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“Technology is purely the vehicle...the prime

driver is the customer.”

PATRICK STRANGE, CHIEF EXECUTIVE @
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— KEY FEATURES

- Net surplus after tax of $62 million

O]

. Earnings from normal operations before interest, tax, depreciation and amortisation

O]

up 2.4% per cent to $128 million

°

O]

. Dividend of $48 million paid

. Customer satisfaction level up to nearly 79 per cent - up from 73 per cent
in 1999

- More than 900,000 working hours without a lost time injury - a record
- First in the industry to introduce standard service levels
. Further technology advances achieved - commissioned new system platforms

> Network reliability remains among industry's best, with second best year ever




Chairman's Report

Strong year
across company

VECTOR has had another very
strong year, with improved
performance across the company
balanced by sound investment for
the future.

At the same time as our network's
customers have been able to share
in the gains achieved through a
focus on supply reliability and
cost-efficiency, the company has
been able to turn in an excellent
financial performance significantly
ahead of budget.

Hand-in-hand with achieving the
lowest lines pricing among major
urban electricity networks has come
the introduction of a number of
leading-edge technology-based
programmes, with benefits flowing
all the way through from substation
to the customer.

FINANCIAL PERFORMANCE

In the past financial year ended

31 March 2002, earnings from
normal operations before interest,
tax, depreciation and amortisation
were ahead of budget at $128 million,

and ahead of last year's figure
of $125 million.

The company's net surplus after
tax was almost $62 million, compared
with $72 million the previous year.
However, the operating surplus
before tax was at a similar level
to the previous year and the
underlying ongoing profitability
of the company improved.

Revenue reflected growth in
the customer base, improving from
$229 million to $241 million.

On the expenditure side, the
company faced increased
transmission charges as a result
of higher power demand as well
as increased costs due to higher
local body rates and industry and
regulatory charges, offset by further
efficiencies in the operation of
the network.

In the period under review, the
company also undertook capital
works worth more than $40 million.
Significant investments were
made both in automation and the
core network.

The asset base of the company
increased slightly to $1,011 million.
| am particularly pleased to report
that the company was among those
which received the approval of the

Commerce Commission following its
comprehensive audits of fixed assets
valuations, and that the company
has been able to maintain its
Standard and Poors' long-term credit
rating at a commendable AA- level.

DIVIDEND

The company paid a dividend

of $48 million to its owner, the
Auckland Energy Consumer Trust,
which resulted in a distribution of
$142.50 to each customer.

CONTINUAL IMPROVEMENT

Continual improvement has

been the watchword on both the

operation of the network and the

delivery of value to the customer.
VECTOR continues to expand

industry boundaries in applying

technology advances both in the

field and in customer communication.
The state-of-the-art geographical

information system (GIS) was

joined in the year under review

by a comprehensive customer

management system (CMS), giving

VECTOR the ability to lift its customer




communication game. This coming
year we will commission a major
new network control and
automation system (Scada [ DMS).
With these three core systems in
place, VECTOR will be well positioned
to raise its performance further.
The next step will be to fully
weave together all three systems,
providing a seamless fabric that will
link call centre, despatch, field and
network management and planning.
VECTOR has always recognised
that the key to delivering what the
customer wants is to be closer to
the customer. This is why it has a
contract with each customer and
provides them with direct access to
our around-the-clock call centre,
rather than require them to
communicate indirectly through
electricity supply retailers.
It is interesting to observe that
a number of other network
companies are moving more
towards the direct VECTOR model.

LOWER PRICES

VECTOR's move to reduce line
charges further from 1 April 2002
means that it has the lowest
residential pricing among

New Zealand's big city networks.
And this is before the dividend that
customers receive from the
Auckland Energy Consumer Trust

is taken into account.

The free LineCare facility, under
which residential customers can
receive up to three callouts for
faults in the section of line they
own (the connections across their
properties to the network), is
another added customer service
provided only by VECTOR.

UNDERGROUNDING UNDER WAY

While many smaller undergrounding
projects were completed in the past
year, the first major blocks of
undergrounding under the
programme supported by VECTOR's

RESIDENTIAL LINE CHARGE COMPARISON

AT CONSUMPTION OF 8,000 KILOWATT HOURS PER ANNUM

owner, the Auckland Energy
Consumer Trust, will be initiated
in the current financial year.

