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Welcome

In 2018 the average working
capital cycle of the sampled
companies increased to 57.5
days. A breakdown of DWC
into its components shows
theincrease in DIO across
five of the eight sampled
sectors was compounded
by a hastening of supplier
payments and slower
customer collections.

An increasing number of
sectors in New Zealand
appear to be faced with
structural “funding gaps”,
where companies pay their
suppliers more quickly

than they receive payment
from their customers. The
structural funding gap
appears common inboth
New Zealand and Australia
for companiesinthe
Construction & Engineering
and Transport & Distribution
sectors.

Welcome to the McGrathNicol New Zealand Working Capital Report 2018.

This report profiles the working capital performance of a sample of 133 New
Zealand domiciled companies (including 38 listed onthe NZX) across the
Building Products, Construction & Engineering, Food & Beverage, Leisure,
Mining & Resources, Retail, Transport & Distribution and Utilities sectors.

The combined revenues of the companies included in this reportis $99.7 billion.
The information is based on the companies' most recent results compared to
the results for the same periodin the prior two years.

Overall average working capital days increased from 2017, however, results vary
across companies within each sector, and between sectors, with three of the
eight sectors we analysed showing a decrease in average working capital days.

The following pages include our analysis for each sector, comparing the trends
inNew Zealand to those reported in Australia by McGrathNicol Advisory
Australia.

We focus on assisting businesses to increase cash flow by implementing
practical and effective procedures to forecast, track, save and generate cash.
We help businesses to improve their working capital cycles and give them the
tools to sustain improvements. To discuss this report or how we can help your
business, please contact amember of our team.
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Summary

As shown inthe table below, DWC averaged over the full sample
rose by 0.9 days to 57.5 days. This was primarily driven by an
increase ininventory cycle with days inventory outstanding (DIO)
increasing for five of the eight industry sectors to an average of 70
days, a0.9 day increase.

Thelargest DIO increases arose within the Building Products and
Mining & Resources sectors reflecting the rising inventory levels
for these sectors occurring over the period. Construction and
engineering also incurred a significant increase in DIO despite
three of the eight sampled companies in that sector showing a
reduction, which indicates that significant competitive advantage
can be gained by implementing good WIP management.

Overall, management teams appear to have reduced focus on
cash retention as sampled companies have tended to pay their
suppliers faster, decreasing days payable outstanding (DPO) by an
average 1.4 days.

This was compounded by an average 0.2 day decrease in days
sales outstanding (DSO) as customer collections worsened.

The Mining & Resources sector also had the largest increase in
average DWC, largely due to the sector experiencing anincrease
in DSO as customers continue to push for extended payment
terms.

The biggestimprovement in DWC was in the Food & Beverage
sector, bucking the trend with improvements in customer

Average DWC by sector
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collections. DIO in this sector has increased overall, despite some
significant reductions observed within the Alcoholic Beverage
sector.

In Australia, the DWC of sampled companies increased 0.5 days
to 48.7 days, with a further c. A$691 million of cash now tied up in
working capital.

Four of the eight sectors sampled experienced a structural
“funding gap", where companies pay their suppliers more quickly
thanthey receive payment from their customers (Construction &
Engineering, Food & Beverage, Mining & Resources and Transport
&Distribution). For the Mining & Resources sector the average 5.5
day gapis new, following a 13.4 day increase from 2017, driven by
its significant increase in DSO.

In Australia, three of the nine sectors sampled experienced a
structural "funding gap" (Construction & Engineering, Media

and Transport & Distribution). This gap almost doubled for

the Transport & Distribution sector due to the compounding
impact of longer customer collection cycles and shorter supplier
payment cycles in 2018. The Transport & Distribution sectorin
New Zealand also saw this gap widen, but at a lower rate, with
payment cycles partially offsetting the increased collection cycles.

The following pages provide a breakdown by sector relative to the
prior years, including comparisons to Australia.
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Building Construction & Food & Leisure Mining & Retail Transport Utilities Full
Products Engineering Beverage Resources & Distribution sample
DWC at 30 June (or latest available)
" 2016 w2017 w2018
Summary sample
Days 2016 2017 2018 Change DSO = Days sales outstanding (debtors)
DSO 40.5 42.6 42 .4 (0.2) DIO = Days inventory outstanding (inventory held)
DIO 715 69.1 700 0.9 DPO = Days purchases outstanding (creditors)
DPO 498 516 50.2 (1.4) DWC = Days working capital (net working capital)
DwWC 555 56.6 57.5 0.9

For details of the basis of preparation and calculations, see pages 19 - 20.



Building Products

Tighter debt
reduced DWC

tended terms with




The Building Products sector benefited
from a continuation of high levels of
building activity in 2018, albeit with
growthin the sector showing signs of
slowing down. This resulted in revenue
for the sampled companies remaining
relatively steady, but with 60% of the
sampled companies experiencing
reductionsin EBITDA, attributable to
an inability to pass on rising energy and
supply chain costs to customers.

