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The price relative chart measures performance against the
NZX50 index which closed at 4483.7 on 22 Apr 13.
The spot exchange rate was NZ$1.189/US$1 on 22 Apr 13
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DOWNGRADE RATING

“If it ain’t broke, don’t fix it”
■ We reduce our rating from Outperform to Neutral and change our TP to
NZ$5.70 from NZ$5.50, post the opposition parties (Labour/Greens)
releasing their electricity election policy on Thursday. The policy proposes
unwinding the so-called ‘Max Bradford’ reforms of the late 1990s.
■ A mid-point NZ$600mn reduction in revenue (assuming it falls straight to the
bottom line) equates to a 29% reduction in sector EBITDAF, and a 63%
reduction in sector underlying earnings before tax. The government
controls 67% of the sector either through its 100% ownership, or the tax take
on listed companies and therefore stands to lose NZ$400mn annually
from the government accounts (with some offsets detailed). We detail a
number of potential problems (or questions) we see with the proposal.
■ We estimate NZ$8-9bn has been invested in NZ electricity since 2000. An
EBITDAF return on capital of 15% over the same period does not seem
unreasonable to us.
■ Despite the alleged “excessive” price increases in the 13 years since 2000
we are not convinced the system is broken. We estimate that, net of line
charges and after allowing for inflation, residential electricity prices
have risen 2.6% since 2000. During the period gas costs have increased
(in real terms) 5.6% p.a. The push for more expensive renewable generation,
the removal of cross subsidisation, an appropriate return on capex, and the
ETS have all contributed. Since 2008 the ‘real’ rate of increase (net of line
charges) has slowed to 0.5% p.a. We forecast a 1.2% ‘real’ price reduction
per annum over the next four years. This reduces further to minus 1.7% if
Tiwai departs. We believe the opposition’s desire for a 10% reduction in
power prices can mostly be achieved through the current market.
■ However, acknowledging the risk if the current proposal is
implemented, we see a probability weighted 7.7% and 5.6% negative
impact on our CEN and TPW valuations respectively.
Financial and valuation m etrics
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2014F
199
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Source: Company data, NZX, First NZ Capital estimates
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Figure 1: Contact Energy financial summary

Sector: Utilities

NZX Code: CEN

PROFIT & LOSS ($m)
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BALANCE SHEET ($m)

2011A 2012A 2013F 2014F 2015F Year to 30 Jun
2011A 2012A 2013F 2014F 2015F
2,231
2,701
2,393
2,553
2,635 Cash & Equiv alents
0.0
0.0
0.0
0.0
0.0
-1,789 -2,192 -1,871 -1,968 -2,015 Debtors & Inv entories
0.0
0.0
0.0
0.0
0.0
441
509
522
586
620 Other Current Assets
367
510
522
534
547
-166
-193
-193
-217
-221 Current Assets
367
510
522
534
547
0.0
0.0
0.0
0.0
0.0 Fix ed Assets
4,865
5,215
5,307
5,290
5,218
275
316
329
369
398 Inv estments
11.6
0.3
0.3
0.3
0.3
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0.0
0.0 Other Non-Current Ass.
10.1
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6,210
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RATIOS AND CAPITAL STRUCTURE

CASH FLOW ($m)

Year to 30 Jun
2011A 2012A 2013F 2014F 2015F Year to 30 Jun
2011A 2012A 2013F 2014F 2015F
Profitability & Growth
EBITDA/Op Rev
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The proposal
On Thursday, the opposition parties (Labour/Greens) released their electricity election
policy. The policy proposes unwinding the so-called ‘Max Bradford’ reforms of the late
1990s, moving to a single buyer model (with the creation of a new entity NZ Power), based
on the short run marginal cost of generation. Labour’s proposal (which differs slightly from
the Greens) proposes that each generator will be paid a ‘fair’ return for their actual costs.
The ‘fair’ return will be calculated by NZ Power on the basis of the generator’s historic
capital costs, possibly adjusted by inflation, plus operating costs such as fuel, depreciation
and maintenance. The proposal also proposes the operational separation of generation
and retail, with the threat of structural separation if this is “in the interests of consumers”.

