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It has certainly been a very eventful year. There has been plenty of activity and some gratifyinB
results. These results have been achieved in the face of some significant challenges.
It might be said that the energy scene is in a state of flux at present. I believe this is particularly so of
the electricity energy sector. On a nationwide basis consumption of electricity has been falling. ln
this district we have been protected to some degree from this by the ongoing expansion in the
viticulture industry. The electricity reticulation industry is very heavily regulated and lwill return to
this topic to try and show how these matters are influencing the thinking of the Trustees. However I
would first like to make mention of some matters of concern to the Trustees and to the Directors.
Unfortunately some public statements have been made that could overshadow some ofthe
impressive achievements the Company has made during the year ending 31st March 2015. Some of
those statements suggest to me that the structure of a company being owned by a consumer trust is
not fully understood. This is not surprising because it is a complex structure and one that even most
Trustees have to take time to get their heads around. Perhaps if we revisit some of the terms of the
Trust Deed, some statutory obligations and the implications of each of these, misunderstandings can
be cleared up.
The Trustees are elected by the consumers to represent the consumers as shareholders in

Marlborough Lines Limited. Once elected they are bound very strictly by the Trust Deed, the Trustee
Act and Trustee Law. One ofthe most fundamental duties of a Trustee is that he or she must
safeguard the interests of Allbeneficiaries of the Trust. A Trust Deed is not like your tennis club
rules. The only way to change core parts of a deed, such as classes of beneficiary, is by action to the
High Court. ln such an actiondlbeneficiaries must be represented. Hopefully the significance of this

will become apparent.
The consumers, both present and future are of course the beneficlaries of the Trust thus the

Marlborough Eledric Power Trust is a "Consumer Trust" and not a "Community Trust". The Trust
owns (on behalf of its beneficiaries) all of the shares in Marlborough Lines Limited. The Com pany can
only distribute money to its shareholders therefore can only distribute money through the Trust. The
beneficiaries of the Trust, pursuant to the Trust Deed, are firstly the consumers for the time being. In
other words those consumers who at any given point in time are connected to the Company's
network and second those named in the Trust Deed who will benefit in the future and at the end of
the life of the Trust- The Trustees have a responsibility at law to safeguard the interests of all of
these beneficiaries. Hopefully this explains the clear distinction between ownership by or on behalf
of the consumers and ownership by the community.
A statement was made by at least two members of the public that the Company should return some

(or all) of the capital profit from the OtagoNet sale to the consumers. As already mentioned, the
Company can only distribute money to and through the Trust and the Trustees can only distribute
money to beneficiaries. The consumers collectively receive approximately S10m a year by way of
discounts from the Company and capital distribution from the Trust. Since the Company was
established in 1993 these have totailed in excess of S100m. The Company therefore llreturning
money to the consumers every year.

As you are aware the Trust has in the past made grants

to community entities and hopefully will
continue to do so. ln making such grants the Trustees have always followed legal advice that an
essential ingredient of a grant is that the recipient is a consumer as defined in the Trust Deed.
However, the shares in Marlborough Lines Limited are the only investment the Trust has and the

only way it can get money is to draw a dividend from the Company. This is where the Trustees have
to balance their responsibilities as shareholders with their responsibilities to the beneficiaries under
the Trust Deed. The Energy Companies Act 1992 isthe statute which established energy distribution
businesses following the disestablishment of Electric Power Boards. Section 36 of that Act requires
that "The principal objective of an energy company shall be to operate as a successful business."
Clause 3.3 of the Trust Deed states that a major object of the Trust is "To encourage and facilitate
the Company in meeting its objective of being a successful business as required by Section 36 of the
Energy Companies Act 1992." Therefore the Trustees, when considering distributions from the Trust
must have regard to the impact drawing a dividend may have on the Company. lf the Company is not
a "successful business" there won't be any money to be had.
The provisions of the Trust Deed in relation to "Ownership Review" were changed during the year.

There was nothing sinister about this. The process previously had to be carried out every five years
at a cost of something in the order of $40,000 on each occasion. No submissions were received at
either of the last two five yearly reviews and only three (all in favour of the status quo) at the review
before that. The intention to make the changes was publicly advertised, as required by the Trust
Deed and the changes made in accordance with the provisions of the Deed. Consumers were invited

to make submissions and the Trust Deed requires that anyone who wishes to speak to their
submission be heard at a public meeting, Several letters of support were received but no
submissions were made. From memory nine people attended the public meeting in addition to the
Trustees. ln the circumstances the Trustees considered that this expenditure was hard to justify. lt is
important to note that "Ownership Review" has not been abolished. lt may still be set in motion by a
poll of 10% of the consumers. The Trustees' principal responsibility to safeguard the interests of the
beneficiaries of the Trust includes unnecessary expenditure.
The reason I make mention of these things is that some uniformed and misleading statements have
been very publicly made- lt concerns the Trustees that at no time did those making the statements
referred to speak to any of the Trustees or Directors or management of the Company before making

them.
The Trustees are precluded by the Trust Deed from being Directors (while also being Trustees) or

