, there 1s very little useful legal or regulatory guidance as to the meaning of
these terms The Australian approach draws a distinction between “fair” and “reasonable” n
relation to takeover offers A fair offer 1s one that reflects the full market value of a company’s
businesses and assets A takcover offer that 1s 1n excess of the pre-bid market prices but less than
full value may not be “fair” but may be “reasonable” 1f shareholders arc otherwise unlikely n the
foreseeable future to realise an amount for their shares m excess of the bid price  This 1s commonly
the case in takeover offers where the bidder already controls the target company In that situation,
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the minority shareholders have hittle prospect of receiving full value from a third party offeror
unless the controlling shareholder 1s prepared to sell its controliing shareholding

Reasonableness 1s said to mvolve an analysis of other factors that-a shareholder might consider
prior to accepting a takeover offer such as

= the offeror’s existing sharcholding,

= other sigmificant sharcholdings,

®  the hquidity of the market for the target company’s shares,
®  any benefits through achieving 100% ownership,

= any special value of the company to the offeror, and

®  the likelihood of an alternative offer

A takeover offer could be considered “reasonable” if there were valid reasens to accept the offer
notwithstanding that 1t was not “fair” A fair offer will always be reasonable but a reasonable offer
will not necessanly be fair

For the purposes of this report, Grant Samuel 1s of the opion that an assessment of the menis of a
transaction 15 a broader test than “fair and reasonable” and encompasses a wider range of 1ssues
associated with a takeover offer Grant Samuel has assessed the ments of the Vector Offer after
taking into consideration the following factors

" the estimated value of UnitedNetworks and the fairness of the Vector Offer when compared to
this value,

" the likelihood of an alternative offer and alternative transactions that could reahse fair value,

®  the likely market price and liquidity of UmtedNetworks shares in the absence of the Vector
Offer,

"  any disadvantages for UnitedNetworks shareholders of accepting the Vector Offer,

= the likelthood of the Vector Offer being declared unconditional,

" the likelihood of the Vector Offer not achieving the 90% compulsory acquisition threshold and
Vecter not increasing 1ts offer,

®  the attractions of the UnitedNetworks business, and

®  the nisks of the UnitedNetworks business

Grant Samucl’s opinton on the mernts of the Vector Offer are to be considered as a whole
Selecting portions of the analyses or factors considered by 1t, without considering all the factors and
analyses together, could create a misleading view of the process underlying the opmion The
preparation of an opimion is a complex process and 1s not necessarily susceptible to partial analysis
or summary

Approach to Evaluation of Fairness

The Vector Offer 1s for all the outstanding shares in UnitedNetworks and accordingly 15 a full
takeover offer In Grant Samuel’s opinion the price to be paid under a full takeover should reflect
the full underlying value of the company The support for this opinton 15 two fold

" the Takcovers Code’s compulsory acquisition provisions apply when the threshold of 90% of
voting rights has been reached In this instance, the Takeovers Code seeks to avoid 1ssues of
premums or discounts for minority holdings by providing that a class of shares is to be valued
as a whole with each share then being valued on a pro-rata basis  In other words, the minority
shareholder 1s to receive its share of the full underlying value Grant Samuel belicves that the
appropriate test for fairness under a full takeover offer 1s the full underlying value, pro-rated
across all shares The underlying rationale 1s that it would be inconsistent for one group of
sharcholders, those selling under compulsory acquisition, to receive a different price under the
same offer than those who accepted the offer earlier, and

»  under the old takeover provisions of the NZSE Listing Rules a controlling sharcholding could
have been transferred to another party without a full takeover offer being made to the
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remaining shareholders  Under the Takeovers Code 1t 1s now a requirement that the
acquisition of more than 20% of the voting rights 1n a “code™ company can only be made
under an offer to all sharcholders unless the shareholders otherwise give approval  As a result,
a controlling shareholding (generally accepted to be no less than 40% of the voting rights)
cannot be transferred without the acquirer making an offer on the same terms and conditions
to all shareholders (unless target company shareholders consent) Prior to the introduction of
the Takeovers Code some market commentators held the view that where a major shareholder
had a controlling shareholding, any control premium attached only to that shareholding One
of the core foundattons of the Takeovers Code 1s that all shareholders be treated equally In
this context, any available control premium 1s now available to all shareholders under a
takeover offer regardless of the size of their shareholdimg or the size of the offeror’s
shareholding at the time the offer 15 made

Accordingly, Grant Samuel 1s of the opinion that not only because shares acquired under a
compulsory acquisitton scenarto will recerve a price equrvalent to full underlying value, but because
the control prermum 18 now available to all shareholders, the share price under a takeover offer
should be within to or exceed the pro-rated full underlying value of the company

Grant Samuel has considered whether the Vector Offer price 1s fair by comparing the consideration
of $9 90 per share with its estimate of the full underlying value of UnitedNetworks shares A
takeover offer consideration that falls within or exceeds a valuation range estimated on this basis 1s
fair  The estimated value was determined by

@ assessing the ungeared valuation of UnitedNetworks’ operating businesses and aggregating
those values,

2  addng the value of other assets, and

8 deducting the net debt of UnitedNetworks

UnitedNetworks has been valued at fair market value, which 1s defined as the estimated price that
could be realised m an open market over a reasonable period of time assuming that potential buyers
have full information The analysis attributes the full control value to UnitedNetworks The
aggregate therefore represents the full underlying value of UnitedNetworks The resulting value
exceeds the price at which Grant Samuel expects portfolio mterests 1n UnitedNetworks would trade
in the absence of the Vector Offer

Sources of Information

The followmg information on UnitedNetworks was used and relied upon, without independent
verification n preparing this report

Non public information previded by UnitedNetworks

8 monthly management accounts for the current year,

@ forecasts and budgets for the year to 31 December 2002,

®  UnitedNetworks’ three year financial plan 2002 — 2004,

@  the Information Memorandum dated 1 July 2002 for the proposed sale of shares or the assets
and business of UnitedNetworks,

@ due diligence information provided to the prospective purchasers of the shares and assets of
UnitedNetworks, mcluding a presentation by UmitedNetworks management,

@ other confidential reports and working papers prepared 1n relation to the proposed sale of
UnitedNetworks, and

8 other confidential reports and working papers prepared by UnitedNetworks management

Publicly avarlable information

o annual reports of UnitedNetworks for the years ended 31 December 1999, 2000 and 2001,
a half year reports of UnitedNetworks for the six months ended 30 June 2000, 2001 and 2002,
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»  disclosures reported by UmtedNetworks under the Electricity {Information Dhsclosure)
Regulations 1999 for the years to 31 March 2001 and 2002,

®  the Electricity Asset Management Plan as at 31 March 2002, and

®  other information on the electricity and gas ndustries and publicly hsted businesses operating
1n those sectors including annual reports, interim financial results, information disclosures,
price reports, industry studics and brokers’ reports, and mformation regarding the prospective
financial performance of those businesses

Grant Samuel has also had discussions with and obtamed information from the legal and financial
advisers to UnitedNetworks

Limitations and Reliance on Infermation

The opinion of Grant Samuel 1s based on economic, market and other conditions prevarling at the
date of this report Such conditions can change significantly over relatively short periods of time
The report 1s based upon financial and other information provided by UnitedNetworks Grant
Samuel has considered and relied upon thus mformation  Grant Samuel believes that the
information provided was rehable, complete and not musleading and has no reason to belicve that
any matenal facts have been withheld

The information provided has been evaluated through analysis, enquiry, and review for the purposes
of forming an optmion as to the underlying value of UnitedNetworks However 1n such assignments
time ts limited and Grant Samuel does not warrant that these inquiries have idennfied or venfied all
of the matters which an audit, extensive examination or “due diligence” nvestigation might
disclose The time constraints imposed by the Takeovers Code are tight  Thus timeframe restricts
the ability to undertake a detailed investiganon of UnitedNetworks  In any cvent, an analysis of the
ments of the offer 15 1n the nature of an overall opinion rather than an audit or detailed
mvestigation Grant Samuel has not undertaken a due diligence vestigation of UnitedNetworks
In addition, preparation of this report does not imply that Grant Samuel has audited in any way the
management accounts or other records of UmitedNetworks It 1s understood that, where appropnate,
the accounting information provided to Grant Samuel was prepared in accordance with generally
accepted accounting practice and 1n a manner consistent with methods of accounting used n
previous years

An important part of the information base used 1 forming an opinion of the kind expressed n this
report are the opinions and judgement of the management of the relevant enterprise That
information was also evaluated through analysis, enquiry and review to the extent practical
However, 1t must be recogmsed that such information 1s not always capable of external venfication
or vahdation

The information provided to Grant Samuel included forecasts of future revenues, expenditures,
profits and cash flows of UmtedNetworks prepared by the management of UnitedNetworks and, i
particular, forecast earnings for the year ending 31 December 2002 Grant Samuel has relied on
these forecasts for the purpose of its analysis  Grant Samuel has assumed that these forecasts were
prepared accurately, fairly and honestly based on infermation available to management at the time
and within the practical constraints and hmitations of such forecasts It 1s assumed that the
forccasts do not reflect any matenal bias, either positive or negative Grant Samuel has no reason to
believe otherwise

However, Grant Samuel 1n no way guarantecs or otherwise warrants the achievability of the
forecasts of future profits and cash flows for UnitedNetworks  Forecasts are inherently uncertain
They are predictions of future events that cannot be assured and are necessarily based on
assumptions, many of which are beyond the control of management The actual future results may
be significantly more or less favourable

To the extent that there are legal 1ssues relating to asscts, properties, or business 1terests or 1Ssues
relating to comphance with applicable laws, regulations, and policies, Grant Samuel assumes no
responsibility and offers no legal opinion or mnterpretation on any 1ssue In forming its opinion,
Grant Samuel has assumed that, except as specifically advised to 1t, that
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the title to all such assets, properties, or business interests purportedly owned by
UnitedNetworks 1s good and marketable m all material respects, and there are no material
adverse intercsts, encumbrances, engineering, environmental, zoning, planmung or related
1ssues associated with these interests, and that the subject assets, properties, or business
interests are free and clear of any and all matenal liens, encumbrances or encroachments,

there 1s compliance 1 all matenial respects with all applicable national and local regulations
and laws, as well as the policies of all applicable regulators, and that all required licences,
rights, consents, or legislative or admimstrative authonity from any government, private entity,
regulatory agency or orgamsation have been or can be obtained or renewed for the operation
of the business of UnitedNetwaorks,

various contracts i place and their respective contractual terms will continue and will not be
matertally and adversely influenced by potential changes n control, and

there are no matenal legal proceedings regarding the busiess, assets or affairs of
UmtedNetworks, other than as publicly disclosed
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3 Background to the Electricity and Gas Industries
31 Background to the Electricity Industry
Industry Structiure

Deregulation of the eleciricity sector in New Zealand began i 1987 with the corporatisation of the
state-owned monopoly electricity generator, Electricity Corporation of New Zealand (“"ECNZ")
Corporatisation of the locally owned retail utilities followed through the Energy Companics Act
1992 and 1 1994 Transpower (the national grid operator) was separated from ECNZ  In 1996
ECNZ was spht mto two state-owned enterprises, the “old” ECNZ and Contact Energy Contact
Energy 1s now a publicly histed company As a result of the Electricity Industry Reform Act 1998
{the “Reform Act™), the electricity sector 15 now divided mto three distinct parts

®  Retarl/Generation - These businesses generate or purchase electricity and sell electricity to the
New Zealand electricity market or end user Retail/generation businesses are prohibited from
owning or operating networks o distribute clectricity to the end-use customer The largest
owners of electricity retailing bustnesses are Mendian Energy, Mighty River Power, Genesis
Power, Contact Energy and Trustpower Currently these five electricity retail businesses
service approximately 95% of all customers 1n New Zealand While electricity retalers are
not obliged to be electricity generators and vice versa most retailers have now elected to
generate at least some portion of the electricity they require to service their customers as a
hedge against market electricity prices  The five major electricity retailers together with
Natural Gas Corporation (*“NGC”) own the majonty of New Zealand’s gencration assets

= Transmuission - Transmussion refers to the national high voltage distribution of electricity to
local low voltage networks Transpower, which remams a state owned enterprise, owns and
operates the high voltage electricity transmission system 1n New Zealand including a high
voltage direct current link between the North and South Islands Tt contracts with generators
regarding the connection, dispatch and other services provided to connect generators to 1ts
network and contracts with distribution businesses regarding the connection of their local
networks to the national system  As part of recent sector reforms, the Commerce Commussion
has been afforded the power to determine Transpower's pricing methodology and to 1mpose
price controls on 1t in certain crreumstances

»  Distribution - electnicity distribution businesses are the regional low voltage network owners
which operate the cables, wires, poles, switchgear and transformers that dehiver electricity
from the Transpower high voltage network to the end use customer Distribution businesses
are often referred to as ‘lines’ or ‘network’ businesses Electricity distribution businesses do
not have end use customers of their own They charge retail electricity busimesses (which
“own’” the customer) for the service of delivering electricity from the pomnt of purchase to the
end-use customer As at 31 August 2002 there were 28 distribution businesses ranging 1n size
from those servicing 4,000 end use customers to UnitedNetworks, which 1s the largest
electricity distribution business 1n New Zealand and services over 500,000 end use customers
Some of the distribution businesses are privately owned or listed Others are owned through
varlous structures but often by trusts or consortiums representing local councils or electricity
COTISUIMErs

A key objective of the Reform Act and the separation of the key operating components of the
electricity sector was to promote retail competition and ultimately reduce prices to the consumer

