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Improved Performance

2005 has seen another year of strong financial performance by the Company. For the
year ended 31 March 2005 the company achieved an after tax surplus of $12.5 million,
compared to $9.8 million for the nine month period ended 31 March 2004. The 2005
surplus after tax is $2.4 million higher than the comparable unaudited surplus after tax
for the year ended 31 March 2004, as shown in the table below. This improved financial
performance has been driven by an increase in the volume of sales, particularly over
the winter months, and operating cost efficiencies.

WEL continues to make a significant investment in improving the quality of its supply
and the efficiency of its operations. It is therefore pleasing to note that the latest industry
benchmarks show that our reliability and our cost per customer are among the best in
the industry.

WEL’s ongoing drive for efficiency is reflected in our performance in the above graph.

Prices

WEL has announced that from 1 May 2005 it will be increasing its prices by 5.8% to
recover increased costs of $3.5 million imposed by Transpower and the Electricity
Commission. Even after this increase, which is less than 60c per week for the average
household, WEL’s residential prices are 40% lower in real terms than in 1998, and in
the lowest quartile of line companies.

Discount

I am pleased to report that the Board approved an increased discount last year and this
has resulted in the average residential customer receiving $207 (incl. GST)

Growth

The buoyant Waikato economy has seen record growth in customer numbers and energy
demand. Residential growth in Raglan and North East Hamilton is requiring significant
investment.

This record growth has meant that this year for the first time WEL has transported more
than 1,000 GWh of electricity.

Capital Expenditure

This was a year of record capital expenditure, primarily to ensure that the growing
Waikato economy is supplied by a strong and highly reliable network.

The Transpower Te Kowhai point of supply substation has been under construction during
the year and is scheduled for commissioning in May 2005. The substation will provide
additional security to the Western Waikato and Hamilton City and is necessary due to
increased load on the existing point of supply at Ruakura. The substation itself is being
constructed for WEL by Transpower, but WEL have also had a significant amount of work
to do to connect the new substation to the existing network. This consists mainly of the
installation of four new 33kV cable circuits, one new 33kV overhead line, and a new
load control plant. The total budget for this work was $7.8 million.

Other projects included:

• The installation of automated switches along our 11kV feeders which allow faulty 
sections of feeders to be automatically isolated while power is restored to the other
healthy parts of the circuits, thereby decreasing the impact of an outage.

• New 11kV cables from Avalon Drive and Horotiu substations that allowed customer
numbers to be reduced on existing 11kV feeders.

• The load control relay replacement program continued with approximately 6,500 
units replaced from about 17,000 sites visited. The replacement of these units allows
the removal of the old rotating plant at zone substations, with control signals now 
coming from modern electronic plant at Ruakura. The high speed of this equipment
also allows our controlled load to be bid into the national reserve energy market.

• WEL has successfully negotiated the purchase of two significant existing embedded
electricity networks from two large scale commercial organisations within our network
area.

Generation

WEL is actively seeking wind generation opportunities and has this year successfully
negotiated the rights to monitor and develop a local site.  Our community ownership
ensures that the benefits of any locally owned wind farm are returned to the Waikato.
The Company is enthusiastic about pursuing opportunities to develop renewable
generation.

The capital expenditure this year reflects our subtransmission investment associated
with the Te Kowhai point of supply.

Keeping the Lights On

This year we conducted a customer survey to give us the opportunity to listen to the
feedback that our customers have regarding our service and the quality of the electricity
supply. Two key findings came out of the survey: 95% of customers found that the
reliability of supply was acceptable or more than acceptable; and survey participants
listed safety, reliability and pricing as the three most significant issues. All three issues
are consistent with WEL’s strategic targets.

WEL is making a major strategic and operational investment in improving our reliability
of supply. We incorporate the quality and price feedback from consumers into our
network planning process and through the actions embodied in our Asset Management
Plan.

WEL and Economic Growth

WEL is a strong supporter of economic growth in the Waikato and has taken an active
role in Katolyst, the agency promoting regional growth.

Customer Service

WEL has again demonstrated our commitment to customer service through the following
initiatives:

• No complaints received by the Complaints Commissioner relating to our business
• We paid out $44,557 under our Customer Promise scheme to customers who had

been without electricity for more than three hours
• We have increased our customer discount to $15.8 million (incl. GST)
• Our undergrounding programme has continued, including the undergrounding of

the majority of the Te Kowhai village.

Thank you

I would like to thank all of the managers and staff at WEL for their ongoing support.
These positive results are due to the hard work and initiative of every member of the
WEL team.