The maths
The opposition believes moving to this model will result in a 10-14% reduction in the
average residential electricity bill, and a 5-7% reduction in the average commercial and
industrial bill.
The opposition believes this will result in a NZ$500-700mn reduction in electricity revenue
p.a. For our analysis we have taken the midpoint of the oppositions range.
We estimate NZ electricity revenue (excluding the effective double counting of generation
revenue from results) in FY12 was NZ$6.1bn, with NZ$4bn of this coming from
residential/small business (accounting for 40% of overall demand), and the balance
coming from commercial and industrial (C&I). Clearly C&I customers are subject to a
significantly lower electricity tariff (mostly due to lower line charges).

Clearly C&I customers are
subject to a significantly
lower electricity tariff (mostly
due to lower line charges)

A 12% mid-point reduction in residential/small business, and a 6% mid-point reduction in
C&I would result in an annual revenue reduction of NZ$607mn (excluding GST). We
estimate a 12% reduction in the average residential tariff of NZ25¢/kWh assuming average
usage of 8,000kWh would result in an annual saving per customer of NZ$240 p.a. or
NZ$276 including GST (close to the opposition’s mid-point of NZ$283 per customer).
How the opposition estimates the NZ$600mn midpoint revenue reduction is therefore clear.
What is not clear (due to no further detail being provided) is whether the proposal to move
to a model whereby each generator is paid a ‘fair’ return for their assets is enough to
achieve the NZ$600mn of required savings (remember this is a model where the
generators recover historic capital costs, possibly adjusted by inflation, plus operating
costs such as fuel, depreciation and maintenance).
Such analysis would require the historic capital cost of each asset (and there are around
140 power stations in New Zealand) to be calculated and we would be surprised if the
opposition had had the time or the resources to complete this exercise (refer ‘Potential
problems with the proposal’ below).

What is not clear (due to no
further detail provided) is
whether the proposal to
move to a model whereby
each generator is paid a fair
return for their assets is
enough to achieve the
NZ$600mn of required
savings

The sector generated EBITDA of NZ$2.0bn in FY12 and underlying profit before tax
(assuming a normalised 28% tax rate) of NZ$960mn (underlying profit after tax of
NZ$690mn). The difference can be attributed to NZ$750mn of depreciation, and
NZ$350mn of interest expense.
A NZ$600mn reduction in revenue (assuming it falls straight to the bottom line) equates to
a 29% reduction in EBITDAF, and a 63% reduction in underlying earnings before tax.
The government controls 67% of the sector either through its 100% ownership, or the tax
take on listed companies Contact Energy (CEN), and TrustPower (TPW) and therefore
stands to lose NZ$400mn annually from the government accounts. It is unclear if the
NZ$600mn targeted revenue reduction includes GST (we have assumed so). If not, the
impact on the government accounts is even greater.

A NZ$600mn reduction in
revenue (assuming it falls
straight to the bottom line)
equates to a 29% reduction
in EBITDAF, and a 63%
reduction in underlying
earnings before tax
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The opposition proposal detailed offsetting benefits to the economy to arrive at a net
negative impact on the government accounts of NZ$75mn p.a. (at midpoint). There are a
number of assumptions that are made to arrive at this lower number.
It is unclear what the costs of running ‘NZ Power’ are (we believe these could be
substantial).

Potential problems (and questions) with the proposal
We believe the process of calculating an asset base on which a ‘fair return’ can be
awarded will be fraught with difficulty. Some hydro dams (for example TPW’s Waipori) are
over 100 years old. Historic records simply will not exist for plants like this. How will
maintenance capex be accounted for? (Many ‘long life’ hydro assets are in the middle of
expensive mid-life refurbishment programmes). We have seen how long it has taken to
arrive at an agreed-upon asset base for the line businesses (ten years and counting and
still not resolved). We believe arriving at an adjusted historic cost for the asset base will be
time consuming, potentially litigious, and expensive.
The opposition comment that the historical capital cost will possibly be adjusted for
inflation is particularly vague. Whether inflation is accounted for (or not) will have a very
material impact on the value of the asset base the fair return is calculated on.