Dustribution Businesses

Distribution businesses’ revenue 1s derived from the retail electricity busincsses who use the
network to sell electricity to their customers  Retailers acquure the electricity from generators and
set the prices for their end customers  Accordingly, they bear the risks of movements 1n electricity
pricing  Dhstribution businesses provide the “transportation” of electneity effectively on a fee for
service basis, and therefore have a very different nsk profile  Distribution company revenue
typically compnses a fixed charge (daily or monthly) per connection on the network and a vanable
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charge based on the quantity of electricity transported Electricity retailers then bundle these “lings
charges” into thewr own pricing structures to end-use consumers

Distribution businesses’ charges also include transmussion although Transpower costs are often
incorporated on a straight “pass through” basis Transmission costs are usually the largest expense
item for an electricity distribution company  Distribution businesses pay transmission costs to

?  Transpower — 1n the form of ancillary service, interconnection, connection, new nvestment
and economic value added charges, and where they exist to

®  Embedded generators — to pass on the savings m Transpower charges which accruc to the
distribution company because the generator 1s situated within 1ts network

The Mimnistry of Economic Development calculates the line charges on each distribution network,
and the average line charge in New Zealand 1s 6 60 cents/kWh The table below shows the lLine
charges for a selection of larger electricity distribution businesses

_ ~‘Domestic Tir ] €8 — Ave Price (c/kWh) as at 15 May 2002~
Distnibution Business and Region

Average Price (¢/kWh)
UnitedNetwaorks {Northern Region) 652
Vector {Auckland) 522
WEL (Waikato) 651
UnitedNetworks (Tauranga) 675
Powerco (New Plymouth) 773
Powerce (Manawatu) 971
UnitedNetworks (Wellington) 659
Ornion NZ (Chnistchurch) 599
‘Weighted Average for New Zealand 6 60

Sowtce  Mmistry of Econonnc Development

Line charges tend to vary depending on the profit requirements of the owners and on the size and
density of the network Many distributors are trust or local authority owned and have return on
investment requirements that are less than those of publicly listed companies Importantly, capital
expenditure and maintenance costs tend to be lower for larger or more dense networks such as those
n major urban centres

Regulatory Regime

Electricity distribution businesses are currently subject to hight-handed regulatron in New Zealand
The Electnieity (Information Disclosure) Regulations 1999 and its subsequent amendments require
electricity distnibution businesses to publicly disclose financial statements, asset values calculated
using a Optimised Deprival Value (“ODV™) methodology, financial performance measures,
network: statistics and performance measures, pricing taniffs and asset management plans The
pubhc disclosure of such measures, particularly profitability measures such as return on investment
provide industry watchdogs and the public with detailed comparative information However there
ts no specific control of pricing taniffs or profitability

In early 2000 the Government announced a Mimisterial Inquiry into the electnicity industry  The
recommendations of the inquiry were released 1n June 2000 and included the rationalisation of
current ndustry arrangements under a single self-governing structure and the introduction of a
targeted form of price regulation The Electricity Industry Bill was passed nto law i August 2001
to implement the recommendations of the Mimisterial Tnquiry and the Commerce Commuission was
empowered to oversee the introduction of regulation A targeted rather than umiversal form of price
regulation was preferred, as operating efficiencies and profitability vary significantly between
electricity distribution businesses A key component of the targeted regulatory regime s to set
thresholds against which the performance of electricity distribution businesses will be assessed
Once the thresholds have been agreed upon and set, the Commerce Commussion will be able to
investigate and report on any breach of the thresholds by an electricity distribution business for the
purposes of determining whether 1t intends to regulate that business In March 2002 the Commerce
Commussion released a discussion paper on regulation of electricity Iines businesses indicating the
four possible thresholds under consideration
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®  aprice efficicncy threshold, being either a breach of a price path cniteria and an nability to
demonstrate efficiency or by benchmarkang,

= a profit threshold, measured as the return on nvestment on the asset base ODV 1s often
considered to be an appropriate asset base measure,

*  a sharing threshold, where excess profits due to the benefits of efficiency gains would be
expected to be shared with consumers, and

®  a service quality threshold, which would measure the average quality of service agamnst
approprate standards

The Commerce Commuission has stated that its preferred approach 1s to focus on the price efficiency
and service quality thresholds There 1s understood to be some resistance to a profitability threshold
because such an approach may potentially disincentivise the electricity distribution businesses to
invest in thetr networks, undertake mnovations or reduce costs The Commerce Commussion has
proposed a timetable for designing and implementing the regulatory regime

o P r s w Lo
Commerce Commission — Elcctricity Regulition

Stage Timetable

Design and implementation of thresholds and assoctated By October 2003

supportmg valuation and information disclosure aspects

Reporting of information for nitial assessment against For some thresholds by Cctober 2004
thresholds For all thresholds by October 2005
Investigation of any breaches Not defined

Implementation of any regulation measures for distribution Not defined

businesses that breach a threshold and on which the
Commerce Commission decides to mpose targeted
regulation

In summary, the regulatory regime governing the future of the New Zealand electnicity industry 1s
still 1n the process of being determined and, notwithstanding the indications of the Commerce
Commussion, the final outcome cannot be predicted with any certamty  The final form of the
regulatory regime will impact on UnitedNetworks and all other New Zealand electricity distribution
businesses

Background to the Gas Industry

Industry Structure

The New Zealand gas industry 1s based around the distribution of natural gas and LPG from gas and
o1l fields located 1n the Taranaki Basin  Unlike the electricity industry, the gas industry has no
regulated ownership division between gas producers, wholesalers, transmission companies,
distnbution companies and retatlers  As a consequence a number of industry participants operate 1n
two or more of these sectors

The offshore Maut field 1s the mam source of natural gas to the mdustry with smaller fields such as
Kapun, McKee and TAWN providing further reserves The sale of gas in New Zealand 1s
characterised by a set of exclusive and long term contracts between the producers of gas and a small
number of downstream users or retailers Many of these contracts contamn strong “take or pay”
components The major users of gas in New Zealand are

»  Methanex, for the manufacture of methanol (approximately 40% of total gas consumption},
®  (Contact Energy, Genesis Power and NGC for electricity generation (approximately 35%), and
»  other industnal, commercial and residential users (approximately 25%)

Gas 1s supplied for distribution by NGC which owns and operates about two thirds of New
Zealand’s 3,200 km of high pressure gas transmission pipelines The rest of the high pressure
network 1s owned by Maw Developments Limuted and is operated by NGC NGC provides open
access natural gas transportation Services to gas users, subject to capacity constraints

Gas 1s reticulated across localised distribution networks m the North Island to end use commercial
and residential consumers The owners of local gas distribution networks are NGC {Northland,

w
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Auckland, Waikato, Bay of Plenty and Kapit1), Powerco (Taranakt, Central North Island and Hutt
Valley) and UmitedNetworks (Auckland, Wellington, Horowhenua, Manawatu and Hawkes Bay)

Retailers of gas to cnd-use customers mclude NGC, Contact Energy and most other major
electricity retailers

Regulatory Regime

The natural gas industry has undergone a degree of reform and restructuring simnce the mid 1980s
but not to the same cxtent as the electricity industry New legislation was mtroduced into the gas
industry in the form of the Gas Act 1992 Exclusive area franchises and price control were
abandoned 1n favour of a comprehensive hight handed disclosure regime designed to create a more
contestable market Light handed regulation consisted of three components

®  comprehensive imformation disclosure to facilitate momtorng of the financial and operational
performance of the gas distribution businesses,

@ the use of the Commerce Act 1986 to deal with anti-competitive behaviour, and

8 the threat of future regulation, such as the introduction of price control, 1f market dominance
was abused

In March 2001 the Government announced that a review of the gas mdustry would be undertaken
which would look at  ensuring energy is delivered in an efficient, fair reliable and sustainable
manner to exisiing and potential users” The review recommended continued information
disclosure by transmission and distribution network owners of prices, costs and asset values (based
on ODV) and incorporated an indication by Government that 1t expects reported profits to be
reasonable  An announcement from the Government formally responding to the review
recommendations 18 expected 1n late 2002

From UnitedNetworks’ perspective, the value of 1ts investment 1n the gas distribution business will
mn part be affected by the future shape of the regulatory market While the regulatory outlook
remains unclear, many market commentators believe that the most likely scenario 1s that the
Government will accept the recommendations of the review of the gas industry as sufficient,
thereby avoiding the need for greater regulatory involvement
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4 Profile of UnitedNetworks
41 History of UmtedNetworks

Power New Zealand Limited (“Power New Zealand™) was formed in 1994 as a result of the
corporatisation of the Waitemata Electric Power Board and the Thames Valley Electric Power
Board, as required by the Energy Compantes Act 1992 In compliance with the Reform Act, Power
New Zealand elected to remain as a network electricity business and sold its retail customer base
and generation businesses to TransAlta New Zealand m 1998 At the same time, Power New
Zealand acquired the electricity distribution busmesses of TransAlta New Zealand (covering
Wellington and the Hutt Valley) and TrustPower (covering the Western Bay of Plenty, Rotorua and
Taupo) Power New Zealand changed 1ts name to UnttedNetworks in early 1999

In May 2000 UnitedNctworks entered the gas distribution business by acquinng the natural gas
distribution network of Orion New Zealand (“Orion”) for $550 mullion The Ornon network
covered Auckland, Wellington and a number of small networks in Manawatu, Horowhenua and
Hawkes Bay Orion 1s majority owned by the Christchurch City Council, and had acquired the gas
network through 1ts takeover of Enerco New Zealand Limited n November 1998

In July 2000 UmtedNetworks commenced building fibre-opue networks m the Auckland and
Wellington central busiess districts, taking advantage of a market opportunity for broadband
services via fibre-optic infrastructure and the ability of UnutedNetworks to use 1ts standby gas pipe
infrastructure to carry the fibre-optic cables, thus substantially reducing the capital cost of
developmg the network

In July 2001 UnitedNetworks sold 1ts contracting field services business to Siemens Energy
Services As part of the sale, UnitedNetworks entered mto a long term services contract with
Siemens Energy Services for the provision of electricity and gas network mamtenance and capital
works

Today, UnitedNetworks owns three distinct operating businesses

= glectricity distribution networks in the Northern, Eastern and Central regions ot the North
[sland of New Zealand,

= gas distribution networks in Auckland, Wellington and Horowhenua/Manawat/Hawkes Bay,
and

»  communication networks in the Auckland and Wellington CBDs

4 2 Profile of UnmitedNetworks
421 Electricity Networks

The UmtedNetworks® electricity networks cover substantial residential areas n the North
Island of New Zealand, including north and west Auckland, Coromandel, eastern and
northern Warkato, western Bay of Plenty, Rotorua, Taupo Wellington and Hutt Valley
The electricity distribution busmess produced approximately 80% of UnitedNetworks’
total earmings for the year to 31 December 2001 UnitedNetworks electricity distribution
network consists of approximately 30,000 kilometres of lmes, providing electricity to
approximately 500,000 electricity customers The network density of approximately 17
connections per kilometre 1s high by New Zealand standards, reflecting the predominantly
residential nature of the network
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The networks have been segmented into three drstinct regions - Northern, Eastern and
Central - as depicted in the following map of UnitedNetworks” assets
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Financial

ODV (as at 31 March 2002) $1,040 9m
Revenue (2002 Forecast) $393 7m
EBITA (2002 Forecast) $213 3m
Performance

Connections 185 928 167,470 152,637 506,035
System length (km) 10,248 13,961 5812 30,022
Coverage area (km”) 2,890 16,316 1,238 20,444
Connection density (cct/km) 181 120 263 16 9
Annual throughput (GWh) 2,140 2,501 2,192 6,833
Load factor 50% 69% 52% 57%

Source Information Memorandum UnitedNetworks electricity nformation disclosure 31 March 2002

' As a requirement of the Vector Offer UnitedNetworks has entered into an agrecment to sell this asset
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The profile of the three electricity networks owned by UnitedNetworks 1s summansed 1
the table overleaf

. - . c . |
UnitedNetworks — Profile of Electricity Networks
Northern
Incotporates a substantial proportion ot medium density urban dwellings m the Wartakere and North
Shore cities, and sigmificant commercal and mdustrial developments m Takapuna, Albany Basin,
Glenfield, Henderson and Te Atatu  The northern parts of the area are predomsnantly rural residential

apart from scattered small townships There are no high density high rise locations

Eastern
The eastern region contains a mixture of rural and urban developments and a number of major mdustrial
customers The largest of the industnal custormers operate in the darry and forestry sectors

Central

The central region 15 charactensed by igh customer density in the Wellington City area, surrounded by
urban developments 1n much of the adjoming area  Sigmficant business and retail centres are located at
Lower Hutt, Portrua, Upper Hutt Seaview, Petone and Johnsonville

Network Usage

The primary customers of the electricity business are the five major electrcity retailers —
Genesis Power, Mighty River Power, TrustPower, Contact Energy and Merndian Energy,
which coliectively account for over 90% of the electricity business revenues
UmitedNetworks has network access agreements with each of these major energy retailing
busmesses The network access agreements provide all retatlers with a generic sct of terms
and conditions for core gas and clectricity network services ensurmg a neutral platform for
end-consumer choice at a retailer level UmitedNetworks also chooses to contract directly
with some larger, primarily industnal end-consumers Electricity retailers typically own
the electricity meters within their customer sites and under the network access agreements
provide UmtedNetworks with data relating to connection numbers and load usage to enable
UnitedNetworks to accurately invoice each electricity retailer

Network Condttion

UmtedNetworks® electricity networks range from the high density of conmnection and
underground networks of central Wellmgton to the low density, “stringy” networks of the
northern Coromandel A companison of data extracted from other electricity distribution
businesses from the information disclosures required for the year to 31 March 2002 15 set
out 1n the following table

Statistics of New| Zealand’s largest electricity (listribut‘ion businesses
‘ !