The 1MW Horotiu Landfill gas generator project was commissioned in November 2004
and has since been producing electricity to supply the Hamilton City Council. We are
investigating further opportunities to utilise the increased gas supply available from the
landfill.

Capital Restructuring

The company has restructured its balance sheet by paying a dividend of $37.4 million
to its shareholder, the WEL Energy Trust, and issuing convertible notes for the same
amount. These notes are fully subordinated, unsecured, interest bearing and convertible
to equity at the Company’s discretion.

Following this capital restructuring no further dividend was paid during the year.

Local Generation

WEL has been actively investigating opportunities to develop our investment in new
generation. This year the 1MW Horotiu landfill gas generation project was commissioned
and investigations into the feasibility of wind generation are now well underway.

Transpower

The new Transpower point of supply (connection point into the national grid) at Te
Kowhai will bring a further significant improvement in the security of supply to the
Western of Waikato and Hamilton. The project is on time, on budget and is due to be
commissioned early in this financial year.

Trust Relationship

The relationship with our shareholder the WEL Energy Trust continues to be excellent.
There is a clear agreement on our strategic direction and on the improved performance
of our network for the benefit of the Waikato. My thanks go to Chairman Garry Mallett,
Deputy Tania Hennebry and Trustees for their contribution and support during the year.

Industry Issues
I am pleased to report that we have achieved results well within the threshold compliance
limits in terms of quality and price.

WEL, along with other lines companies, has yet again been subjected to an ever increasing
regulatory regime with inherent administrative and financial demands. The industry’s
regulatory regime is a nonsense. It imposes additional costs on consumers, is distracting
to the management of the business and does nothing for customers. WEL’s quality of
supply exceeds the standard set by the regulator while it’s prices to customers are below
those allowed by the regulator.

Acknowledgements

The continued success of the Company is due to the combined effort from the whole
team at WEL. I would like to thank my fellow Directors for their strong governance
support throughout the year. I would also like to thank Mike Underhill, Chief Executive,
his management team and staff for their dedication and commitment towards achieving
the Company’s goals.

Board of Directors

The Board is appointed by the shareholders and is responsible for setting and monitoring
the direction of the Company. It delegates day to day management of the Company to
the Chief Executive. The Board endorses the principles set out in the Code of Proper
Conduct for Directors approved and adopted by the Institute of Directors in New Zealand
(Inc).  The Board receives monthly reports from management and meets at least 8
times during each financial year.  The Constitution specifies that there shall be no less
than 4 and no more than 6 Directors of the Company at any time.

The Board has two operating committees: (a) The Remuneration Committee; assists
the Board to develop the Company’s remuneration policy, set the Chief Executive’s
remuneration package and all other matters relevant to ensuring a committed and
competent workforce; and (b) The Audit Committee; oversees the Company’s financial
statements, treasury policy, preparation of the Annual Report, liaises with the external
auditors and reviews internal and external controls relevant to financial reporting and
associated matters, operating under a charter approved by the Board.

Risk Management

The Board oversees the Risk Management Committee which reports directly to the Audit
Committee.  The Risk Management Committee ensures that appropriate risks are
identified and mitigated where possible and that all policies and procedures consider
risks when drafted.

Environmental and Health and Safety Issues

The Board recognises the importance of environmental and health and safety issues.
It is committed to the highest levels of performance in these areas by the Company.
Health and safety and environmental management programmes have been adopted by
the Company.  The Company also seeks to assess and improve its performance and
standards in these areas, to use energy and other natural resources efficiently, and
requires the adoption of similar standards by its suppliers and contractors.

Indemnification and Insurance of Officers and Directors

The Company is entitled to indemnify Directors and officers and to effect insurance for
them in respect of certain liabilities arising from their positions (excluding claims by the
Company or a related party of the Company).  The indemnities and insurances must
be given and effected in accordance with the Constitution and the Companies Act.

Information Used by Directors

Information relating to items to be discussed by the Directors at a meeting is provided
to Directors prior to the meeting.  Directors must not use information received in their
capacity as Director which would not otherwise be available to them without the prior
consent of the Board.  Directors are entitled to seek independent professional advice
to assist them to meet their responsibilities.

Conflicts of Interest

Directors must identify any potential conflict of interest they may have in dealing with
the Company’s affairs.  Where a conflict arises, a Director may still attend a Directors’
meeting, be counted in the quorum or vote on a resolution or affix the seal to any
document in which he is interested.  Where appropriate or as determined by the
Chairman, a Director shall abstain from voting or absent himself from the meeting whilst
the relevant matter is being considered.