This will bring further

customer and public benefits
through reliability, road safety and
environmental improvements.

We are also encouraging councils
and other utilities to coordinate their
works with VECTOR's undergrounding
under a "dig once" programme, so
avoiding the repetitive street works

being experienced elsewhere.

HEAVY IMPOSTS

Regrettably, while cost efficiencies
continue to be driven within the
business, the resulting gains are
being eroded by local government
and regulatory charges over which
we have little control.

Auckland City Council receives in
excess of $800,000 in rates for the
company's Penrose-Downtown
power supply tunnel alone, despite

EQUIVALENT ANNUAL LINE CHARGES - INCLUDING PROMPT PAYMENT DISCOUNT & GST
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it running deep below
the city streets and having
been built to avoid either
street trenching or
unsightly pylons.
Unfortunately, the rates
charged by local government
are not based on the service
provided by councils but are
purely linked to the industry-measure
of value (optimised deprival value) of the
assets. The higher the investment put into
improving delivery of supply, and the more
VECTOR undergrounds, the higher the rates,
restricting the opportunity to pass on lower
lines charges to customers.

Levies paid to fund industry institutions and
the Commerce Commission's requlatory work
are also rising sharply, now costing VECTOR
in the vicinity of $2 million a year.

We watch with some apprehension the
development of the rules and regulations
surrounding the electricity industry. To benefit
the user, we believe the focus should be on
customer outcomes such as the end price and
quality of the electricity delivered rather than
on unnecessary, intricate regulation of the

industry players.

ASSOCIATED ACTIVITIES

The company has made a big step forward
in developing new business linked to its core
network operations. VECTOR subsidiary Tangent
has made significant strides over the past year
in taking advantage of fibre-optic cabling
within our network, providing high-quality
broadband telecommunications capability for
a growing number of customers in Auckland.
We see Tangent's business as an area with
good potential growth as both corporates
and small-medium enterprises move to
next-generation communication.

Our joint venture meter company, Stream
Information, a major provider of time-of-use

data for businesses, was also launched.

NEW DIRECTORS

The company's board has seen change in
recent times, with the retirement of two
VECTOR directors and the appointment of
three new directors during the past year.

During nearly three years on the board, John
Lindsay and Peter Drummond both served the
company very capably, applying their collective
business knowledge in a most effective way.
Their contribution as the company developed
in a new industry environment has been very
much appreciated.

They have been replaced by three new
directors with extensive business and
professional expertise in Don Mclaren, Brian
Plimmer and Dr Margo Buchanan-Oliver.

In addition, since the end of the past
financial year, Mr John Collinge, a previous
member of the board and a current trustee,
has been reappointed following a break of
three years.

| look forward to the input of the new
directors as the company goes forward.

CONTRIBUTIONS

VECTOR's excellent results reflect the positive
input of many effective individuals, from the
chief executive and senior management right
through the organisation and its sub-
contractors. Also, in addition to my fellow
directors, including the chair of the risk
management committee, Doug Dell, and the
chair of the audit committee, John Wells,
| would like to acknowledge the contribution
of the Auckland Energy Consumer Trust chair,
Karen Sherry, and the trustees.

The electricity consumers of Auckland have
benefited from the results achieved through

the combined efforts of all of these people.

Aty

WAYNE BROWN
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net orj( of
tomorrow

When VECTOR decided to introduce a No matter who in the company the Call centre satisfaction ratings, as

completely new customer management customer is talking to, there is judged by customers, have improved
system it chose to use proven common historical information from 74 per cent to 79 per cent.
technology solutions. available on-line Overall customer satisfaction
The company successfully introduced Real-time information on faults and continues to move upwards.
‘ in October a completely new system network performance is readily The introduction of readily available
© that has brought with it a number of available through the system, helping technology also provided a stable
advantages and achievements: to improve responsiveness 2 platform for linkage with the company's
All customer interactions are now Faults despatch has improved affd on other major electronic systems, the
captured and managed on one system, more than 90 per cent of jobs, GIS and Scada [/ DMS platforms.
’Ming it easier for customers' contractors have been on the site within VECTOR's solution is based on the
- questions and issues to be dealt with VECTOR's target of 30-75 minutes; Siebel eEnergy customer relationship
‘__.-'Speedily and effectively T another direct customer benefit management package, running on an
4 T-Fl'e-c-tfﬁc')mer database is now further SQL server and NT software.
enhanged with more accurate customer
data tj revenue management