UmtedNetworks Vector Orion Powerco The Power Co WEL
Load Factor {%) 62 8 594 586 635 607 585
Loss Ratio (%) 56 45 49 59 85 49
Total Overhead (km) 19,340 3,283 5,682 14,158 7,379 3,360
Total Systern (km) 30,022 8,579 11 506 15,960 7,540 4,692
% underground 36% 62% 51% 11% 2% 28%
Total Load (GWh} 72831 4,884 9 2,758 4 1,955 3 546 4 9157
Total Connections 506,035 274,000 166,536 157,451 31,800 72942
SAIDI" (minutes) 1216 363 460 1590 1390 762
SAIFI’ 20 11 07 26 29 15
CAIDI' (minutes) 610 539 66 0 625 483 512

Sowrce  Elcetricty nformation discloswres 31 March 2002

25 AIDI = System Axerage Interruption Duration Index being the average number of minutes of interruption per connection for the year
¥ SAIFT = System Average Intermaption Frequency Index being the average number of interruptions per connectien for the year

4 CAIDI = Customer Average Interruption Duration Index, being the average aumber of minutes per nterruption for each affected
connection for the year
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UnitedNetworks has entered into a selection of national contracts for the provision of
capital and maintenance field services for 1ts electricity and gas networks The key
contracts are underpinned by annual guaranteed mimimum expenditure arrangements for
each year of the contract term, and afford those contract partners with exclusivity rights m
respect of the functions they perform for UnitedNetworks The guaranteed minimum
expenditure on the major Siemens Energy Services contract progressively declines over the
term of the contract

Strategy

As with any electricity distribution business the opportunmity to incrcase the size of the
network 15 a function of new residential, commercial, industrial, resource and infrastructure
developments within the network area Encouraging development of this nature 1s difficult
for a lines company, except to the extent that 1t can offer to assist with the lines
construction cost In the absence of a meaningful level of new business opportumties,
many electricity distribution businesses place strong emphasis on cost control and keeping
the cost of capital low, while at the same time endeavouring to maintain high standards of
reliability and service  Some lines busimesses have sought to capture growth opportunities
and revenue streams through the provision of other services, such as gas and
communications, or the growth of non-regulated revenue streams in the electricity
ndustry

422 Gas Networks

UnitedNetworks 1s New Zealand s largest fow pressure gas distributor, distributing gas to
approximately 50% of New Zealand’s gas consumers The gas network covers substantial
residential areas of Auckland (the Northern Region), Wellington, Hawkes Bay,
Horowhenua and the Manuwatu (together the Central Region) UmitedNetworks gas
distribution network consists of approximately 7,284 kilometres of lmes, providing gas to
approximately 124,000 customers Key statistics on the gas network are summarnised n the
following table

“Northern Central’ “Total

Financial

ODV (as at 31 March 2002) $254 9m
Revenues (2002 forecast) $67 6m
EBITA (2002 forecast) $48 Tm
Performance

Connections 65,743 58,313 124,056
System length (km) 4,713 2,57t 7,284
Connection density (cct/km) 139 227 170
Annual throughput (PJ) 109 65 173
Load factor 76% 85% 71%

Source Infonmatron Memorandum

UnitedNetworks largest gas customer 1s Contact Energy, itself the largest gas retailer in
New Zealand There 15 an 1ncreasing trend for electricity retailers to offer gas and
electricity to their customers as a mechamsm of protecting that customer base

UnitedNetworks developed and launched the “Pure Energy” brand m 2001, which 1s being
used as a vehicle to promote gas across all market scgments The objective behund the
Pure Energy brand 1s to rebuild consumer awareness of gas as an alternative energy source
Sumulation of demand for gas 1s primanly markettng driven, and between 1998 and 2001
there was very little generic marketing of gas as an energy source, due to the effects of
industry fragmentation and the constant change of ownership of gas assets

* As a requirement of the Vector Offer UnutedNetworks has entered into an agreement to scll this asset
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UnitedNetworks has adopted a channe! partner approach to promote the Pure Energy
brand, based around working closelv with gas service providers, gas apphance retailers and
manufacturers to ulimately promote the increased use of gas

UnutedNetworks’ gas business 1s currently focused on customer retention and creasing
market share by promoting the accessibility and desirability of gas as a primary or dual
fuel Penetration of gas has historically been reasonably low, with only 28% of customers
1n the reticulated area in Auckland connected to gas although, 1n the smaller Wellington
market, the penetration 15 significantly mgher at 58%

A key 1dentifiable nisk facing gas distribution network owners 18 the availability of a long
term gas supply for retailers of reticulated gas Some gas reserve scenarios indicate that
known gas reserves are forecast to be exhausted before 2020 This 1s dependent on a
continuation of current consumption reserves and excludes any new discovenes

Significant synergies can be achieved through the ownership of both electricity and gas
networks While encouraging consumers to use both electricity and gas decreases the
variable component of UnitedNetworks’ electricity revenue 1t gamns an additional fixed gas
line charge Further, by reducing the demand for clectricity particularly during peak load
times by substituting gas as a primary source of fuel for heating and cooking can reduce
and/or delay caprtal expenditure required to meet load growth on the electricity network

423 Other Assets
UnutedNetworks Comnrunications

UnitedNetworks Communications (“UNC”) was launched 1 early 2001 to provide
broadband services through a high speed fibre optic infrastructure n the Auckland and
Wellington CBD markets Fibre optic cables were nserted into the cast wron standby gas
mains 1n both citics at a cost significantly below that of bullding a new network The UNC
network has a system length of 92km, and 1s currently connected to approximately 20% of
the 640 buildings that 1t passes

UnitedNetworks has adopted an open access wholesale busingss model for UNC, offermg
the network as a component or facilitator of partners” offerings, rather than selling directly
to end users UNC offers a range of connection and service options including on demand
and efficient time usage alternatives

While UNC has experienced significant growth n the levels of bandwidth traffic being
carried across its network, 1ts abihity to influence bandwidth demand 1s himited  As wath its
tnvestment 1 the gas industry, UnitedNetworks has adopted a “channcl partner” approach
to drive increased usage of 1ts network

Treescape

Treescape 15 a provider of arboricultural services with an operating presence 1n the larger
metropohitan arcas covered by UnitedNetworks” elecincity network It provides services to
a broad range of customers, ranging from onc-off jobs for residential customers to long
term contracts with large businesses and local authorities  Treescape 1s 50% owned by
UnitedNetworks  Treescape and UnitedNetworks have entered imto a long term
relationship deed and shorter term cutting contracts
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43 Earmngs Performance

The financial performance of UmtedNetworks for the two years to 31 December 2001 and the
management forecast to 31 December 2002 1s summanised 1 the table below

s - Financial Performance ($m) o
2000 2001 2002

Year to 31 December Audhited Audited Forecast
Revenue
Electricity 3599 3642 3746
Gas 502 592 667
Investment income 60 42 47
Other revenue 429 006 152
Total Revenue 4589 4542 4612
Direct Expenses (125 1) (1051} (110:5)
[ndirect Expenses (519) {45 1) (37 6)
EBITDA® 2819 340 3130
EBITDA % 61% 67% 68%
Depreciation (54 7} (557) {54 6)
EBITA’ 271 2484 2584
Amortisatton of goodwill (18 9) (16 6) (16 2)
EBIT" 2083 2317 2422
Net interest (95 4) (101 9) {91 8)
Taxation (38) (9 4) (233)
Sharc of Associates Surplus 02 02 16
Minornity Interest - - -
Profit after taxation 109 2 1208 128 6

Source UnttedNetworks Annual Reports and managcment accounts (2002)

The following comments are relevant to an analysts of the financial performance of
UnitedNetworks summarised in the table above

@ the forecast for the year ending 31 December 2002 ncludes five months of actual results to 31
May 2002 and seven months forccast for the remainder of the financial year Trading during
June, July and August 2002 has been on target with the forecast,

@ the financial statements for the year to 31 December 2000 include nine months of ownership
of the gas distribution business which was acquired on 1 Apnl 2000,

@ UnitedNetworks has held 1its electricity tariffs to the mass markets (domestic and small
commercial consumers) constant over the past three years The majority of the growth in
electricity revenue through the period shown 1s due to the growth n total electricity
connections to the network,

@ the progressive reduction i other revenue reflects the sale of the contracting field services
business which was sold m July 2001 to Siemens Energy Services This business unit sale
also impacts on the ongoing level of direct and indirect expenscs,

@ the major direct expenses are electricity transmission and ancillary service charges to
Transpower The charges for the ancillary services can have a high vanable component  As
of 1 April 2002, UmtedNetworks had unbundled the Transpower ancillary service charges
from 1ts standard lines charges, and 1t now passes on the ancillary service charge mcurred each
month to its electricity retail company customer base As of the same date, UnitedNetworks
also unbundled the loss rental rebates which are refunded to 1t by Transpower and passed on to
the electricity retail businesses also apportioned by load UnttedNetworks has made a number
of changes to 1ts pricmg structures that have had the effect of reducing the volatility of

® Earmings before intercst, tax depreciation and amortisation of intangibles
" Earmings before intercst, tax and amortisation of intangibles

¥ Earnings before nterest and tax
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UnitedNetworks net Transpower costs by passing the vanable components of the charging
regime onto the electricity retail businesses,

" amortisation relates primanly to the intangible assets arising from the acquisition of the
TransAlta and Trustpower electricity networks i 1999 and the Orion gas network 1n 2000
which 1s amortised on a straightline basis over 40 years The figure in 2001 and 2002 1s net of
the amortisation of the gain relating to the sale of the contracting field services business to
Siemens Energy Services, which 1s being amortised over 7 5 years, and

*  UmtedNetworks 1s not required to pay tax as tax depreciation on the gas and electricity
networks acquired 1s substantially higher than accounting depreciation, and the acquisition of
tax losses from UnitedNetworks parent company UNZ  However the company chooses to
prepay tax in order to generate imputation credits

44 Cash Flow

The cash flow statements of UnitedNetworks over the two years to 31 December 2001 and the
forecast year to 31 December 2002 are summarised 1n the table below

UnitedNetworks — Cash Flow Position (Sm)

2000 2001 2002
Year to 31 December Audrted Audited Forecast
EBITDA before abnormal items 2819 3040 3130
Working capital movements and other adjusiments 01 49 (112)
Taxation (11 2} (256) (25 1)
Interest {net) (97 0y (114 4) 919
Net cash from operating activities 173 8 168 9 1848
Camtal expenditure (631 8) (69 8) (65 5)
Proceeds from sale 12 719 26
Equuty 1ssuefrepurchase 00 00 00
Net cash from investing activities (630 6) 21 (629)
Dividends padirecerved (45 9 (48 2) (50 2)
Net increase (decrease) m cash held (502 8) 1228 mni7
Net cash - opening (874 2) (1,377 6) (1,254 7)
Net cash - closmh (1,377 6) (1,254 7) (1,183 0}

Source UmitedNetworks Annual Reports
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45 Financial Position

The financial position of UnitedNetworks as at 31 December 2000 and 2001 and as at 30 June 2002
15 summarised below

s — Financial Position ($m)

31 Dec 2600 31 Dec 2001 30Jun 2002

As at Audited Audited Unaudited
Current assets

Debtors 42 ] 43 4 477
Inventories 106 11 00
Other assets 01 00 01
Total current assets 528 44 5 47 8
Current habilities

Creditors & accruals (45 6) (399 (43 2)
Other (including dividend payable) (307 (13 1) {73)
Total current habilities (76 4) (73 0) (50 %)
Net working capital (23 6} (28 5) 27n
Fixed assets 1,365 0 1,373 6 1,366 4
Intangitles 791 6 771 4 7629
Taxation assets 422 571 64 7
Other assets 83 220 225
Caprtal emploved 2,1837 2,1956 22165
Deferred gam 3By 289)
Net debt {1,377 6} (1,235 4) (1,238 0)
Shareholders’ funds 8062 908 5 246 9
Number of Shares 1515 1515 1515
Net avsets per share (NZ§) 532 600 625

Source UnutedNetworks Annual and Interim Reports

The following 1ssues are relevant to analysis of the financial position of UnitedNetworks

@ intangibles arose on the acquisitions of the Orion gas distribution network and the TransAlta
and TrustPower electricity networks,

@ the deferred gam 1s a result of amortising the gain on the sale of the contracting field services
business,

9 the taxation assets comprise mainly prepaid tax that has arisen from the decision to attach
imputation credits to dividend payments UnitedNetworks prepays tax to create new
imputation credits  This prepard tax can be used to offset future tax payments Prepaid tax 1s
not subject to continuity of ownership tests and will be available to the purchaser of
UmitedNetworks, and

@ UnitedNetworks’ debt facilities mclude term loans, fixed and floating rate medium term notes
and New Zealand dollar denominated commercial paper programme
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There are currently 151 5 million UmtedNetworks shares on 1ssue  The top 20 shareholders as at |

September 2002 are shown 1n the following table

UnitedNetworks —

UtihCorp NZ Ltd
UnitedNetworks Shareholders Society Inc

UnitedNetworks Employee Share Schemes Ltd

Natienal Nominees Ltd

Westpac Banking Corporation

Citihank Nominees (NZ) Ltd

NZGT Nominees Ltd

Trustees Executors & Agency Co of NZ Ltd
Premer Nominees Lid

AMP Investments Strategic Equity

AMP Life Ltd

Cogent Nominees Ltd

Royal & Sun Alliance Lifc & Disability
NZ Guardian Trust Co

Westpac Superannuation Norminees {NZ)
UnitedNetworks Shareholders’ Society Inc
Guardian Assurance Ltd