We believe the process of
calculating an asset base on
which a ‘fair return’ can be
awarded will be fraught with
difficulty
Whether inflation is
accounted for (or not) will
have a very material impact
on the value of the asset
base the fair return is
calculated on.

Perversely, the opposition parties’ policy will likely result in an increased return on new
geothermal and wind projects and existing thermal assets. The SRMC of a gas thermal
plant is NZ$70-$80/MWh (sometimes a thermal plant is run at a loss due to inflexible gas
take or pay arrangements), and the all-in cost for new wind and geothermal developments
NZ$80-$85/MWh. We forecast a wholesale electricity price of NZ$65-$75/MWh over the
next four years (lower if Tiwai departs) meaning returns under the proposed model would
likely be higher. Currently, thermal plants are included in our model with zero value. This
would change under the proposed model.

Perversely, the opposition
parties’ policy will likely
result in an increased return
on new geothermal and
wind projects and existing
thermal assets

The proposed operational (and possible structural) separation will be expensive.
Duplicating six (including Todd Energy) further management teams and Boards comes at
a considerable cost.

The proposed operational
(and possible structural)
separation will be expensive

Security of supply could potentially be impacted. Without proper price signals for dry year
risk where is the incentive to store water? How will water and gas storage be valued? Will
the government take the dry year risk? Longer term, where are the price signals for new
plants? We don’t think there will be any issue with funding for new plants assuming an
appropriate return on assets is allowed for; however, decisions for new plants will be made
by NZ Power rather than the market. These issues may well have been considered by the
opposition but lack of detail in the release means this is unclear.
A 29% reduction in EBITDAF is likely to result in the current credit ratings of gentailers
being downgraded. To retain a BBB rating (BBB+ with the one notch halo effect of being
government owned) requires FFO interest cover of >4x, and FFO/average net debt of
>25%. Depending on how long such a policy takes to implement, these covenants may be
breached. This would likely result in a further cash injection (either from the private sector
or government) or the re-pricing of debt to more expensive rates.
Assets would almost certainly be revalued downwards impacting the government accounts.
The aluminium smelter would presumably feel it has rights to a lower electricity price, and
if it didn’t get it, in the event of a shutdown, the government could find itself paying a
higher-than-required electricity price with excess supply hitting the market. The risk to a
generator being left with a stranded plant if Tiwai departs will be eliminated.
Is there even a need for a wholesale electricity market under the proposed model?
What if the generators can’t supply NZ Power due to unplanned maintenance outages?

A 29% reduction in
EBITDAF is likely to result in
the current credit ratings of
gentailers being
downgraded. This would
likely result in a further cash
injection (either from private
sector or government) or the
re-pricing of debt to more
expensive rates
Assets would almost
certainly be revalued
downwards impacting the
government accounts
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How will the proposed model deal with massive cost overruns: e.g., the Clyde Dam
(commissioned in 1992) is believed to require a price approaching NZ$200/MWh to justify
its historic cost.
Again, we reiterate, these issues may well have been considered by the opposition
however a lack of detail means this is unclear.

How will the proposed
model deal with massive
cost overruns: e.g., the
Clyde Dam

Capital intensive sector
Since 2000, we estimate the sector has invested NZ$10bn in capex (more so if Todd
Energy’s generation plant is included). Adjusted to 2013 dollars this figure increases to
NZ$11.5bn. Ignoring capex on Meridian Energy’s two forays into Australia, TPW’s wind
investment into Australia, and Genesis Energy’s oil and gas capex (plus other offshore
expenditure) we estimate approximately NZ$8-9bn has been invested in NZ electricity with
a resultant NZ$1.3bn uplift in EBITDAF. An EBITDAF return on capital of 15% does not
seem unreasonable to us, suggesting a WACC (in a post-tax ROIC sense) of sub-8%. In
reality a portion of these projects have been debt funded so the return is higher. But still, it
doesn’t seem excessive.