B%,I ere the GIS differs from Once work has been carried out in
the camera is that it does not rely on the field, the updated information is
pictoil images alone. By “drilling entered into the portable electronic

down’,VECTOR engineers can extract device. At night the hand-held

detajléd written information, equipment is plugged into a cradle
ide i ised facts and and the new information is logged
geographical information system ¢ll as network-wide in the GIS.

offers users thousands of visual

images, each of which contains On the job this will eliminate

wealth of valuable informagi €ntralised repository of duplication and errors in filling in
inf tion, which will be made forms and the need to re-enter data.
It not only provid ava in the field from notebook It will also avoid the need for staff
of the entire network PCs'and updated constantly by to be pulled away from their work
assets within it, but als inputiinto hand-held computers, site to get particular plans.
to display all parts of the iystem to for the company's

pinpoint performance issues,'. asset pla

W



From a customer point of view,
the system will lead to improved
reliability as engineers get a better
understanding of the assets employed
and identify potential issues before
they become problems.

The GIS is also playing a crucial
role in planning VECTOR's major new
undergrounding programme, providing
information on the age and
performance of the many thousands
of assets in different parts of the
network, identifying areas where cars
hit poles most often, and indicating
where most reliability gains can be
obtained through renewal.

The GIS has been overlaid with a
range of analytical and other software
packages to produce a more complete
network tool - one which leads the
way in asset management among

New Zealand utilities.

When fully interfaced with the
company's new customer managemen
system, the technology will drive both
asset and customer-service
performance. No mere snapshot
will have been able to replace so

many words.



Chief Executive's Review

Further improvement
across business

Further improvement across virtually
the full spectrum of operations has
been the core achievement of the
2001-2002 year.

After a period of high investment
on new assets and asset replacement,
VECTOR has in the past year made
significant progress in implementing
the automation and technology
solutions essential to optimise the
efficiency of its network and deliver

value to its customers.

CUSTOMER-FOCUSED TECHNOLOGY

VECTOR has a large and complex
network. Despite the major capital
investment we have made in the past
three years, it is still an aging
infrastructure, with many of the
assets entering a mature phase.

This calls for preventive maintenance,
targeted replacement and sophisticated
monitoring if the increasing load and
quality demands of our customers are
to be met. Our success in meeting
these demands will be governed by
how well we use advanced technology
and information systems. In an
industry where the players - including
VECTOR as recently as four years ago -
have been essentially low-technology
in approach, this has provided a
significant challenge.

VECTOR must build a technology
platform from which we can obtain

real-time benefits, including:

> Allowing remote operation of
the network

> Both shortening and eliminating
outages, particularly for customers
with a critical need for

uninterrupted supply

Unlocking the ability to obtain
extra capacity from existing assets
through real-time monitoring and
auto-switching

Avoiding over-expenditure on

new assets

Applying value-based maintenance
focused on reducing failure rates,
and

Improving communication with
customers through the availability
network-wide of real-time,
on-line information

It is pleasing to report that, with
the support of the board, we have
made significant technology advances,
with the result that network
utilisation is increasing and projected
capital expenditure is decreasing.

But, while electronic solutions are

now being embraced across the

SAIDI* minutes

company, from planning, maintenance
and load management to customer
services, technology is purely the vehicle
for continual improvement - the prime
driver at all times is the customer.

SERVICE TRANSPARENCY

These advances are of little effect
if the outcomes are not readily
measurable and seen to be so.

It is gratifying to record that
expenditure is contained, underlying
profitability has continued to increase
and prices have been lowered.
However, there are other elements by
which we can and should be assessed,
including reliability and quality
of service.

This is why VECTOR pioneered the
introduction in the past year of
standard service levels; a set of
service benchmarks by which our
customers can judge us, and by which
we can judge ourselves.