Cogent Nomunees Lid

Royal & SunAlliance Nommees (NZ) Ltd
Public Nominges Lid

Top 20

Other shareholders

Total shares issued

Top 20 Shareholders as at | September{2002

Ordinary Shares

No of Shares (000} %o
106,328 7020
16,200 10 70
2,490 1 64
2,182 143
1,353 103
934 063
672 044
6355 043
565 037
560 037
542 036
397 026
363 024
294 019
221 015
208 014
186 012
175 012
169 011
168 011
134,880 89 05
16,589 10 95
151,469 100 00

The UmtedNetworks Shareholders’ Society 15 the trustee of the Wartemata Electricity Trust which
holds 16 2 million shares an behalf of the trust beneficiaries until expury of the trust on 1 July 2004
Three local authoritics (Waitakere City Council, North Shore City Council and Rodney District
Council) are the final beneficiaries of the trust and UnitedNetworks 1s the income beneficiary of the
trust The Waitemata Electricity Trust directs 1ts income, bemng the dividends from the trust’s
UnitedNetworks shares, primarily to undergrounding projects m the local authornties’ areas A
variation to the trust deed has been executed requiring the trustee to sell shares in UnitedNetworks

under the Vector Offer 1f directed by the local authorities
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47 Share Price Performance

The share price history, trading volume, and price performance relative to the NZSE40 Capital
Index 1s summanised below

Share Price UmtedNetworks - Share Price Performance Valume Traded
(cents) 1 January 2000 to 16 September 2002 (0005)
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UnitedNetworks share price increased throughout the later half of 2000 after the acquisition of
Onon’s gas distribution network 1n April 2600 In April 2001 UNZ placed 13 million of 1ts shares
n UnitedNetworks on the market 1n order to improve hquidity This reduced UNZ’s shareholding
m UnitedNetworks from 78 §% to 70 2% and increased monthly volumes traded On 12 June 2002
UnmitedNetworks announced that intended to commence a sales process and the trading price of
UnitedNetworks shares subsequently rose  UnitedNetworks has continued to trade positively
relative to the NZSE40 index
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5 Valuation of UmtedNetworks
51 Methodology
Overview

Grant Samuel’s valuation of UnitedNetworks has been undertaken by aggregating the estimated
market value of each of UnitedNetworks’ operating businesses (the electricity networks, the gas
network and the communications network) together with the value of non-trading assets and
adjusting for net borrowings The value of UmitedNetworks has been estimated on the basis of fair
market value as a going concern, defined as the maximum price that could be realised 1 an open
market over a reasonable period of time assuming that potential buyers have full information

The valuation of UnitedNetworks 1s appropriate for the acquisition of the company as a whole and
accordingly incorporates a premium for control The value 15 1n excess of the level at which, under
current market conditions, shares 1 UmtedNetworks could be expected to trade to the extent they
were freely tradeable on the sharemarket Shares m a listed company normally trade at a discount
of 15 to 25 per cent to the underlymg value of the company but the extent of the discount (1f any)
will depend on the specific circumstances of each company

The most reliable evidence as to the value of a business 1s the price at which the business or a
comparable business has been bought and sold 1 an arm’s length transaction In the absence of
direct market evidence of value, estimates of value are made using methodologies that infer value
from other available evidence There are four primary valuation methodologies commonly used for
valuing businesses

= capitalisation of earnings or cash flows,

= discounting of projected cash flows,

- industry rules of thumb, and

" estimation of the aggregate proceeds from an orderly reabisation of assets

Each of these valuation methodologies has application n different circumstances The primary
criterion for deterrmiming which methodology 15 appropriate 1s the actual practice adopted by
purchasers of the type of business involved

Capualisation of Earnings

Caprtalisation of earnings or cash flows 1s the most commonly used method for valuation of
industrial businesses This methodology 1s most appropriate for industrial businesses with a
substantial operating history and a consistent earnings trend that 1s sufficiently stable to be
indicative of ongoing earnings potential  This methodology 15 not particularly suitable for start-up
businesses, busmnesses with an erratic earnings pattern or businesses that have unusual expenditure
requirements This methodology mvolves capitalising the earnings or cash flows of a business at a
multiple that reflects the nsks of the business and the stream of income that 1t generates These
multiples can be applied to a number of different earnings or cash flow measures mcluding
EBITDA, EBITA, EBIT or net profit after tax These are referred to respectively as EBITDA
multiples, EBITA multiples, EBIT multiples and price carnings multiples  Price earnings multiples
are commonly used 1n the context of the sharemarket EBITDA, EBITA and EBIT multiples are
more commonly used m valuing whole businesses for acquisition purposes where gearing 1s 1 the
control of the acquirer

Where an ongoing business with relatively stable and predictable cash flows 1s being valued (such
as UnitedNetworks), Grant Samucl uses capitahised earnings or operating cash flows as a primary
reference pomt  Application of this valuation methodology mvolves

" gstimation of earnngs or cash flow levels that a purchaser would utihse for valuation purposes
having regard to historical and forecast operating results, non-recurring items of income and
expenditure and known factors likely to impact on operating performance, and
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@ consideration of an appropriate capitalisation multiple having regard to the market rating of
comparable businesses, the extent and nature of competition, the time period of eammgs used,
the qualty of earnings, growth prospects and relative business risk (see 5 1 2 below)

The chotce between EBITDA, EBITA or EBIT 1s usually not cntical and should give a simular
result  All are commonly used in the valuation of industrial businesses EBITDA can be preferable
if depreciation or non-cash charges distort earnings or make comparisons between companies
difficult but care needs to be exercised to ensure that proper account 1s taken of factors such as the
level of capital expenditure needed for the business and whether or not any amortisation costs also
relate to ongoing cash costs Grant Samuel has undertaken analysis 1n terms of both EBITDA and
EBITA

Selection of the appropriate earnings multiple 1s usually the most judgemental element of a
valuation Definitive or even indicative offers for a particular asset or business can provide the
most reliable support for selection of an appropriate earmings multiple In the absence of
meanimgful offers, 1t 1s necessary to infer the appropriate multiple from other evidence

The primary approach used by valuers 1s to determine the multiple that other buyers have been
prepared to pay for similar businesses in the recent past However, each transaction will be the
product of a unique combmation of factors, including

@ economic factors (eg economic growth, mflation, interest rates) affecting the markets n
which the company operates,

?  strategic attractions of the business - 1ts particular strengths and weaknesses, market position
of the busimess, strength of competition and barriers to entry,

®  rationalisation or synergy benefits available to the acqurer,

o the structural and regulatory framework,

B mvestment and sharemarket conditions at the time, and

9 the number of competing buyers for a business

A pattern may emerge from transactions mvolving similar businesses with sales typically taking
place at prices corresponding to earmings multiples within a particular range Ths range will
generally reflect the growth prospects and risks of those businesses  Mature, low growth busimesses
will,jin the absence of other factors, attract lower multiples than those businesses with potential for
sigmficant growth 1n camings

An alternative approach used by valucrs 1s to review the multiples at which shares in listed
compames 1n the same industry sector trade on the sharemarket This gives an indication of the
price levels at which portfolio mvestors are prepared to mvest in these businesses  Share prices
reflect trades in small parcels of shares (portfolto interests) rather than whole compames To
convert sharemarket data to meamngful information on the valuation of companies as a whole, 1t 1s
market practice to add a “premium for control” to allow for the premum which 1s normally paid to
obtamn control through a takeover offer This premium 1n terms of equity values (1e share prices) 15
typically n the range 20 to 35 per cent {but 1s lower based on ungeared values)

The premium for control paid n takeovers 15 observable but caution must be exercised 1n assessing
the value of a company or business based on the market rating of comparable companies or
businesses The premium for control 1s an outcome of the valuation process, not a determinant of
value Premiums are paid for reasons which vary from case to case and may be substantial due to
synergy or other benefits available to the acquirer In other situations premiums may be mimmal or
even zero It 1s inappropriatc to apply an average of 20 to 35 per cent without having regard to the
circumstances of each case In some situations there is no premium  There are transactions where
no corporate buyer 15 prepared to pay a price i excess of the prices paid by stitutional mvestors
through an mitial public offering

The analysis of comparable transactions and sharemarket prices for comparable companies will not
always lead to an obvious conclusion as to which multiple or range of multiples will apply There
will often be a wide spread of multiples and the application of judgement becomes critical
Morcover, 1t 1s necessary to consider the particular attributes of the business bemng valued and
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decide whether 1t warrants a higher or lower multiple than the comparable companies This
assessment 15 essentially a judgement

Discounted Cash Flow

Discounting of projected cash flows has a strong theoretical basis 1t 13 the most commonly used
method for valuation 1n a number of industries, including mining, and for the valuation of start-up
projects where earnings during the first few years can be negative Discounted cash flow {“DCF™)
valuations nvolve calculating the net present value of projected cash flows The cash flows are
discounted using a discount rate which reflects the risk assocrated with the cash flow stream
Considerable judgement 1s required 1n estimating future cash flows and the valuer generally places
great rehance on medium to long term projections prepared by management In addition, even
where cash flow forecasts arc available for up to, say, ten years, the terminal or continuing value 1s
usually a high proportion of value Accordingly, the multiple used 1n assessing this termunal value
becomes the critical determmant 1n the valuation (1 1t 15 a “de facto™ cash flow capitalisation
valuation) The net present value 1s typically extremely sensitive to relatively small changes in
underlying assumptions, few of which are capable of being predicted with accuracy, particularly
beyond the first two or three years The arbitrary assumptions that need to be made and the width
of any value range mean the results are often not meaningful or rehable Notwithstanding these
limitations, discounted cash flow valuations are commonly used 1n valuing industrial companies
and can at least play a role in providing a check on alternative methodologies, not least because
explicit and relatively detailed assumptions as to expected future performance necd to be made In
this case, they can capture some of the critical 1ssues such as price cyclicality, capital expenditure
timing and vanations n the regulatery regime  Grant Samuel has also utilised a discounted cash
flow analysis i determining its value for the electricity and gas networks owned by
UnitedNetworks

Realisation of Assets

Valuations based on an estimate of the aggregate proceeds from an orderly reahsation of assets arc
commonly applied to businesses that are not going concerns  They effectively reflect hquidation
values and typically attribute no value to any goodwill associated with ongomg trading Grant
Samuel has not utihised this approach to value UnitedNetworks

Industry Rules of Thumb

Industry rules of thumb are commonly used m some ndustries  These are generally used by a
valuer as a “cross check” of the result determmed by a capitalised earmings valuation or by
discounting cash flows, but in some ndustries rules of thumb can be the primary basis on which
buyers determime prices

The Electricity Act 1992 requires the assets of distribution businesses to be valued for information
disclosure purposes on a biannual basis  The valuation methodology required for this purpose 18
known as the optimised deprival value The ODV methodology seeks to value the network
distribution assets at the level at which the business can be sustained in the long term  The
methodology mcorporates a valuation based on the engineering optimisation of the network and its
components after allowing for depreciation and 1s based on the value to the company of bemng
deprived of the asset The actual valuation methodology 1s defined in the Muustry of Economuc
Development “Handbook for Optimised Deprival Valuation of Electneity Line Businesses™

The primary role of ODV valuations 1s to provide a mechamsm to measure the appropriateness of
the line charges charged by the distribution businesses Distribution businesses that have
consistently high earnings relative to their ODV may have their pricing structures investigated and
mandatorily reduced This test 1s effectively a measure of the rate of return earned by the
distribution businesses The Commerce Commssion has recently imtiated an mguiry mto prices set
by electricity hinc businesses and Transpower The inquiry 1s being conducted with the objective of
assessing whether some form of price control 1s necessary n the mdustry The Commerce
Commussion 1s also reviewing the basis upon which hine business assets should be valued, including
whether ODV 1s the best and most appropriate valuation methodology
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In 2002 the Commerce Commussion undertook an extenstve review of all ODV valuations The
review resulted m an ODV valuation for UnitedNetworks of $1,041 million The average ODV for
the 29 lines businesses operating in New Zealand as at 31 March 2002 was approximately $155
million

In the case of the electricity dustry a Value/ODV multiple 1s regarded as a sigmficant and
important benchmark and a primary valuation methodology Grant Samuel has considered a
Value/ODV analysis m forming its view on value However, a standard or umiform multple would
be mappropriate as there will typacally be significant variation m underlying value drivers such as
growth potential, capital intensity and relative earnings capacity (return on assets) It must be
recogmsed that rules of thumb such as Value/ODV are usually relatively crude and prone to
misinterpretation

Summary

The approach adopted by Grant Samuel was to compare and consider the valuation ranges
suggested by each of three separate methodologtes (capitahisation of earnings, discounted cash flow
and ODV) as well as the acquisttion cost (where the assets were recently acquired) Having regard
to all of these benchmarks, Grant Samuel selected 1ts preferred (or consensus) valuation range for
each business