Interests Register

The Company maintains an interests register to record particulars of transactions or
matters involving Directors.  It is available for inspection at the Company’s registered
office.

Corporate
Governance

Rodger is a Management Consultant, and was
previously Managing Director from 1987 to
1999 of the Owens Group Limited.  He is
Chairman of Eurotech Group Limited. Rodger
is also a Director of Tenon Limited (formerly
Fletcher Challenge Forests Limited), Lyttelton
Port Company Limited and Waste Management
New Zealand Limited. Rodger is a Fellow of the
Chartered Institute of Secretaries, the Chartered
Institute of Transport, the Institute of Directors
and the New Zealand Institute of Management.
Rodger was appointed to the Board as Deputy
Chairman in 1999.

Sir Dryden has had a long and distinguished career
in the dairy industry.  He was Chairman of the NZ
Co-operative Dairy Company Limited from 1982 to
1989, during which time the company's turnover
more than doubled.  He became Chairman of the
New Zealand Dairy Board in 1989 and during his
10 year leadership, turnover almost tripled to NZ$7.8
billion.  Sir Dryden was Chairman of Tenon (formerly
Fletcher Challenge Forests Limited). He is currently
Chairman of Asia 2000 Foundation of New Zealand,
and the NZ Delegation to the APEC Business Advisory
Council. He is a Director of Fletcher Building Limited,
Port of Tauranga Limited, ANZ Banking Group (New
Zealand) Limited, Skycity Entertainment Group
Limited. In 1994/95 he was a member of the APEC
Eminent Persons Group, which drafted the APEC
Vision.  He was knighted in 1994 for services to
New Zealand and the dairy industry. Sir Dryden
was appointed to the Board as Chairman in 1999.

John is the Managing Director of Greens Industries
Limited, a manufacturing company based in
Hamilton with a strong hold on the New Zealand
market, exporting into the UK, USA, Australia,
Japan and the Pacific. John also holds directorships
in Green Enterprises Limited, Greens Industries
Australia Limited, Greens Industries UK Limited
and Ginley Holdings Limited. John was appointed
to the Board in 2001.
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Jeff was the Chief Executive of TrustPower Ltd
for nine years from 1992 to 2001. Whilst leading
that company he oversaw the transition from
a power board to a publicly listed company with
a successful generation portfolio and related
customer base. Prior to that Jeff was Managing
Director of ABB (NZ) Limited after having
managed a number of ABB subsidiary
companies, including David Fraser Limited and
ABB Transformers. Jeff is a Director of Enform
Corporation Limited, Comvita New Zealand
Limited and a number of private companies.
Jeff was appointed to the Board in 2002.

John spent his early career managing major dairy
and food industry capital projects.  Until 2000 John
was a shareholder and Director of McClunie Birch
Ltd (MBL), this company grew over a period of ten
years to become New Zealand’s largest provider of
process equipment and solutions to the dairy and
food industries.  During this time John was heavily
involved in both the growth of the parent company,
the development of off-shore subsidiaries and the
acquisition of manufacturing operations.  Subsequent
to exiting MBL, John became a director and Chairman
of Innovation Waikato Ltd, the organisation
responsible for the establishment and operation of
Innovation Park at Ruakura.  John is also a Director
of Magpie Forestry Limited, Whakamaru Farms
Limited, Joffre Developments Limited, New Zealand
Bio-Processing Limited, RML Properties Limited,
Liverpool Properties Limited, Birch Holdings Limited,
Corporate Cruising Limited and BFU Limited.
John was appointed to the Board in 2002.

Brian is a Financial Consultant specialising in capital
raisings and equity valuations. He is a former
Director of investment banking at Merrill Lynch
(New Zealand) Limited. Previously, he held senior
management positions with Countrywide Bank and
was Director of its operating lease subsidiary,
Fleetlease Limited. He holds directorships in Capital
Group Finance Limited, Austral Distributors Limited,
Annaghdown Holdings Limited, Moore Gallagher
Limited, Gallagher Communications Holdings
Limited, Grant Samuel Capital Limited, Clearmont
Financial Services Limited, Angelsea Medical
Properties Limited, Walsh & Associates Advisory
Limited and Geneva Finance Limited.  Brian has
a MA (Hons.) in Economics and a law degree from
Otago University. He is a member of the Institute
of Chartered Accountants. Brian was appointed to
the Board in 1999.