We estimate approximately
NZ$8-9bn has been
invested in NZ electricity
since 2000. An EBITDAF
return on capital of 15%
does not seem
unreasonable to us

If it ain’t broke, don’t fix it
Recent history
Despite the alleged “excessive” price increases in the 13 years since 2000 we are not
convinced the system is broken. If it isn’t, then it doesn’t need fixing.
We estimate (based on Ministry of Business, Innovation, and Employment pricing quarterly
surveys) that, net of line charges and after allowing for inflation, residential electricity
prices have risen 2.6% in real terms since 2000. During the same period, gas costs have
increased in real terms 5.6% p.a. Given gas thermal contributes anything up to 30% of
generation this increased gas cost accounts for a reasonable part of the above inflation
increase. The push for more (expensive) renewable generation (remember the previous
Labour government had a target of achieving 90% renewable generation by 2025), the
removal of cross subsidisation of residential tariffs by C&I, returns on the NZ$8-9bn of
capex, and the emissions trading scheme (this has had a relatively minor impact due to
the carbon price collapsing following an on average 2% increase in tariffs due to the
scheme) all suggest ‘real’ price increases of 2.6% (net of line charges) do not appear
unreasonable.
Since 2008, the ‘real’ rate of increase (net of line charges) has slowed even further to
0.5% p.a. One final comment, we do not believe the MBIE pricing schedules accurately
reflect the emergence of special offers. Your writer knows for a fact he is paying less for
electricity today than three years ago. There are signs of genuine competition due to
Electricity Authority initiatives and we believe the market should be given a chance.

Despite the alleged
“excessive” price increases
in the 13 years since 2000
we are not convinced the
system is broken. Gas costs
have increased (in real
terms) 5.6% p.a. The push
for more expensive
renewable generation, the
removal of cross
subsidisation, an
appropriate return on capex,
and the ETS have all
contributed
Since 2008 the ‘real’ rate of
increase (net of line
charges) has slowed even
further to 0.5% p.a.

Looking forward
Our modelling (assuming Tiwai stays) assumes 11.6% residential tariff increases over the
next four years, however net of line charges (and remember Transpower alone is coming
to the end of a NZ$4bn investment programme that is being progressively levied on
customers) this reduces to 3.2% over four years. Net of inflation this equates to a 1.2%
‘real’ price reduction p.a. over the next four years.

We are forecasting a 1.2%
‘real’ price reduction p.a.
over the next four years.
This reduces further to
minus 1.7% if Tiwai departs

If the smelter shuts down, this figure reduces further to a 1.7% ‘real’ price reduction per
annum over the next four years.
We believe the opposition’s desire for a 10% reduction in power prices can mostly be
achieved through the current market without the need for a complex and costly change of
market structure.

We believe the oppositions
desire for a 10% reduction
in power prices can mostly
be achieved through the
current market
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What politicians want, they likely get
However we acknowledge that if a Labour/Green government is elected (and recent polls
suggest this is a 50/50 chance) then what they want, they will likely get.
If a newly elected government wants a NZ$600mn price reduction that is what they can
regulate for. It doesn’t matter about the loss of government revenue, or the impact on the
value of the remaining government assets. It doesn’t matter if it makes sense, or even if it
will work. In the short term they can regulate to make it work (we say short term but in
reality the complexity of this proposal, and potential for litigation may naturally slow down
implementation anyway).