Valuation of UnitedNetworks

Grant Samuel has valued the equity in UnitedNetworks m the range of $1 37 to $1 59 billion,
equivalent to $9 02 to $10 48 per share This value represents Grant Samuel’s assessment of the
full underlying value of UnitedNetworks and includes a premium for control A summary of Grant
Sarnuel’s valuation of UnitedNetworks 1s set out below

ks — Summary of Value ($m) _
Valuation Range

Section

Low High
Electricity networks 53 1,955 2,125
Gas networks 54 540 585
Comrmunications networks 55 5 8
Value of business operations 2,500 2,718
Other assets 55 79 83
Net borrowings 56 (1,213) (L213)
Equity value of UnitedNetworks 1,366 1,588
Shares on Issue {rmilhion) 1515 1515
Value per Share $9 02 $10 48

The valuation imphes the following overall multiples of earnings, assets and ODV for
UnitedNetworks

Value Parameters,

Range

Low High
Year ended 31 December 2001
EBITDA 85 92
EBITA 104 113
Year ending 31 December 20062
EBITDA 82 89
EBITA 100 10 8
Net asseis at 30 June 2002 14 17
Net tangible assets at 30 June 2002 74 86
ODV at 31 March 2002 {gas and electricity only) 19 21

Grant Samuel believes that these parameters are reasonable having regard to

@ the specific attributes of UmtedNetworks It owns a portfolio of igh quality electricity and
gas distribution assets It 1s the largest electrictty and gas network operator in New Zealand by
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a substantial margin and has exposure to a number of the higher growth regions m New
Zealand,

»  UmtedNetworks has exposure to the highest growth market i the country (for residential
demand) being the North Shore and the western suburbs of Auckland  The Eastern region has
pockets of igh growth such as Tauranga, but other areas of the region such as Thames Valley
and Rotorua have more subdued prospects The Central region has only a modest growth
outlook,

= UnitedNetworks has a high level of capital expenditure relative to 1ts EBITDA (1mpacting on
frec cash flows) The rural nature of a large part of the network necessitates relatively high
level of ongoing capital expenditure However, a sigmificant proportion of capital expenditure
also results from the growth in new connections The concentrated nature of the Central
region means ongoing capital expenditure requirements are much lower than for the other two
reglons,

®  UmtedNetworks 15 exposed to the possibility of future price control m both the electricity and
gas markets, although the timing of the implementation of any such regulation and whether 1t
will have an impact on UnitedNetworks is not yet known,

" the evidence from recent comparable acquisitions i the sector, both domestically and
nternationally, and from comparable listed companies in New Zealand and overseas,

= current equity market and economic conditions, and

% the regulatory environment

UnitedNetworks provides a near necessity service  One of the most important drivers of value 1s
the form of the future regulatory regime for electricity and gas in New Zealand There 15 currently
considerable uncertainty about the final form of that regime and 1ts 1mplications for tanff pricing
and earnings of all of the participants In Grant Samuel’s opinion, any acquirer of UnitedNetworks
would apply an element of discount (either explicitly or implicitly) to reflect the risks to
UnitedNetworks® future earnings and cash flows from potential adverse changes to the regulatory
regime

In formung its view on value, Grant Samuel has assumed a continuation of the current “light
handed” regulatory regime, with tanffs to be based on benchmark pricing and other factors such as
service quality rather than a set of strict and standardised return on investment criteria Grant
Samuyel considers this to be the most hkely outcome of the Commerce Commission deliberations,
but 1t must be recogmised that there are a range of alternative less favourable outcomes which could
eventuate The final form of the regulatory regime will depend among other things on political
1ssues and the overall cost of electricity to the consumer over time  In this respect the balance of
risks in the valuation 1s on the downside The value would be lower 1 a less favourable regulatory
environment It 1s unlikely that the tariff pricing could be ncreased materially above current levels

A range of regulatory environment scenarios was incorporated 1n the discounted cash flow analysis
undertaken by Grant Samuel

Electricity Networks
531 Summary
Grant Samuel has valued UmtedNetworks’ electricity networks m the range $1,955 to

$2.125 million  This range represents Grant Samuel’s overall judgement having regard to
the values denived from applymng the different valuation methodologies

UnitedNetworks — Value of Electricity Networks (Sm)

Methodology Range

Low High
Capitalisauon of EBITDA $1,948 $2,069
Caputalisation of EBITA $1,988 $2,186
Discounted Cash Flow $1,950 $2 106
Multiple of ODV $1,928 $2,140

Preferred value $1,955 $2.125
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532 Capitalisation of Earnings

Market Evidence from Comparable Listed Companies

Grant Samuel has calculated multtples for comparable electricity distribution companies
within New Zealand ~ Although there now are 28 lines businesses, only UnitedNetworks,
Honizon Energy Distribution (“Horizon”) and Powerco are listed on the NZSE

EBITDA Multiple EBITA Multiple

Company

Historie Forecast Historic Forecast
New Zealand
Powerco 94 90 140 135
Honzon 81 ne 96 nc
New Zealand Average 88 20 118 135
Australia Average 91 81 119 [06
United Kangdom Average 10 7 86 145 118

When considering the data in the above table the following points should be considered

®  the histed company multiples are based on share prices as at 16 September 2002
except Powerco which 1s based on a price at 6 September 2002  Further details on the
comparable histed companies 1s contained i Appendix | The share prices, and
therefore multiples, do not include a premtum for control Shares i a company
normally trade at a discount to the underlying value of the company as a whole, and

®  there are few New Zealand listed companies which are purely electricity distribution
businesses and none with the size of network owned by UnitedNetworks Powerco
owns both electricity and gas distribution networks, but 1t 1s substantially smaller than
UnitedNetworks and 1ts electricity networks service predommantly rural areas
(Taranaki, Manawatu and Wairarapa) Honzon 1s solely an electricity distributor but
its network, which services the western Bay of Plenty, 1~ also substantially smaller
than that owned by UnitedNetworks

@  International electricity network companies have also been considered but New
Zealand’s unique regulatory framework means that considerable caution must be
applied mn utilising mternational data In partrcular

*  other junisdictions allow electricity businesses to be both distributors and
retatlers resulting m substantially different risk profiles  As a pure electricity
distributor UmitedNetworks has a very low risk profile as it has no direct
exposure to variability in costs of generating electrtcity or any consequential
impact on retatl margns,

- tanff regimes vary widely with countries such as Australia operating a regime
that effectively caps the return on assets that an electricity distributor can earn,
and

. interest rates, tax ratcs, economic conditions and growth profiles may vary
significantly
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Market Evidence from Comparable Acquisinions

The table below scts out multiples implicd by recent acquisitions of electnicity lnes
businesses 1n New Zealand Further detail on these transactions 1s contained n Appendix

2

Electricity Networks — Comparable Transactiofns
value  EBITDA Multiple EBITA Multiple

Target Acqumirer

($m) Historic  Forecast Historic  Forecast
TransAlia UmitedNetworks 590 84 nc 105 ne
TrustPower UmtedNetworks 485 128 nc 171 ne
Wairarapa Electricity  Powerco 83 109 nc 110 ne
Central Electric Dunedin Electricity 127 219 ne 421 ne
Horizan BOP Electnicity Trust 52 73 nc 89 nc
Otago Power Consortium 109 17 6 179 224 232

In reviewing the multiples in the above table the following points should be considered

»  with the cxception of the recently completed Otago Power acquisition, all of the
above transactions occurred 1n 1998 or 1999 following the troduction of the Reform
Act requirning the separation of distribution or retail/generation activities, and

m  All of the above transactions were asset sales except the sale of UnitedNetworks
investment in Horizon The purchaser benefits from a “step up™ in the asset base and
the consequent increase n depreciation deductions Accordingly the stated prices
(and therefore the implied multiples) are above what they may be on a “net” basis or
\f the transaction was cffected as a company sale There 15 usually a sigmficant
difference 1 value to a vendor depending on whether the purchaser acquires an
electricity network asset or the shares m the company owning the asset Most
electricity network assets have an average hfe of around 40 years, however the tax
depreciation rate for assets 18 7 5% dimmshing value  This results m most networks
having a low tax book value relative to the sale value, leaving the vendor with a
sigmficant tax habtlity due to the amount of depreciation recovered

Assessment for UnitedNetworks
Based on the cvidence set out above and having regard to the specific atributes of the

individual regional networks, Grant Samuel selected the following multiples as being
appropriate to apply to adjusted carmings for the year endmg 31 December 2002

Electricity Networks - Sclected Earnings Multiples

Morthern Eastern Central
EBITDA 80-85 3085 80-85
EBITA 105-115 100-110 95105

These multiples result in value ranges of $1,948 to $2,069 nulhoen (capitalisation of

EBITDA) and $1,988 to $2,186 mullion (capitalisation of EBITA)

The EBITDA multiples are the same for each region but these each reflect different
offsetting considerations  Northern 1s the highest growth market but has the highest level
of capital expenditure (relative to EBITDA) and therefore lower free cash flows In
contrast, Central has the lowest capital expenditure requirements and the highest free cash
flows but its growth outlock 1s the weakest These capital expenditure tssues are
neutralised at the EBITA level Accordingly, the selected EBITA multiples are different
for each region primarily reflecting the different growth profiles

The earming levels used m the valuation were based on the forecast to 31 Dccember 2002
adjusted to reflect the impact of potential tanff reductions particularly 1n the Central
region
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Discounted Cash Flow

Grant Samuel has developed cash flow models to forecast the future cash flows for each of
the three regional electricity networks The cash flows have been forecast for the period to
31 December 2012 on an ungeared nominal basts after allowing for notional corporate tax

The primary assumptions used i developing the DCF models are outhined below

= Growth - In recent years UmtedNetworks has seen connection growth of
approximately 2 5% and load per connection growth of approximately 2 8% Grant
Samuel has used different growth rates for each type of network 1n each region and
due to UnitedNetworks’ combination of fixed and vanable tariffs, different rates for
connection growth and load per connection UnitedNetworks 15 a regionally diverse
company with 1ts electricity, and to a lesser extent its gas networks, exposed to
different economies across the North Island  This regional diversity ensures that the
company’s overall cash flows are less volatile due to regional economic impacts such
as a downturn 1 farmung or vanable growth rates m the major metropolitan centres
In each of UnitedNetworks’ three regions the total number of connections 18 growing
at a faster rate than the total electricity volume or load growth High connection
growth in north and west Auckland, and n and around Tauranga reflects the number
of new homes being developed n these areas As a residential customer has a lower
load requirement than a commercial customer, UmtedNetworks load per connection
15 expected to progressively declme

8 Tariffs - The form of the future regulation of the industry means that 1t 1s unhkely
that UmitedNetworks will be able to increase electricity tanffs for the foreseeable
future Grant Samue! has therefore considered a number of scenarios involving price
decreases either across UnitedNetworks’ electricily networks or across selected
regions

®  Transmisston Charges - Transmission charges are predominantly based on load and
demand Grant Samuel has assumed transmission charges will increase in line with
load growth

" Other Costs - All other costs are forecast to grow in line with inflation which 15
assumed to be 2 5% Taxation has been calculated at the corporate tax rate of 33%

" Capital Expenditure - Grant Samuel has assumed capital expenditure to be n hne
with UnitedNetworks® ten year Asset Management Plan UnitedNetworks 18
forecasting approximately $53 mullion of capital expenditure annually on the
network This 15 1n excess of the annual accounting depreciation of the network,
which n the current year 15 forecast to be approximately $48 million Some of the
excess capital expenditure reflects the growth of the network, winle other expenditure
1s for asset replacement, maintenance of the quality of supply and safety
improvements

8 Discount Rate - The discount of rate 7 8% has been based on a weighted average cost
of capital (*WACC™) using a cost of equity calculated using the Capital Asset Pricing
Model (“CAPM™)

& Termunal Value - The terminal value was calculated using the perpetuity formula,
based on the discount rate and a long term growth rate for cash flows

The DCF models establish a range of values for the electricity networks of $1 95 to $2 10
billion using a number of assumptions as to growth rates and tanffs Discounted cash flow
analysis 1s heavily dependent on the assumptions adopted and the net present value 1s
typically sensitive to small changes 1n assumptions
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534 Multiple of ODV

Market Evidence

A summary of the Value/ODV multiples for transactions involving the sale of lines
networks 1s shown 1n the table below Further detail on these transactions 1s contained mn
Appendix 2

Electricity Networks — Comparable Transactions
(0212

Target Acqguirer ($ m) Maitipte of ODV
TransAlia UnttedNetworks 319 19
TrustPower UnitedNetworks 241 20
Warrarapa Electncity Powerco 61 14
Central Electric Dunedin Electricity 64 20
King Country Energy Waitomo Energy 27 09
Wairoa Power Eastland Energy 12 13
Honzon BOP Electrivity Trust 66 14
Otago Power Consortium 109 21
Average 16

In analysing the ODV multiples the following factors need to be considered

®  while selected transactions listed 1n the table above implied multiples close to 20
times ODV, these transactions tnvolved substantially smaller networks than
UnitedNetworks, and/or reflected transactions completed 1n the late 1990s Larger
networks have tended to sell at higher multiples of ODV than smaller networks, and

®  the ODV multiple implied by the King Couniry Energy transaction ts lower than the
other transactions The transaction essentially involved a swap between King
Country Electricity and Waitomo Energy Services with Waitomo Energy Services
selling 1ts retail and generation assets te King Country Energy at the same trme as 1t
acquired the network

Grant Samuel has not considered the Value/ODV multiples from overseas transactions as
these are heavily dependent upon the nature of the regulatory regime prevailing n each
market

Assessment for UnitedNetworks
Having regard to the evidence set out above and the specific attributes of each regional

network, Grant Samuel selected different multiples for each of UnitedNetworks’ three
regional networks