Overall, average DWCin 2018 was

65.9 days, an improvement of 2.3 days
resulting from increased DPO and
reduced DSO being offset by increased
inventory levels.

Thereductionin DSOis reportedly the
result ofimproved collection efforts
whichis unsurprising, giventhat a
number of recent high profile failures in
the construction sector will be making
companies in the Building Products
sector consider the recoverability of their
debtors balances.

Anincrease of 5.6 days in average DPO
to 54.7 days suggests that the squeeze
by suppliers on payment termsin 2017

has been reversed.

Theincreasein DIO by 4.9 days to 87.3
days suggests that suppliers may have

compensated for longer payment terms
by oversupply and/or softening demand.

Inventory management in the Building
Products sector is always challenging,
with high levels of working capital
investment being required to service the
demands of large construction projects
(which can suffer significant timing
delays due to funding and resource
constraints) as well as the continuous
and immediate demands of a broad
trade and DIY customer base.

In Australia, strong eastern seaboard
construction activity drove growthin
the Building Products sector, with 91%
of the sample reporting anincrease in
revenue and 64% reporting anincrease
in EBITDA. Interms of working capital
performance, average DWC fellby 3.8
daysto 63.3 daysin 2018, driven by
shorter supplier payment cycles as
sector participants compete to secure
raw materials.

Steel & Tube Holdings Limited has been
excluded from the 2018 sample due

to an inventory management system
upgrade in FY18 resulting in a significant
write off of non-existent stock fromits
balance sheet which creates an artificially
significant movement in DIO.

Selection of companies - Building Products

Days

Tasman Steel Metro Methven
Holdings Performance
Glass

Fletcher CSR Building Peer group
Building Products (NZ) average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“SKU reduction of 43%
has supported simplified
operations and delivered
better inventory and
working capital turns.”

Methven Limited
FY18 Annual Report

Building Products

Days 2016 2017 2018 Change
DSO 424 450 422 (2.8)
DIO 76.2 824 873 49
DPO 53.1 49.1 547 5.6
bDwcC 595 682 659 (2.3)

Best & Worst

Days Best Worst Spread
DSO 108 726 61.8
DIO 20.6 1579 137.3
DPO 949 150 79.9
DWC 17.8 103.5 85.7

Fletcher Building

Days 2016 2017 2018 Change
DSO 553 592 628 3.6
DIO 798 824 819 (0.5)
DPO 509 496 503 0.7
DWC 770 848 888 4.0
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The Construction & Engineering sector
continued to benefit from increased
activity levelsin 2018 with 63% of
sampled companies experiencing
growthin revenue, however only 38%
of companies in the sample improved
EBITDA, due to tight marginsin a
capacity constrained cycle with a high
number of construction disputes.

There has also been a number of
construction company failures this year,
including Orange H (formerly Hawkins)
and Ebert, emphasising internal
pressures in the sector.

The average DWC of our sampled
companies increased by 0.7 days to
61.7 daysin 2018, with only 38% of the
sample showingimprovements. The
DWCincrease was driven by an average
1.9 days increase to creditor cycles
(higher DPQO) offset by an average 4.1
day increase to inventory days. This

suggests that there is further room
forimprovement in the management
of WIP and its conversion to billings
(ultimately cash) with only 38% of the
sample reducing inventoryin 2018.

The sector generally operatesinan
environment where suppliers are paid

much faster than payments are received
from customers under what are complex

contracts. This reinforces the need for
very efficient contracting, billing and
collection processes and procedures.

Without these, market participants may

come under liquidity pressure.

In Australia, the sector also continued

to benefit fromincreased activity levels

with 81% of the sampled companies
experiencing growth in both revenue
and EBITDA. The average DWC of the
sampled companies fellby 4.6 days

10 60.7 daysin 2018, with 56% of the
sample showing improvements.

Selection of companies - Construction & Engineering
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100

Days

Delta Utility FultonHogan  Opus International Downer New  Calibre Consulting Peer group
Services Consultants Zealand average

DWC at 30 June (or latest available)

= 2016

= 2017 =2018

“The exit of Fletcher
Building from the market
leaves a gap in construction
sector firms operating in
the “vertical construction”
sector with a large enough
balance sheet to take on
construction projects of
that magnitude.”

Rider Levett Bucknall, New Zealand
Trends In Property And Construction
Report — Second Quarter 2018

Construction & Engineering

Days 2016 2017 2018 Change
DSO 609 620 618 (0.2)
DIO 259 259 300 4.1
DPO 274  29.1 31.0 1.9
DwWC 606 610 617 0.7

Best & Worst

Days Best Worst Spread
DSO 26.2 104.7 78.5
DIO = 924 924
DPO 831 30 80.1
bDwcC 24.1  108.1 84.0

Fulton Hogan

Days 2016 2017 2018 Change
DSO 452 582 433 (14.9)
DIO 291 228 173 (5.5)
DPO 580 831 678 (15.3)
DWC 288 241 132 (109)
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Overall, average Food & Beverage sector
DWC fellmarginallyin 2018 by 1.8 days
t0 98.9 days. This was the result of
decreasing DSO (customers paying
sooner) offset by increasing inventory
holdings and a slight decrease in DPO.