However we acknowledge
that if a Labour/Green
government is elected then
what they want, they will
likely get. If a newly elected
government wants a
NZ$600mn price reduction
that is what they can
regulate for

So based on that scenario, it would be remiss of us not to quantify the possible impact on
the existing listed players’ profitability and valuation.
With a lack of detail the best we can do is calculate the percentage of the desired
NZ$600mn midpoint of the cost savings that each gentailer would face.
Without further detail we can assume this policy is aimed at those generators with long life
hydro assets, and probably CEN’s Wairakei plant which dates back to 1958 (although it
has had a considerable amount of capex spent on it in recent years). Incidentally, the
government owns 73% of these ‘type’ of assets.
Potential impact on CEN earnings
We estimate CEN’s share of the required NZ$600mn EBITDAF reduction would be 20%
(NZ$119mn p.a. or 24% of CEN’s FY12 EBITDAF). In reality this is probably being overly
conservative with respect to CEN as it assumes Wairakei’s geothermal is fully depreciated
(with recent capex it won’t be), and it assumes the Clutha scheme is fully depreciated.
The Roxburgh station (44% of combined output) dates back to 1956, though the Clyde
dam (56% of combined output) is only 20 years old. However, we also haven’t included
Ohaaki and Poihipi geothermal stations in the list of long life-low SRMC assets, and dating
back to 1989 and 1996 (respectively) these will be partially depreciated and likely offset
the benefit from Wairakei and Clyde.

Without further detail we can
assume this policy is aimed
at those generators with
long life hydro assets, and
probably CEN’s Wairakei
plant. Incidentally, the
government owns 73% of
these ‘type’ of assets
CEN’s analysis is
complicated

A NZ$120mn revenue reduction would result in a 22% reduction to our DCF-based
valuation of NZ$6.20. This assumes the new policy is implemented in FY16.
Potential impact on TPW’s earnings
We estimate TPW’s share of the required NZ$600mn EBITDAF reduction would be 7%
(NZ$41mn p.a. or 13.7% of its FY12 EBITDAF). TPW is disproportionately favourably
impacted due to more of its EBITDAF coming from Australia and also due to its higher
retail load versus generation. Again, this assumes the new policy is implemented in FY16.
In TPW’s case we believe that the company is likely to be negatively impacted at the retail
level as well. TPW has quite successfully (although less so in recent years) run a premium
price retail strategy. This has partially been assisted by the dividends Tauranga customers
receive from 33% shareholder TECT if they remain a TPW customer. With potentially less
dividends to distribute, and under the proposed model with each retailer paying the same
price for electricity, it may make it harder to continue this strategy.

In TPW’s case we believe
that the company is likely to
be negatively impacted at
the retail level as well

Our scenario assumes a further 2.5% reduction in retail prices equating to a further
NZ$10mn reduction in EBITDAF. This increases the assumed EBITDAF impact to $51mn
p.a. or 17% of TPW’s FY12 EBITDAF.
A NZ$51mn revenue reduction would result in a 16% reduction to our DCF-based
valuation of NZ$8.10. This assumes the new policy is implemented in FY16.
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(CEN.NZ / CEN NZ)

6

22 April 2013

Investment view
CEN valuation
We note a potential 22% reduction to our CEN valuation if the proposed reforms are
implemented.
Note this does not assume any cost savings, or winding back of maintenance capex—both
of which would be likely under such a scenario and reduce this negative impact. In
adjusting our valuation we probability weight the chance of the opposition (Labour/Greens)
winning the next election (50%) and the chance this proposal is implemented in the first
term. Given the complexity, potential for litigation and, therefore, time to implement there is
a possibility that such a policy may never be implemented (at the same time
acknowledging that one term governments are rare in NZ politics). As such we have
adopted a 70% chance of this policy being implement to probability weight the impact on
our CEN’s valuation of NZ$6.20.

This does not assume any
cost savings, or winding
back of maintenance
capex—both of which would
be likely under such a
scenario and reduce this
negative impact

A 7.7% reduction on our NZ$6.20 valuation results in a 12-month target price of NZ$5.70.
We already apply a discount to our valuation for the Tiwai uncertainty and competition for
capital (NZ$5.50) and do not believe two discounts are required. If this policy goes ahead
and Rio shuts down the Tiwai smelter then generators would likely be protected from the
negative impact of such a scenario. We increase our 12-month target price to NZ$5.70
(from NZ$5.50) but due to share price appreciation lower our rating to NEUTRAL (from
Outperform).