Elcetricity Networks — Selected ODV Multiples

Northern Eastern Central
1820 17-19 20-22

The multiples result 1n a value range of $1,928 to $2,140 nillion The multiples are
different for each region The Eastern region warrants lower multiples to reflect the rural
nature of much of the area resulting in low earnings relative to capital investment and high
capilal expenditure relative to EBITDA and ODV  Conversely, the Central region
warrants higher multiples to reflect the benefits of the compact geography of the
Wellmmgton market A compact catchment area enables a smaller relative investment 1n the
network and generates a higher return on the assets employed (well above the other two
regions) Simularly, relative capital expenditure 1s much lower While the Value/ODV
multiple 15 shightly above that implied by the 1998 acquisition, Grant Samuel believes this
1s appropriate and 1 justified by the improving operating performance, despite the weak
growth outlook for the Wellington region
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54 Gas Network

541 Summary

Grant Samuel has valued UmtedNetworks’ gas network in the range $540 to $585 million
This range represents Grant Samuel’s overall judgement having regard to the values
derived from applying the ditferent valuation methodologies

Gas Network .~ "]
Value Range ($m)

Methodology Low Hhgh
Capitalisation of EBITDA 539 567
Capitalisation of EBITA 535 560
Discounted Cash Flow 524 650
Multiple of ODV 517 568
Preferred Estumate 540 585

542 Capitahsation of Earnings
Market Evidence from Comparable Listed Companies

The table below sets out the multiples implied by selected histed companues that own gas
networks

LBIT Multiple

Company Historic  Forecast Historie  Forecast
New Zealand

Powerco 94 390 140 i35
Natural Gas Corp 61 76 108 124
New Zealand Average 71 76 102 124
Australia Average 97 88 122 111
Umted Kimngdom Average 96 84 133 118

When considenng the above information, the following pounts should be noted

@ the histed company multiples are based on share prices on 16 September 2002 cxcept
Powerco which 1s based on a price at 6 September 2002  Further details on the
comparable listed comparues 15 contained in Appendix | The share prices, and
therefore multiples, do not nclude a premium for control Shares 1n a company
normally trade at a discount to the underlying value of the company as a whole,

@  there are no companies hsted in New Zealand which are solely gas distributors
Powerco owns both electricity and gas networks, while NGC operates across the gas
industry with both gas transmussion and distribution networks, retail gas customers
and electricity generation operations, and

? nternational companies have also been considered but New Zealand’s unique
regulatory framework means that considerable caution must be applied 1n utilising
mternational data In particular, tariff regimes vary widely with countries such as
Australia operating a basts that effectively caps the return on capital/assets that a
distributor can earn and interest rates, tax rates, cconomic conditions and growth
profiles may vary sigmficantly

Market Evidence from Comparable Acquisitions
The table below sets.out multiples implied by recent acquisitions of gas distribution

businesses 1n New Zealand and overseas Further details on these transactions are
contained m Appendix 2 Data from “off market” acquisitions 1s often not available and,
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similar to the position with comparable listed companies, considerable caution needs to be
applied 1n reviewing nternational transactions

Gas Network — Comparable Transactions

Price EBITDA Multiple EBIT Mulaple
Target Acquirer

(m) Historic  Forecast Historwe  Forecast
New Zealand
Enerco Southpower NZ$484 99 92 131 127
Orion UnitedNetworks ~ NZ$550 nc 80 ne 11z
New Zealand Average 29 86 131 120
Austraba
Lnvestra Share float AS910 ne 16 8 nec 243
AllgasEnergy Energex A$250 145 142 nc 216
Australia Average 145 155 ne 230
United Kingdom
Lattice Share float £11,391 63 nc 83 nc

Assessment for UnitedNetworks

Bascd on the evidence set out above and having regard to the specific attributes of
UnitedNetworks’ gas network, Grant Samuel selected the following multiples as bemng
appropriate to apply to the earmings for the year ending 31 December 2002

Gas Network — Selected Earnings Multiples

Range
EBITDA 935-100
EBITA 110-115

These multiples result in value ranges of $539 to $567 million (capitalisation of EBITDA)
and $535 to $560 nullion (capitahisation of EBITA) Since its acquisition of the gas
network, UnitedNetworks has sought to improve the low growth in connections within the
reticulated area both through mmproved product branding and by targeting new
subdrvistions of the introduction of gas services The network has modest cxpenditure
requirements to maintain the network, but network extensions are expensive

543 Discounted Cash Flow

Grant Samuel has developed a cash flow model to forecast the future cash flows for the gas
network The cash flows have been forecast for the period to 31 December 2012 on an
ungeared nominal basis after allowing for notional corporate tax  The primary
assumptions used i developing the discounted cash flow model are outhned below

@ Growth - Due to the nature of clectricity and gas as sources of energy varying growth
rates for each has been assumed Gas 1s viewed as a luxury item and becomes a
substitute for electricity where loads are sufficiently large to yustify the connection
costs Connection growth tends to fluctuate with advertising spend  Connection
growth 1s forecast to be between 3% and 4% annually assuming current levels of
advertising cost  As most connections are expected to be residential and therefore
consume less than the average gas customer, volume per customer growth 15
estimated to be negative — between -2 5% and -1 0%

= Tarffs - Cost savings have been achieved by UnitedNetworks across 1ts gas network
due to mtegration with its electricity business leading to earnings (ncreases i this
business Therefore, Grant Samuel has taken a “no pricc increase” view across
UnitedNetworks’ gas network on the basis that regulation 1n the gas distribution
sector 18 hikely to follow the precedents being set by the electricity distribution sector
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8 QOther Costs - All other costs arc forecast to grow n Ime with inflation which 15
assumed to be 2 5% Taxation has been calculated at the corporate tax rate of 33%

& Capital Expenditure - Grant Samuel has assumed capital expenditure to be n hine
with UnitedNetworks’ ten year Asset Management Plan for 2002 UnitedNetworks 1s
forecasting approximately $19 3 mullion of annual capital expenditure on the
network This 1s 1n Line with the annual accounting depreciation of the network,
which 1s approximately $19 0 mullion per annum

o Discount Rate - The discount rate of 7 8% has been based on a WACC, using a cost
of equity capital calculated using the CAPM

o Terminal Value - The termnal value was calculated using the perpetuity formula,
based on the discount rate and a long term growth rate for cash flows

Assessment for UnitedNetworks
The DCF models establish a range of values for the gas network of $524 to $650 nullion

Discounted cash flow analysis ts heavily dependent on the assumptions adopted and the net
present value 15 typically sensitive to small changes in assumptions

544 Multple of ODV

Market Evidence

A summary of the transactions involving the sale of gas distribution networks 18 shown in
the table below Further detail on these transactions 1s contamed m Appendix 2

Price
Target Acquirer (Sm) Multiple of ODV
Enerco Southpower 484 15
Ornon UnuitedNetworks 550 21
AGL Powerco 118 23
Average 20

Grant Samuel has not considered the Value/ODV multiples from overseas transactions or
listed companies as these are heavily dependent upon the nature of the regulatory regime
prevaithing in each market

Assessment for UnitedNetworks

Having regard to the evidence set out above and the specific attributes of UnitedNetworks’
gas network, Grant Samuel has sclected the multiples of 2 0 — 2 2 as being appropriate to
apply to the ODV  The multiples result 1n a value range of $517 to $568 million  The
Value/ODV multiple 1s simular to that implied by the 2000 acquisiton  Grant Samuel
believes this 1s appropriate and 1s justified by the modest improvements 1n operating
performances, and the inherent difficulties i growng the connection base of the network

55 Other Assets
551 UmtedNetworks Communications

Grant Samuel has valued UNC 1n the range $5 0 to $7 5 mulhion The UNC network has
some 1nherent advantages Development costs were low by comparison with the
competing networks of the major telecommunications companies as UmtedNetworks was
able to utilise the standby gas pipcline network which avoided the need for expensive
trench digging and conduit laying  The network can be built out further continuing to use
the standby gas network The ongoing operating cost burden also benefits from these
savings However
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" the network s expected to contnue to be loss making at the EBITDA level in 2002,

B the business currently has only a small number of customers,

®  the business has no capacity to bundle services and must rely on channel partners to
develop a customer base The wholesale, open access business model 15 logical but
largely unproven, and

*  technological developments mean that the capacity of all fibre networks 1s much
greater than previously specified None of the other competing networks 1s likely
face any form of capacity constramts in the foreseeable future

While the UNC business clearly has potential and may develop over ime 1nto a profitable
venture, 1t 15 unlikely that any significant value could be realised at the current point 1n
time The communications sector 1s depressed with hittle sign of any immnent upturn and
there are very few buyers Therc may be some intercst from one of the operators of
competing networks at [east to get hold of the existing customers, but this not certain

The estimated value 15 judgemental Grant Samuel does not believe 1t would be
meaningful to try to estimate a valuc based, for example, on a discounted cash flow
analysis, as any projections that underhe the analysis would not be rehable

552 Other Assets and Investments

Other assets total $79 1 to $83 2 million and comprise

®  as at 31 August 2002, UmtedNctworks had prepaid corporate tax of $43 0 mullion
This prepayment and a further prepayment due i March 2003 of $16 8 millton
aganst future tax habilities would reman following any change of control 1n Untted
Networks Based on UmitedNetworks® tax profile, this prepayment could be expected
to be utilised within the next four years assuming no other tax mmitiatives and no
change 1n the assets The proposed sale of the Eastern electricity network and gas
networks n the lower half of the North Island by UnitedNetworks will result i a
substantial liability for depreciation recovered The prepaid tax asset, which will as a
result of the proposed sale be approximately $60 million by March 2003, will be
substantially used up to offset this habiiity This asset has been valued at 1ts face
value,

B 1n total UnitedNetworks’ Employee Share Schemes hold approximately 2 6 million
shares in UnitedNetworks  No entitlements to shares have currently been 1ssued to
any executives under any schemes and UmtedNectworks 1s therefore entitled to any
value from the shares This holding has been valued at between $23 1 and $26 9
million at the relevant valuation levels,

" UmtedNetworks’ 50% mterest in Treescape,

®  approximately $1 4 million cash to be received from the wind up of two joint
ventures, and

®  surplus properties with an estimated market value of approximately $1 mullion

56 Net Borrowings

Net botrowings are based on net borrowings as at 31 August 2002 adjusted for

®  the payment of the mternim dividend on 6 September 2002, and
= forecast operating cash flows for September and October 2002
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o Evaluation of the Merits of the Vector Offer
61 The Vector Offer 1s Fair

In Grant Samuel’s opmnion the full underlying value of UnitedNetworks shares 1s in the range of
$9 02 to $10 48 per share The value 1s for 100% of UmtedNetworks and includes a premium for
control As the Vector Offer of $9 90 per share falls within Grant Samuel’s value range 1t 15 fair

The Vector Offer represents relatively high multiples of earnings and ODV It also represents a
premium of 29% to the closing price of $7 66 per share on 11 June 2002, being the day prior to the
announcement that UnitedNetworks would be seeking offers for the shares or all or substantially all
assets of the business The premuium for control of 29% 1s broadly consistent with the premums for
control observed 1 takeovers of other histed companies The premium should also be considered 1n
the context of the following

o  UmtedNetworks has enjoyed a strong sharemarket performance m the last two years,
reflecting 1ts delivery of earmings growth (primanily from cost savings and ntegration benefits
from 1ts acquisitions) and an expectation of further growth through additional opportunities,
and

B relative to the scale of the overall busmess, the level of cost savings and synergies available to
potential acquirers of UmitedNetworks may be relatvely hmited Thus factor tends to limut the
extent of any premium for control

In considering the faimess of the Vector Offer, 1t 1s also important to recogmise that

@ the process that has led to the Vector Offer 1s likely to have resulted n the offer representing
the full underlying value of shares in UmtedNetworks UmtedNetworks has

»  run a formal structured sale process, mviting all likely potenual bidders to participate,

. mvited bids for both the company as a whole or for the separate constituent businesses
(including the three regional electricity networks and the gas network on a separate
basis),

. invited a number of short listed parties to undertake detailed due diligence on

UnitedNetworks These parties are believed to have been provided with all of the
mnformation an acquirer could reasonably expect to recerve,

«  allowed sufficient ume for bidders to evaluate the information and arrange the necessary
funding,

. provided a “level playng field” for bidders in that they were all asked to submmut final and
virtually unconditional® offers on the same datc and 1n the same form, and

. offered the maximum level of certainty to the winnmg bidder allowed under the
Takeovers Code Aqula Inc agreed that 1f there was a satisfactory offer, it would
undertake at the time of announcement to accept that offer

The Vector Offer was the lighest offer recetved at the end of the process Accordingly, 1n
Grant Samuel’s view, 1t 15 highly likely that the Vector Offer represents the maximum price
able to be achieved for UnitedNetworks n the current economic and market conditions and
regulatory environment  This process results in a ligh level of confidence that the offer price
of $9 90 per share 15 fair In fact, 1t 1s arguably more compelling than a single valuer’s
subjective estimate,

©  the fair value of UnitedNectworks at the current time reflects the significant uncertainty
attaching to the future regulatory regime for UmitedNetworks’ clectricity and gas distribution
networks This uncertamnty 1s ncluded in the price of UmitedNctworks shares on the
stockmarket and would have been factored mnto the prices offered by the potential acquirers,
and

9 The offer was allowed to be conditional on achicving a mimmum acceptance level of 70 19%, 4 condition which will be achieved through
the acceptance of the offer by UNZ
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®  value can only be properly judged in the context of current circumstances The price of $9 90
per share 15 considered fair in today’s circumstances It could be that, by waiting for some
pertod, a better price could be achieved for UnitedNetworks as a result of more certamty in the
regulatory regimc  On the other hand regulatory changes, 1f any, may be less favourable than
anticipated  Any future price would also reflect the future operating performance of
UnitedNetworks and the outlook and equity market conditions at the time  These may or may
not be as strong as they are at present