These not only brought down our
pledged service restoration time from
three hours to two-and-a-half hours

154.29
97198 ]
83.12
98199 ]
59.83
99100 ]
48.74
00101 ]
59.00
01102 ]

*(System Average Interruption Duration Index - the industry network reliability measure)




for most residential and small
commercial customers (and from

three hours to as low as two hours

in the case of large customers), they

also let customers know the
maximum number of outages that
would be acceptable. And for large
and other critical-use customers
whose equipment is vulnerable to
voltage sags and other momentary
supply disturbances, we introduced
explicit power quality standards.

PERFORMANCE MEASURES

Reliability is a key marker for
distribution companies and we
recorded our second best year ever.
Our industry standard measure, the
system average interruption duration
index (SAIDI) was, at 59 minutes,
one of the best New Zealand scores.
However, it was behind the previous
year's record 49 minutes, a mark we
aim to further lower in coming
years as the benefit of increased
automation, targeted preventive
maintenance and enhanced fault
response flows through.

Our dramatic improvement in
safety performance continued.
The lost-time injury frequency rate
(LTIFR) dropped to a low 1.1 lost-
time injuries per million hours
worked in the year to March 2002,
down from over 28 as recently as

two years ago.

Before (above) and after

VECTOR already has
the highest level of
undergrounded
network of any
major electricity
lines company in
New Zealand. Now,

. with the support of
. the Auckland

Energy Consumer
Trust, the company
has a long-term
commitment to
underground or
improve the
remaining overhead
power lines in
Auckland, Manukau
and Papakura.

A major part of

the programme will

involve undergrounding large

blocks of urban areas, with the first

pilot block recently announced

from an initial 14 candidate blocks

- each one containing about 2000

homes and up to 12 kilometres of

street length.

Under the main programme,

which will see an average

expenditure of $10 million a year,

VECTOR's vision is to not only

improve safety and the

environment through the

undergrounding of its own lines,

but to also coordinate a

cooperative approach with

councils and other utilities to
completely revitalise an area while
undergrounding work proceeds.
The joint “urban revitalisation”
initiative focuses on partnered
investment, cost sharing and
environmental enhancement as
well as a “dig once" approach. The
bold target is to see all necessary
utility work carried out in the same
place, at the same time, to minimise
disruption to residents in the future.
Meanwhile many smaller projects
are either under way or have been
completed in the past year.
Alongside the undergrounding
work sits a significant
communication effort, so that
householders and businesses along
the routes concerned are fully
informed of the project. Other
organisations, such as schools,
emergency services, taxi and bus
companies, are also advised so that
they can adjust schedules or
transport routes in advance to limit
the disruption to them.
Signage is also placed across
the route to alert drivers, an
information number as well as
VECTOR's website is available to the
public for additional information,
and VECTOR project ambassadors

are on site at all times.
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Over a similar period it has also been pleasing
to see a rise in customer satisfaction levels, from
74 per cent in 2000 to 79 per cent in 2002.

While these scores compare very favourably
with other electricity businesses, we believe
further significant improvement is possible.

REGULATION ISSUES

VECTOR places a great deal of focus on
achieving outcomes for customers. There is,
however, some danger that this focus could
be blurred by regulation.

The accent in regulatory initiatives proposed
so far is too heavily on prescription and
standardisation, rather than looking through
customers' eyes and seeing that they are
delivered the services that they seek.

At its worst, regulation kills innovation by
prescribing an overall standard, when individual
companies can, in fact, produce better results
spurred by customer expectations and
technological advances. A "one size fits all"
approach to the industry is not a solution that
will benefit customers most.

VECTOR has an open-access regime,
enhanced by the use of technology and driven
by customer outcomes, and will be in the best
position to further the achievements it has
already gained if it can operate within a
light-handed regulatory framework rather
than a bureaucracy-centric environment.

COMMUNITY AND THE ENVIRONMENT

As a customer-owned organisation providing
services to each and every business and
dwelling in Auckland City, Manukau City,
and the north of Papakura District, we are
sensitive to our effect on the community
and the environment.
The new undergrounding initiative will make
a major visual and safety mark in communities.
However, we have made significant progress
across many areas. One example is in substation
revitalisation, whereby many of our older zone
substations have been renovated and
landscaped in sympathy with their surrounds.
Graffiti remains a major blight, which we are

starting to make progress on at many locations.