We already apply a discount
to our CEN valuation for the
Tiwai uncertainty and do not
believe two discounts are
required. If this policy goes
ahead and Rio shuts down
the Tiwai smelter then
generators would likely be
protected from the negative
impact of such a scenario

TPW valuation
We note a potential 16% reduction to our TPW valuation if the proposed reforms are
implemented.
Note this does not assume any cost savings, or winding back of maintenance capex both
of which would be likely under such a scenario and reduce this negative impact. In
adjusting our valuation we probability weight the chance of the opposition (Labour/Greens)
winning the next election (50%) and the chance this proposal is implemented in the first
term. Given the complexity, potential for litigation and, therefore, time to implement there is
a possibility that such a policy may never be implemented (at the same time
acknowledging that one term governments are rare in NZ politics). As such we have
adopted a 70% chance of this policy being implement to probability weight the impact on
our TPW’s valuation of NZ$8.10.
A 5.6% reduction on our NZ$8.10 valuation results in a 12-month target price of NZ$7.65.
Due to share price underperformance we upgrade our rating to NEUTRAL (from
Underperform).
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Companies Mentioned (Price as of 22-Apr-2013)
Contact Energy (CEN.NZ, NZ$5.39, NEUTRAL, TP NZ$5.70)
Genesis Energy, LP (GEL.N, $45.96)
TrustPower (TPW.NZ, NZ$7.2)

First NZ Capital Disclosure Appendix
Important Global Disclosures
I, Jason Lindsay, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and
securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in
this report.
Price and Rating History for Contact Energy (CEN.NZ)
CEN.NZ
Date
17-May-10
17-Aug-10
05-May-11
06-Jul-11
22-Aug-11
14-Feb-12
08-Aug-12
14-Aug-12
27-Nov-12

Closing Price
(NZ$)
6.07
5.65
6.01
5.32
5.16
4.80
5.00
4.88
5.27

Target Price
(NZ$)
7.04
6.96
6.77
5.80
5.87
5.50
5.50
5.50

* Asterisk signifies initiation or assumption of coverage.

Rating
O
N
O
NR
O
*
O U T PERFO RM
N EU T RA L
N O T RA T ED

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including FNZC's total
revenues, a portion of which are generated by FNZC's investment banking activities.
See the Companies Mentioned section for full company names.
Price Target: (12 months) for (CEN.NZ)
Method: In setting our NZ$5.70 target price for CEN.NZ, we use:
We use a discounted cash-flow (DCF) method (with an equity beta of 0.79, a weighted average cost of capital of 8.6%, and a terminal growth value
of 1.5%) to value Contact Energy (CEN) which results in a current value of $6.30. Due to continuing uncertainty around the long-term future of NZAS
in New Zealand we have set our 12-month target price at NZ$5.70.
Risks: Risks to our NZ$5.70 target price for CEN.NZ are:
Key risks to our NZ$5.70 target price on CEN include the exit of NZAS from New Zealand.
As of the date of this report, First NZ Capital makes a market in the following subject companies (CEN.NZ).
To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important
disclosures regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research
analysts with FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the
NASD Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst account.
First NZ Capital ..................................................................................................................................................................................... Jason Lindsay
The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (CEN.NZ) within the past 12
months
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Credit Suisse Disclosure Appendix
The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's
total revenues, a portion of which are generated by Credit Suisse's investment banking activities

As of December 10, 2012 Analysts’ stock rating are defined as follows:
Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark*over the next 12 months.
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.
*Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractiv e, Neutrals the less attractive, and
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin Ame rican and non-Japan Asia stocks, ratings
are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark; Australia, New Zealand are, and prior to 2nd
October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return potential to its current share price and (2) the relative attractiveness of a
stock’s total return potential within an analyst’s coverage universe. For Australian and New Zealand stocks, 12 -month rolling yield is incorporated in the absolute total
return calculation and a 15% and a 7.5% threshold replace the 10-15% level in the Outperform and Underperform stock rating definitions, respectively. The 15% and
7.5% thresholds replace the +10-15% and -10-15% levels in the Neutral stock rating definition, respectively. Prior to 10th December 2012, Japanese ratings were
based on a stock’s total return relative to the average total return of the relevant country or regional benchmark.