62 Other Merits of the Vector Offer

In assessing the other menis of the Vector Offer, Grant Samuel considered the following factors

" for practical purposcs the Vector Offer 1s unconditional The only condition of consequence,
the 70 19% mimimum acceptance condition, 1s almost certain to be met UNZ has a
sharcholding in UnitedNetworks of 70 2% at the time of the Vector Offer and has control of
UnitedNetworks  UNZ has announced that it intends to accept the Vector Offer i respect of
its entire shareholding in UmitedNetworks subject only to the consents from Aquila Inc’s
lending syndicate, and UNZ 1s contractually bound not to accept any other offer for a period of
150 days,

®  there are sigmficant impediments to an alternative offer It 1s possible, albeit unlikely, that an
alternative and higher offer than the Vector Offer could be made for the shares n
UnitedNetworks  To be successtul any new offer would require either

* Vector to agree to sell the sharcholding in UnitedNetworks that 1t proposes to acquire as
a result of the Vector Offer, which will at least be the 70 2% shareholding currently held
by UNZ Grant Samuel regards this as a remote prospect, or

+  Aqula Inc’s banks not to consent to the sale of the UnitedNetworks shares in which case
the Vector Offer wall lapse  Aquila Inc 1s undertaking a restructuning of its investments
globally and the sale of the UmitedNetworks sharcholding 15 an integral part of that
process  In Grant Samuel’s opinion 1t 15 very unltkely that Aquila Inc’s banks will not
consent to the sale, particularly m view of the 150 day constraint,

® the only other sigmificant sharcholder i UnitedNetworks other than UNZ 1s the
UmiedNetworks Sharcholders’ Society as trustee of the Waitemata Electrieily Trust with
approximately 10 7% of the shares The trust deed of the Waitemata Electricity Trust has been
amended to require the UnitedNetworks Shareholders® Society to sell shares to the Vector
Offer 1f mstructed to do so by the three local authorities which are the final beneficiaries of the
trust As at the date of this report, none of the three local authorities have indicated their
intentions with regards to the shareholding However, the fact that they have amended the
trust deed to allow a sale indicates a willimgness to consider any offer made,

* af Vector also acquires UnitedNetworks Shareholders” Society’s 10 7% shareholding and 1f
approximately half of the remaming shareholders accept the Vector Offer, Vector will achieve
the 90% threshold and will be able to effect compulsory acquisition If insufficient
shareholders accept the offer (or 1f UnitedNetworks Shareholders’ Soctcty does not accept the
offer), Vector will not achieve the 90% threshold and UnitedNetworks will remain a listed
company controlled by Vector In these circumstances there are substantial implications for
those sharcholders that do not accept the Vector Offer

. hquidity of UmitedNetworks shares 1s likely to be adversely affected  As of the close of
business on 13 September 2002, UnitedNetworks has permutted Vector to acquire further
shares in UnitedNetworks on or off the market In addition there will probably be some
sharcholders that accept the Vector Offer Therefore, the size of the total public pool of
shareholders (the free float) will reduce UnitedNetworks® inclusion 1n indices such as
the NZSE40 1s not a certainty

. there 1s no guarantee that Vector would maintain the current level of dividends paid by
UnitedNetworks,
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. unless a revised or eventual “mop-up™ bid 1s widely anticipated, UnitedNetworks shares
are likely to subsequently trade at levels well below the Vector Ofter of $9 90 per share
In the three months prior to the announcement of the sale process for UnitedNetworks, 1ts
sharcs traded 1n the range of $7 60 to $8 31 per share with a weighted average daily
closing price over the period of $8 08 per share The trading price could be further
impacted by the reduced lLiquudity, index mclusion or exclusion and any change n
dividend policy,

«  remaiming shareholders will be exposed to rnisks associated with future performance of
the UnitedNetworks business and the future state of equity markets, and

. there would be a prospect of a subsequent “mop-up” bid  Such bids can often be at a
significant premium However there 15 no certainty that such a bid would occur

it Vector 15 not successtul in achieving the 90% threshold at its offer price 1t may or may not
choose to increase 1ts offer If Vector chooses to increase 1ts offer the mcreased value will be
available to all shareholders including UNZ even 1f they have already accepted the $9 90 per
sharg offer A strategy for minority sharcholders (including UnitedNetworks Shareholders’
Society) may be to resist the Vector Offer so that 1if Vector does not appear hikely to be able to
achieve 90% 1t will be “forced” to increase 1ts offer to more than $9 90 per share to ensure 1t
can get to 100% ownership  Acquisition of 100% 1s likely to be Vector’s preferred outcome
It makes most sense 1n terms of integration with 1ts own business, financing and in a number
of other respects However this strategy carries substantial rnisks  While it may be desirable,
there 18 no evidence that Vector must obtain 100% of UnitedNetworks The offer 1s only
condrtional on 70 19% Vector may be content to leave UnitedNetworks as a separate listed
company under its control In any event, even 1f it did want 100%, Vector may be content to
“creep” towards the 90% threshold over fime by buying a further 5% per annum or by making
partial takeovers Assuming the UmtedNetworks Shareholders® Society accepts the offer, it
would take Vector less than two years to reach the 90% thresheld (and probably considerably
less) The share price in that period 15 Iikely to be below the Vector Offer of $9 90 per share
Other factors to be considered 1n pursuing such a strategy are

. 1if UnitedNetworks Shareholders’ Society accepts the Vector Offer it would be necessary
for more than half of all remaining sharcholders not to accept the offer to prevent the
90% threshold being reached This may be difficult to achieve given the fairness of the
offer price, and

. the Vector Offer follows an extensive sale process and a final negotiation between
Vector and UnitedNetworks It 18 unhikely that there 1s much scope for any further
increases 1n the offer price

there are a number of synergies that Vector would expect to be able to realise 1f the Vector
Offer 15 successful It 15 always an open 1ssue as to the extent that the value of such benefits 15
shared between the bidder and the target sharcholders  Grant Samuel believes that the offer
price of $9 90 per share reflects an element of the synergies likely to be available to Vector
The open, competitive process should have ensured that the winming bidder has “paid away”
(through the offer premium) synergies at least to the extent of the synergy benefits common to
all parties bidding,

some sharcholders of UnitedNetworks may have been i1ssued their shares at the tune of the
Power New Zealand (now UnitedNetworks) share i1ssue to electricity customers in the
Waitemata or North Shore regions of Auckland or the Coromande! The sale of the company
to Vector or indeed any other party may result mn increases i line charges over time at higher
levels than have historically been imposed by UnitedNetworks However, as previously
stated, the Commerce Commussion 1s 1n the process of assessing whether any price control
mechamsms are necessary i the industry and given UnitedNetworks™ current levels of
profitability reported 1n 1ts information disclosures there 1s hittle opportunity for increasing
prices without attracting the attention of the Commerce Commussion Further, Vector 1s
owned by a consumer trust and has historically reported lower levels of profitability than
UnitedNetworks  Vector has also been one of few distribution businesses which has reduced
lie charges to consumers,
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®  all shareholders of UnitedNetworks arc able to share the benefits of the sales process
undertaken by the company at the request of Aquila Inc/UNZ By inviting a range of parties
to undertake due diligence and therefore runming a competitive process with “informed”
potential purchasers, the offer of $9 90 per share by defimtion represents a “market price” for
a full takeover Further, Aquila Inc, the parent company of UNZ has agreed to pay all of
UnitedNetworks’ costs of the sale process which will be substantial  If they were to be paid
by UnitedNetworks 1t 15 likely to have resulted 1n a lower offer price,

® gacceptance of the Vector Offer will realise cash for shareholders For those shareholders
wishing to have an equity investment in the electricity and gas distnbution sectors there are
very limited other comparable mvestment opportunities 1n New Zealand There are no other
listed companies offering the same scale, diversity or exposure to high growth regions as that
offered by UnitedNetworks To this extent, shareholders may be disadvantaged by accepting
the offer, and

& the $785 million bemg paid by Powerco and Hawkes Bay Network for the Eastern region
electricity network represents a mutuple of ODV of | 9 times and the $220 million being paid
by Powerco for the Central region gas network represents a multiple of ODV of 2 1 times
The Eastern region electricity transaction 1s at the upper limits of Grant Samuel’s estimate of
value for this asset and the Central region gas network transaction 1s at the mid-poimnt of the
ODV multiple range selected to value that asset The sale of these two networks will result 1n
a substantial amount of tax depreciation recovered to UnitedNetworks  This will give nise to a
tax hability of approximately $80 million to UnitedNetworks The new owners of the
respective networks should as a consequence of the asset purchases be able to claim
depreciation on the full purchase price of the assets It 1s likely that the purchase price being
paird for each network reflects the tax hability that will arse as a result of the salc by
LinitedNetworks and the benefit of higher depreciation value to the purchasers

63 Acceptance or Rejection of the Vector Offer

As with any cquity investment there are risks associated with the market in which the company
operates The clectricity industry 1s considered attractive to mvestors because of 1ts perceived lower
risk and reasonably consistent earnings growth

Acceptance or rejection of the Vector Offer 1s a matter for mndividual shareholders based on their
own views as to value and future market conditions, nsk profile, iquidity preference, portfolio
strategy, tax position and other factors In particular, taxation consequences will vary widely across
sharcholders Shareholders will need to consider these consequences and, 1f appropriate, consult
their own professtonal adviser
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7 Qualifications, Declarations and Consents
71 Quabfications

Grant Samuel and sts related companies provide financial advisory services to corporate and other
clients in relation to mergers and acquisitions, capital raisings, corporate restructuring, property and
financial matters generally m Australia and New Zealand One of its activities 15 the preparation of
company and business valuations and the provision of independent advice and expert’s reports 1n
connection with mergers and acquisitions, takeovers and capital reconstructions  Since 1ts 1nception
in 1988, Grant Samuel and 1ts related companies have prepared more than 200 public expert or
appraisal reports

The persons responsible for preparing this report on behalf of Grant Samuel are Michael Lormer,
BCA, CA, Simon Cotter, BCom, DipAppFin, Stephen Wilson M Com (Hons) CA FSIA and Nicola
Taphn BE (Chem), DipBus Each has a significant number of years experience i relevant
corporate advisory matters

72 Disclaimers

It 18 net intended that this report should be used or relied upon for any purpose other than as an
expression of Grant Samuel’s opinion on the ments of the proposed transaction Grant Samuel
expressly disclaims any liability to any UnmitedNetworks shareholder that rches or purports to rely
on this report for any other purpose and to any other party who relies or purports to rely on this
report for any purpose

This report has been prepared by Grant Samuel with care and diligence and the statements and
opiniens given by Grant Samuel 1n this report are given in good faith and i the belief on reasonable
grounds that such statements and opmions arc correct and not misleading However, no
responsibility 1s accepted by Grant Samuel or any of 1its officers or employees for errors or
omissions however ansing 1n the preparation of this report, provided that this shall not absolve
Grant Samuel from lhability arismg from an opimon expressed recklessly or in bad faith

73 Independence

Grant Samuel does not have at the date of this report, and has not had within the previous two years,
any shareholding in or other relattonship with UmtedNetworks that could reasonably be regarded as
capable of affecting 1ts ability to provide an unbiased opimion m relation to the proposed
transaction  Grant Samucl had no part 1 the formulation of the proposed transaction Its only role
has been the preparation of this report and 1ts summary

Grant Samuel will receive a fixed fee for the preparation of this report  This fee 13 not contingent
on the outcome of the proposed transaction Grant Samuel will receive no other benefit for the
preparation of this report  Accordingly, Grant Samuel considers itself to be mdependent for the
purposes of the Takcovers Code

74 Information

Grant Samuel has obtamed all information, which 1t believes 1s desirable for the purposcs of
prepanng this report, mcluding all relevant nformation which 1s or should have been known to any
Director of UnitedNetworks and made available to the Directors  Grant Samuel confirms that in its
opinion the mformation provided by UmtedNetworks and contamed within this report 1s sufficient
to enable UnitedNetworks shareholders to understand all relevant factors and make an mformed
decision, n respect of the proposed transaction

75 Declarations

UnitedNetworks has agreed that to the extent permtted by law, 1t will indemmfy Grant Samuel and
its cmployees and officers 1n respect of any hability suffered or incurred as a result of or arising out
of the preparation of this report This indemmity will not apply 1 respect of the proportion of
liability found by a court to be attributable to any conduct involving negligence or wilful
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misconduct by Grant Samuel  UnitedNetworks has also agreed to indemmify Grant Samuel and 1ts
cmployees and officers for time spent and reasonable legal costs and expenses mcurred n relation
to any inquiry or proceeding imtiated by any person except where Grant Samuel or its employees
and officers are found to have been neghgent or engaged n wilful misconduct i which case Grant
Samuel shall bear such costs

Advance drafts of this report (and parts of 1t) were provided to UnitedNetworks Certan changes
were made to this report as a result of the circulation of the draft report However, there was no
alteration to the methodology, conclusions or recommendations made to UnitedNetworks
shareholders as a result of issuing the drafts

Grant Samuel’s terms of reference for 1ts engagement did not contain any term which matenally
restricted the scope of this report

76 Consents

Grant Samuel consents to the 1ssumg of this report 1n the form and context i which it 1s to be
included i the mformation to be sent to UmtedNetworks shareholders Neither the whole nor any
part of this report nor any reference thereto may be included n any other document without the
prior written consent of Grant Samuel as to the form and context in which 1t appears