from taking part in the management ofthe company. The only influence they are able to exert is in
the approval of the Statement of Corporate lntent and the appointment of Directors. lt will be clear
from this that good communication between the Trustees and the Directors is essential for the very
good reason they each represent a facet of the Company. I am happy to report that the excellent
working relationship the Trustees have enioyed with the Directors in recent years continues. There
were four scheduled meetings held with the Directors during the year. There were also a number of
"special purpose" meetings at which the Directors kept the Trustees informed of progress in the
dealings with Eastern Bay of Plenty Trust regarding the sale of the shares in Horizon and in the
OtagoNet negotiations. There was full and frank discussion at these meetings. The negotiations of
both of these transactions were protracted affairs and as we now know they were both successfully
concluded with in excess of 5100m of capital profit being brought back to Marlborough.
lncome from the investments in Horizon, OtagoNet and Nelson Electricity played a significant role in
maintaining the discount and dividend to consumers. As already mentioned the Trustees are
precluded from taking part in management matters of the Company. However, in discussion with

the Directors the Trustees let it be known that they would like to see reinvestment satisfy several
criteria. These were that if possible, the investment should be made in Marlborough, the income
from any investment should enable the discount to be maintained at no less than the present level
and the nature of the investment should enable the Trustees to safeguard the interests of both the
present and future beneficiaries. You can see from this, and as already mentioned, the Trustees
must continually balance their responsibilities as shareholders in the Company with their
responsibilities to beneficiaries as Trustees under the Trust. lt could be said that they have to serve

two masters.
While it falls outside the year under review, from the outset the Directors briefed the Trustees on
the proposal to purchase a majority interest in Peter Yealands Wines. The reasons behind making
this investment were fully explained in the Company's recent quarterly newsletter which went out
toall consumers. lnthecourse ofthe briefings Directors made available to the Trustees on a
confidential basis, the assessment they had obtained. The Trustees then obtained their own
independent assessment of the proposal and were satisfied it met the criteria above set out.
lnvestment in energy distribution businesses at the present time is challenging. Historically the
company, has made its money by "delivering electricity" and by investment in other similar
companies. As already mentioned the sector is now very heavily regulated by the government. The
return on capital allowed by the Commerce Commission is making it increasingly difficult for energy
distribution companies to maintain capital expenditure and maintenance programmes to a
satisfactory level and give a return to consumers. lt should be noted the Commission has its own
version of the value of a company's assets. The Company is also bound by law to deliver electricity to
consumers even in circumstances where the cost to the company to do so, far exceeds any revenue
it may earn from that delivery.
While electricity consumption in the non-domestic sector in Marlborough continues to grow
(contrary to the national trend) this is not the case with the domestic sector. There are a number of
reasons for this including more energy efficient homes, buildings and appliances and the increased
use of distributed generation such as solar panels. Buyer resistance at the ever increasing cost of
electricity might also play a part. Lines charges have increased by 78% in the aggregate since 1993
while electricity costs by 175% during the same period.
The reason I raise these things is that regulation is inhibiting the Company's core income. We are a
long way from domestic consumers in particular being able to economically go "off grid" thus

connection to the local network will be required for the foreseeable future in spite of falling
consumption. Unfortunately the Company cannot maintain the network to handle a lesser average
demand. Peak demand will always be the same and the network must be designed and maintained
is not unlike those massive culverts you see on the West Coast with only a
going
trickle of water
through them; most of the time. This scenario will inevitably lead to fixed
charges. Diversifying investment into unregulated sources will enable income from those sources to
act as a buffer against this for consumers. Present rates on bank term deposits or the rate on
managed funds would not help us much for this.

to handle that load. lt

Another matter which is not part of the year under review but is customarily mentioned at this stage
is the annual appointment of Directors. Messrs lvan Sutherland, Peter Forrest and Philip Robinson
were appointed as Directors at the Annual General Meeting of the Company in September.
The Trustees have struggled over the years to find how best to communicate with the consumers

they represent. Not all consumers live in Marlborough and of those who do many do not subscribe

to the "Marlborough Express". Where advertising of a matter is required the Trustees have adopted
the practice of advertising in "The Sun" and "The Saturday Express" as these publications go into
every household. The Company's quarterly newsletter "Connections" also goes to every consumer
and does help with current matters but we always hear from people who haven't heard or did not
see the advertisement. There is no easy answer to this but to try and bridge the information gap we
now have our own website. www.mept.co.nz. Besides current information this site helps clarify the
respective roles of the Company, the Directors and the Trustees.
ln closing I wish to thank the Chairman of the Board of Directors David Dew for his part in
maintaining the information flow and Managing Director, Ken Forrest who always makes himself
available to patiently explain technical matters for those of us who are not very clever in these

things
Perhaps because of my background I have always believed in the importance of "Trustee education"
programmes. This is important because the legal responsibilities of Trustees are complex. The
importance of such programmes has again been highliBhted by the passage of the Health and Safety

legislation recently. We held a half day workshop on this rather frightening topic earlier this year.
To my fellow Trustees, thank you for the work you have put into the deliberations during the year.

There has certainly been plenty of challenges but all of the Trustees are dedicated to retaining the
Company in local consumer ownership. They also hope to see the Company grow for the benefit not
only of its consumers but for the benefit of the region. Malcolm Aitken and lan Martella in particular
as the newest of the Trustees had a very steep learning curve but have both handled the task well.
There has been plenty of robust debate but the Trustees, because of the nature of their office can

only "speak with one voice". We have not had to resort to violence.
Finally the thanks of all of the Trustees to our Secretary Brenda Munro and to Michelle Alexander
and Alice Stone for thei. support work.

Ross lnder.

chairman
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