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications,
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other
circumstances.
Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24
months or the analyst expects significant volatility going forward.
Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or
valuation of the sector* relative to the group’s historic fundamentals and/or valuation:
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favourable over the next 12 months.
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months.
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
*An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors.

Credit Suisse's distribution of stock ratings (and banking clients) is:
Global Ratings Distribution

Rating

Versus universe (%)

Of which banking clients (%)

Outperform/Buy*
43%
(53% banking clients)
Neutral/Hold*
39%
(47% banking clients)
Underperform/Sell*
15%
(40% banking clients)
Restricted
3%
*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, an d Underperform most closely
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the
market that may have a material impact on the research views or opinions stated herein.
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research and
analytics/disclaimer/managing_conflicts_disclaimer.html
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot
be used, by any taxpayer for the purposes of avoiding any penalties.
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the
target price method and risk sections.
See the Companies Mentioned section for full company names

The subject company (CEN.NZ) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of Credit
Suisse.
Credit Suisse provided non-investment banking services to the subject company (CEN.NZ) within the past 12 months
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Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (CEN.NZ) within the next 3
months.
Credit Suisse has received compensation for products and services other than investment banking services from the subject company (CEN.NZ)
within the past 12 months

Important Regional Disclosures
Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report.
The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (CEN.NZ) within the past 12
months
Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares;
SVS--Subordinate Voting Shares.
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit
http://www.csfb.com/legal_terms/canada_research_policy.shtml.
As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report.
Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
Credit Suisse has entered into a strategic partnership with First NZ Capital ("FNZC"). Pursuant to this agreement, Credit Suisse makes available to
its clients certain research produced by FNZC. Credit Suisse is not responsible for the content of such research and provides such research for
informational purposes only.
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.creditsuisse.com/researchdisclosures or call +1 (877) 291-2683.
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References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division. For more information on our structure, please use the
following link: https://www.credit-suisse.com/who_we_are/en/.This report may contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG or its affiliates
("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its
content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All trademarks, service marks and logos used
in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and
services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment
services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or
otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax adviser. Please note in particular
that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation
as to their accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such
liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the future
issue, other communications that are inconsistent with, and reach different conclusions from, the information presented in this report. Those communications reflect the different assumptions, views and
analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. CS may, to the extent
permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in the material
presented in this report. CS may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the
entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned or a related investment.
Additional information is, subject to duties of confidentiality, available on request. Some investments referred to in this report will be offered solely by a single entity and in the case of some investments solely
by CS, or an associate of CS or CS may be the only market maker in such investments. Past performance should not be taken as an indication or guarantee of future performance, and no representation or
warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to
change without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is
subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as ADR's, the values of which are
influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who
are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to,
spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in
this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your
original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such circumstances, you may be required to pay more money to support
those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily
realisable and it may be difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. This
report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no responsibility
for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS's own website material) is provided solely for your convenience and information and the content of any
such website does not in any way form part of this document. Accessing such website or following such link through this report or CS's website shall be at your own risk. This report is issued and distributed in
Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in the United Kingdom by The Financial Services Authority
("FSA"). This report is being distributed in Germany by Credit Suisse Securities (Europe) This report is being distributed in the United States and Canada by Credit Suisse Securities (USA) LLC; in Switzerland
by Credit Suisse AG; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A or its affiliates; in Mexico by Banco Credit Suisse (México), S.A. (transactions related to the securities mentioned in this
report will only be effected in compliance with applicable regulation); in Japan by Credit Suisse Securities (Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau
(Kinsho) No. 66, a member of Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial Instruments Firms Association;
elsewhere in Asia/ Pacific by whichever of the following is the appropriately authorised entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited, Credit
Suisse Securities (Thailand) Limited, having registered address at 990 Abdulrahim Place, 27 Floor, Unit 2701, Rama IV Road, Silom, Bangrak, Bangkok 10500, Thailand, Tel. +66 2614 6000, Credit Suisse
Securities (Malaysia) Sdn Bhd, Credit Suisse AG, Singapore Branch, Credit Suisse Securities (India) Private Limited regulated by the Securities and Exchange Board of India (registration Nos.
INB230970637; INF230970637; INB010970631; INF010970631), having registered address at 9th Floor, Ceejay House, Dr.A.B. Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777, Credit Suisse
Securities (Europe) Limited, Seoul Branch, Credit Suisse AG, Taipei Securities Branch, PT Credit Suisse Securities Indonesia, Credit Suisse Securities (Philippines ) Inc., and elsewhere in the world by the
relevant authorised affiliate of the above. Research on Taiwanese securities produced by Credit Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person. Research
provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should direct any queries on +603 2723 2020. This report has been
prepared and issued for distribution in Singapore to institutional investors, accredited investors and expert investors (each as defined under the Financial Advisers Regulations) only, and is also distributed by
Credit Suisse AG, Singapore branch to overseas investors (as defined under the Financial Advisers Regulations). By virtue of your status as an institutional investor, accredited investor, expert investor or
overseas investor, Credit Suisse AG, Singapore branch is exempted from complying with certain compliance requirements under the Financial Advisers Act, Chapter 110 of Singapore (the "FAA"), the
Financial Advisers Regulations and the relevant Notices and Guidelines issued thereunder, in respect of any financial advisory service which Credit Suisse AG, Singapore branch may provide to you. This
research may not conform to Canadian disclosure requirements. In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with
applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements.
Non-U.S. customers wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a transaction should do so only
by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S. Please note that this research was originally prepared and issued by CS for distribution to their market professional and
institutional investor customers. Recipients who are not market professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment
decision based on this report or for any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by
the FSA or in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available
upon request in respect of this report. CS may provide various services to US municipal entities or obligated persons ("municipalities"), including suggesting individual transactions or trades and entering into
such transactions. Any services CS provides to municipalities are not viewed as "advice" within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. CS is
providing any such services and related information solely on an arm's length basis and not as an advisor or fiduciary to the municipality. In connection with the provision of the any such services, there is no
agreement, direct or indirect, between any municipality (including the officials, management, employees or agents thereof) and CS for CS to provide advice to the municipality. Municipalities should consult
with their financial, accounting and legal advisors regarding any such services provided by CS. In addition, CS is not acting for direct or indirect compensation to solicit the municipality on behalf of an
unaffiliated broker, dealer, municipal securities dealer, municipal advisor, or investment adviser for the purpose of obtaining or retaining an engagement by the municipality for or in connection with Municipal
Financial Products, the issuance of municipal securities, or of an investment adviser to provide investment advisory services to or on behalf of the municipality. If this report is being distributed by a financial
institution other than Credit Suisse AG, or its affiliates, that financial institution is solely responsible for distribution. Clients of that institution should contact that institution to effect a transaction in the securities
mentioned in this report or require further information. This report does not constitute investment advice by Credit Suisse to the clients of the distributing financial institution, and neither Credit Suisse AG, its
affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from their use of this report or its content. Principal is not guaranteed.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
Copyright © 2013 CREDIT SUISSE AG and/or its affiliates. All rights reserved.

Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can
be eroded due to changes in redemption amounts. Care is required when investing in such instruments.
When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) from CS
as a seller, you will be requested to pay the purchase price only.
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