Recently VECTOR joined with the Manukau City
Council in a graffiti education and prevention
programme benefiting the youth of Manukau City.
And VECTOR is a proud supporter of grass
roots level sport in the Auckland area, with
junior netball, cricket and rugby league being

the main recipients.

OUTLOOK

By choosing its own path and remaining a full-
service electricity distributor, with direct
accountability to customers, the company took
a different approach from most of the industry.
The VECTOR philosophy has required significant
investment in systems aimed at supporting this
model, ranging from customer databases
through revenue assurance programmes.

The pendulum is now swinging towards the
VECTOR approach and this trend will place
increasing pressure on smaller lines companies
as their customers seek the same benefits. This
will inevitably provide business opportunities
for VECTOR and allow us to achieve increased
customer scale.

The company's success with subsidiary
Tangent demonstrates that we can also take our
key competencies and apply them effectively to
allied businesses. There will undoubtedly be
more scope for this in the future.

THE VECTOR TEAM

Our broader VECTOR team - from the office
through to the crews on the frontline in the
network - have had another excellent year, and
my thanks go to them for their commitment
and achievements.

1N

PATRICK STRANGE
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Two initiatives, one very public,

the other almost unseen, are among
the customer=related programmes
VECTOR has undertaken’in the

Tﬁr_e.-"first ipvolves ceasing

pastiyea rf ! F

installation of the familiar gregn
cgnnection boxi"pillars! that stland in
front ofi many propertigs. These
pillars are often damaged by cars or
garden equipmeht and are a frequent
target for vandals'and graffiti.

For new'connections these
areybeing substituted with
high technelogy in-ground
pits containing wiring and
waterproof connectors.

. b 3

faces of .~
technology .

The locked pits are not only safer
for inquiring toddlers and other
tamperers, but also improve
the Visualg@nvironment. This .
iftiativéis in tthe witlf VECTOR's
commitment to the=future
develoﬁament of Auckland. ,

Watch_out for them - they are
very easy to overlook, marked
only by a flush black lid in the
pavement or lawn.

The second programme helps
VECTOR to measure and predict the
power quality effect that faults and
switching have on our customers,
thusenabling them to protect their

sensitive equipment. ‘

It is called bulk metering and an J'
upgeade currentlylunder EW wiIIF
su.bstantially enhance thjp data dn
effergy errtering VECTOR's network
from the national grid. In turn,
VECTOR can pass on this information
to customers, particularly large
users, through software that allows
transmission of data by internet,
ethernet, telephone, wireless or .
satellite networks.

To handle the communications
technology requirements, VECTOR
uses the expertise of,éubsidi.?ry
Tangent, a provider of high-capacity
data solutions to businesses. 4

o
-
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with a
“next-generation
% network

tA“uckland businesses are switching on wholesaling its network through

to the advantages of hooking up to “channels." Mainly these are content
-k*a fibre-optic network. And that providers who, to date, have been

pleases Jill Garing, general manager starved for bandwidth.

of VECTOR subsidiary Tangent.

"The market is evolving - it has

The company established Tangent not evolved," says Jill. "But it has
as a stand-alone business to take real momentum and everything is
yadvantage of VECTOR's happening at speed."

» telecommunication assets - using

existing and new underground fibre She puts Tangent's success
optic laid alongside its network. down to innovation, leading-edge
Connection to the fibre-optic equipment and a dedicated,
J 'network is available in key business experienced team.
#* areas of the VECTOR footprint.
J ¢ "The team is fast and flexible,
- The fibre-optic network went live devising solutions with creativity.
."‘ ':in November 2000 with a deliberate And dealing with the dynamics of
stealth strategy beneath the very a next-generation network, that's

public launch of other operators. In how they have to be.

-
il thespast year, the value of contracts
‘ has increased fivefold and the "Most importantly, they are
business is progressing to plan. As focused on the customer and the
- easily the leading new entrant, it is solution that they need, rather than
-«
-~

increasingly difficult to stay stealthy! starting out with the idea of selling

-’ Tangent's key focus is on a product.”