77 Other

The accompanymg letter dated 19 September 2002 and attached appendices form part of this report
GRANT SAMUEL & ASSOCIATES LIMITED
19 September 2002

rant Som el + As soctoHS
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Appendix 1
Sharemarket Ratigs or Selected Comparabie Listed Companies

“Sharemarket Ratings of Selected Comparable Listed Companies

Company Year End Market EBITDA Multiple EBTA ultlple
Capitahsation Historic Forecast Historie Forecast

New Zealand NZ$m

Powerco 31 Mar $4137 94 90 140 135
Natural Gas Corp 30 Jun $1.0616 61 76 108 124
Horizon 31 Mar $950 81 ne 96 nc
New Zealand Average 79 83 114 130
Australia ASm

Australian Pipehine Trust 30 Jun $602 7 nc 94 121 116
Australian Gas Light 30 Jun $3.8177 85 74 116 102
AlintaGas 31 Dec $646 4 ne g0 nc 99
United Energy 31 Dec $1,081 9 81 75 127 112
(GasNet 31 Dec $2407 148 104 131 128
Austrahan Average 91 85 123 111
United Kingdom UKEm

Natronal Grid 31 Mar £8,130 8 136 96 190 141
Scottish & Southern Energy 31 Mar £5,606 2 79 76 100 94
Centrica 31 Dec £77230 74 69 08 95
Lattice 31 Mar £6,159 3 nc 95 ne 14 4
United Kingdom Average 96 84 133 118
Total Average 89 84 12 4 117

It should be noted that

= the listed company trading multiples are based on share prices on 16 September 2002, except Powerco
which 1s based on 6 Scptember 2002 The sharc prices, and therefore the multiples, do not include a
premium for control Shares 1n a company normally trade at a discount to the underlying value of the
company as a whole,

= the balance dates vary across the selection of comparable listed companies, not all of which have the same
financial year end as UnitedNetworks  To the extent that different market conditions apply, caution needs
to be exercised 1n comparing the implied earmings multiples over different financial periods, and

= forecast multiples are based on various brokers reports, where more than one brokers report has been
available, the average multiple has been shown n the above table

Powerco

Powerco origmally serviced the Wanganu district  In 1998 1t merged with Taranaki Energy based in New
Plymouth and acquired the Warrarapa electricity hnes network In March 2000 the company merged with
CentralPower, which owned the electricity netwotk servicing the Palmerston North, Manawatu and northern
Wairarapa districts  In June 2001, Powerco acquired AGL’s gas distribution network 1n the Hutt Valley and
Porirua  Powerco 1s New Zcaland’s third largest energy distribution company by number of connections served,
with 10% of the country’s electricity connections and 25% of gas connections, and second largest distribution
company based on network length

Natural Gas Corporation

Natural Gas Corporation (“NGC™) owns and operates New Zcaland’s 2,600 kilometre gas transmussion system
and 2,400 kilometres of gas distribution network throughout the North Island NGC also retails natural gas and
LPG to over 100,000 customers throughout the North Island and owns a 400MW gas-fired power generation
plant 1n the North Island and a 30MW hydro-power generation plant i the South Island However, on 20
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August 2002 the company announced its mtention to divest 1ts retail and generation assets and has imtiated a
sales process for those assets In September 2000, NGC completed 1ts acquisition of the electricity and gas
retailer, TransAlta New Zealand As a result of an unhedged electricity purchase position NGC was adverscly
affected by the hydro clectricity shortage in the winter of 2001 Between Jun and August 2001, NGC exited
electricity retalling operations by selling 1ts electricity customers to Genesis Energy and Menchan Energy The
financial impact on NGC was significant  Since July 1999 NGC has been 66% owned by AGL

Horizon Energy Distribution

Horizon Energy Distribution (“Horizon™) 1s the lime company formed from Bay of Plenty Electricity Limited
(formerly the Bay of Plenty Electric Power Board) after 1t sold both 1ts supply business to a jomnt venture
comprising Todd Energy Limited and Pacific Hydro Limited Horizon Energy Dustribution Limited (Horizon)
1s engaged principally in the operation of an clectnicity distribution network throughout the Eastern Bay of
Plenty region of New Zealand It conveys 590 GWh per annum of electnicity to over 23,000 consumers over
2.300 kilometres of lines spread throughout the 8 400 km® area The Company has becn listed on the NZ Stock
Exchange since 1994 and 1s owned by approximately 3,000 shareholders, the principal shareholder being the
Eastern Bay Energy Trust, which owns 77% of the Company's shares

Australian Pipeline Trust

The Australian Pipeline Trust 1s the major ASX listed natural gas pipeline company 1n Australia wath interests in
over 7,000 kilometres of pipeline infrastructure, which it acquired from AGL i June 2000 AGL holds a 30%
umt holding n the trust with another 10% being held by Petronas Australia, an original equity partner with AGL
1n the Moomba to Sydney pipeline Petronas 1s the national petroleum company of Malaysia  The trust has a
number of options for expansion, mcluding the acquisition of mmority interests n existing pipelines

Australian Gas Light

Australian Gas Light (“AGL”) 1s one of the largest retailers and energy infrastructure owner/operators
Australia  The principal activities of the company are the sale of gas and clectricity, operation of natural gas
and electricity distribution systems, extraction and sale of LPG, investments in gas industries (including
overseas) and realisation of property and property-related assets AGL’s network comprises of 22,534
kilometers of gas distribution pipes and an electrieity network covering 950km2 m Victona  In response to the
changing regulatory landscape, AGL commenced a major restructure of 1ts business meluding the floating of 1ts
transmussion pipeline assets into the listed Austrahian Pipelines Trust and the establishment of a speciahised
infrastructure asset management company, Agility AGL also owns 66% of NGC

AhlntaGas

AlmtaGas 1s Western Australia's principal natural gas retailer and distributor  The company's distribution
network, AlmtaGas Networks, delivers to approximately 60% of WA households gas through a 11,100km
network of pipelines and has an industrial, commercial, residential customer base which totals over 400,000
customers AlmtaGas has experienced two years of rapid growth, but the current market consensus appears to
be that the company 1s maturing and becoming a utility with hmited growth prospects

United Energy

In 1994 the distnbution and retail business of the State Electricity Commussion of Victoria was divided into five
corporatised entities  United Energy was the first of these entities to be privatised and the company was listed
on the Australian Stock Exchange in 1998 United Energy’s core distribution business encompasscs an
clectricity distribution network covering parts of Melbourne, where 1t serves more than 570,000 customers In
addition, United Energy also manages the gas distribution of Multinet Gas serving more than 625,000
customers Umited Energy offers other energy retatlers a range of back office services mcluding metering,
billing, credit and collection and call centre  United Energy also owns 66% of Uecomm, which supplies
bandwidth to customers for data and video transmussion and has sigmficant ongoing capital requirements
United Energy recently divested retail operations and essentially a distribution company with defensive and
predictable carnings

GasNet

The GasNet Australia Trust through its wholly owned subsichary company GasNet Austraha (Operations) Pty
Ltd owns and mamtams a pipeline network of 1,930 kilometres The network traverses much of Victoria and
has over 100 offtakes to most of Victoria’s cities and regional centres The annual throughput 1s typically n
excess of 200 petajoules  As well as 1ts pipeline network, GasNet also owns and operates a liquefied natural gas
storage and vaporisation facility, compressor stations and other facihities including metening, momtoring, control
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and communication systems GasNet's Victorian transmession operations generate 85% of the company's total
revenue

The National Grid Group

The National Grid Group (“National Grid”) 1s an internattonal networks busmess Its principal activittes are the
ownership, operation and development of a regulated igh-voltage transmission network in England and Wales
Followmg the acquisition of businesses in the US over the last two years, National Grid 1s now owner and
operator of electricity transmission and distribution networks serving approximately 3 2 million electricity
customers and 0 5 milhion gas customers 1 the north-eastern US  [n addition to electricity businesses, the
National Grid has communications interests, a 32 5% economic interest in Energis, an IT and communications
solutions provider, and joint ventures in Poland and Latin America It also has wholly owned infrastructure
services businesses n the UK and the US  On 22 Apnil 2002, National Grid announced a recommended merger
of equals, with Lattice to create an international energy delivery group, National Grid Transco ple  The
transaction 1s subject to shareholder and regulatory approvals both in the UK and US

Scottish & Southern Energy

Scottish and Southern Enecrgy 15 an integrated energy company with operations 1n Scotland, southern England
and Wales The company 15 one of the UK's largest energy supphers, serving some 4 million electricity
customers and 1 mithon natural gas customers Scottish & Southern manages Britain's largest electricity
dstertbution network  In additton, the company has more than 6,700 MW of generating capactty, and has an
energy trading and marketing subsidiary In response to energy deregulation in the UK, Scottish and Southern 1s
expanding through acquisitions It 1s also moving into commumcations and building fibre-optic networks in
northern Scotland and southern England

Centrica

Centrica 1s the UK’s largest gas supplier, providing gas to 13 4 mullion households under the British Gas and
Scottish Gas brands [t also has substantial electricity assets  Afler emerging from the 1997 British Gas split
with the mights to the British Gas brand, Centrica has branched into other arcas, financial services, electricity
{where 1t serves 5 4 mullion customers) and communications services The company offers consumer guides
and credit cards under the Goldfish name and home and motor nsurance and roadside services through 1its
subsidiary, Centrica’s Automobile Association  Over the past few years, Centrica has been delivering on its
customer and business growth targets through acquisttions, rather than orgamic growth Smce 1999, the
company has spent over £2 5 billion on acquisitions Centrica's strategy has been to reinvest cash generated by
1ts UK energy supply businesses in new growth businesses  There 1s speculation however that Centrica could be
over paying for new busmesses and that these businesses fail to perform

Lathce Group

Lattice Group (“Lattice™) was formed through the de-merger from BG plc in 2000 The vast majorily of
Lattice’s turnover 1s generated through its subsidiary, Transco Transco s the monopoly operator and owner of
the Great Britain gas transmission and distribution system, previously owned by 1ts former public entity British
Gas Transco transports gas for approximately 60 customers known as gas “shippers™  Gas 1s recerved at seven
coastal terminals and transported via 6,400km of high-pressure pipelines and 275,000km of lower pressure
(local transmission) and distribution pipelines to the meters of industnal, commercial and domestic customers
and to third party gas transportation systems Transco 1s responsible for development and maintenance of the
prpeline system  In addition, Lattice owns a number of ancillary businesses, including SST which builds, leases
and operates sites for the base stations and radio masts needed by mobile telephone operators and 186k, which
owns and manages a fibre-optic network of nearly 2,000 kilometres connecting 20 centres of demand n the UK
Unlike National Gnid, Lattice has not expanded internationally, and has focused on efficiency improvements
within 1ts regulated gas transportation system and developing telecom mfrastructure using existing gas-related
infrastructure
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Appendix 2
Market Evidence from Comparable Transactions

, Selected Transaction Evidence
Date" Target Acquirer Price EBITDA Muluple EBITA Multtple (013)%
Historic  Forecast Historic  Forecast Multiple

Electricity Networks New Zealand

NZ5m
Nov 98 TransAlta UmtedNetworks  $590 84 nc 1065 ne 19
Nov 98 TrustPower UnitedNetworks ~ $485 128 nc 171 nc 20
Dec 98 Warrarapa Powerco 583 109 nc 110 ne 13

Electricity
Feb 99 Central Electric Dunedin $127 219 ne 421 ne 20
Electricity
Apr 99 King Country Waitomo Encrgy na nc nc nc ne 09
Energy
Apr 99 Wairoa Power Eastland Encrgy na nc ne nc nc 13
Nov 29 Horizon BOP Electricity $52 75 ne 89 n 14
Trust

Jun 02 Otago Power Consortium $109 176 179 220 232 21
New Zealand Average 16
Gas Networks
New Zealand NZ$m
Nov 98 Enerco Southpower 5484 99 92 131 127 15
Apr 00 Orion UnitedNetworks  $5350 nc 80 ne 112 21
Jul 01 AGL Powerco $118 nc nc nc nc 23
New Zealand Average 29 86 131 120 20
Austraha ASm
Aug 97 Envestra Share float $910 ne 163 nc 243 ne
Jul 98 Allgas Encrgy Energex 5250 145 142 nc 216 nc
Australia Average 145 155 ne 230 nc
Umted Kingdom UKEm
Oct 00 Lattice Share float £11,391 63 ne 38 ne ne

The following mformation should be taken mto account regarding these transactions

» In November 1998 TransAlta announced the sale of its clectricity lines network to UnitedNetworks for
$590 mullion and at the same time was to purchase UmitedNetworks energy retail business and shortly
afterwards 1ts 52% sharcholding 1 the Rotokawa Geothermal Generation Project The purchase price pad
by UnitedNetworks for the TransAlta lines network represented a multiple of ODV of 1 85,

= In November 1998 TrustPower announced the sale of its electricity lines network to UnitedNetworks for
$485 million The purchase price represented a multiple of ODV of 20,

« In December 1998 South Eastern Utilities announced the sale of Wairarapa Electricity’s electricity hmes
network to Powerco for $82 5 million At the samc ume South Eastern Utihities sold 1ts electricity retail
customers and electricity generation assets  The price paid suggests a multiple of 1 3 times ODV,

s Central Electric sold 1ts electricity lines network to Dunedimn Electnicity mn February 1999 1n a tender
process for $127 nullon It 1s understood that both Orion and UnitedNetworks were also bidding  The
price paid represented a multiple of ODV of 20,

' Date of announcement of the transactions