This sector is often considered
separately as two sub-sectors, Alcoholic
Beverages and Food & Non-Alcoholic
Beverages, due to Alcoholic Beverages
having much longer DIO (products
typically need to ferment or mature).
Significant reductions in the value of
inventory amongst some of the alcoholic
beverage companies sampled has
reduced the DIO gap inrecent years
from 244.2 daysin 2016t0 237.7in
2018.

DWC of food & non—alcoholic beverage
companies sampled (both including and
excluding dairy) remained steady.

Excluding dairy, revenue of the sampled
companies in the Food & Non-Alcoholic
Beverage sectorincreased 6.6% from
$11.1 billionin 2017 to $11.8 billionin
2018, but with total EBITDA remaining
steady.

Dairy continues to be the single largest
contributor by revenue (68%) to the

Food & Non-Alcoholic Beverages sub-
sector. All seven of the dairy companies
sampled reported an increase in revenue
following relatively steady dairy prices in
the year to June 2018. Five of the seven
sampled converted thisinto increased
EBITDA.

The a2 Milk Company has again
produced impressive results,
approximately doubling its EBITDA while
reducing DWC by 19.5daysto 25.1

days (based on the methodology used
in this report), whichis now the lowest
level of all dairy companies sampled.
The decrease in DWC was driven by a
22.5 day decrease in DSO, the result

of improved terms with its customers,
and a 9.1 day decrease in DPO, offset by
increases in DIO to allow for inventory
levels which are reported to be more
sustainable.

In Australia, Food & Beverage DWC
increased by 2.6 days to 95.9 days. This
was primarily due to anincrease in DIO
offset by a decrease in DPO. A significant
disparity between sampled companies
was also observed in Australia with some
companies displaying considerable DWC
improvements.

Selection of companies - Food & Beverage

Pernod Ricard Kura Fonterra
Winemakers New Co-operative
Zealand Group

The a2 Milk Independent Peer group
Company Liquor (NZ) average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“The cash position
continued to improve along
with revenue, earnings
and working capital
efficiencies... Working
capital benefited from
improved terms with a
number of customers. This
was partially offset by a
planned increase in infant
formula inventory of $35.7
million as the Company
built progressively to more
sustainable levels during
the year.”

The a2 Milk Company Limited
FY18 Annual Report

Food & Beverage

Days 2016 2017 2018 Change
DSO 506 550 528 (2.2)
DIO 1185 1135 1143 0.8
DPO 478 488 485 (0.3)
bwcC 96.9 1007 989 (1.8

Best & Worst

Days Best Worst Spread
DSO 6.4 127.4 121.0
DIO 7.6 448.3 440.7
DPO 1215 7.7 113.8
bDwcC (6.8)  350.1 356.9

The a2 Milk Company

Days 2016 2017 2018 Change
DSO 470 484 259 (22.5)
DIO 95.3 36.3 51.1 14.8
DPO 67.0 436 52.7 9.1
DWC 63.2 44.6 251 (19.5)




L eisure

Lower DPO drives an increase in average DWC.




The Leisure sector is driven by consumer
confidence, discretionary spending and
inbound tourism.

Despite consumer confidence declining
somewhat inthe second half of 2018*,
tourism has remained strong, with
international visitor arrivals into New
Zealand hitting another record high of
3.8 million in the twelve months ended
30 September 2018, up 3.6% onthe
corresponding prior period. This is
reflected in accommodation providers'
annual revenues increasing by 6.6%.

Increases in leisure consumer spend
has resulted in revenue and EBITDA
for the companies sampled in this
sectorincreasing 10.0% and 12.4%
respectively, with only one sampled
company, Roadshow Entertainment
(NZ), incurring an EBITDA decline (due
largely to a 17.4% decline in sales).

The companies sampled in this sector
operate arange of business models, with
widely varying inventory and payables
cycles, however DSO tends to be among
the lowest of any sector, with alarge
portion of sales being on a cash basis.

Selection of companies - Leisure

In 2018, average DWC across the
sampleincreased by 2.6 daysto 7.3
days. This was driven by a reduction
in DPO of 18.6 days, largely the result
of DPO days reductions occurringin
Skyline Enterprises and Roadshow
Entertainment (NZ).

Roadshow Entertainment (NZ)'s period
end creditors reduced by 66% requiring
an extra $2m of cash to be invested
inworking capital. Thisis a reversal

of 2017'sincrease indicating a more
sustainable level for the company.

Skyline Enterprises has produced
strong performances in recent periods
with revenue, gross profit and EBITDA
allincreasing by over 10% in the last
period. From a working capital viewpoint
however, DPO has reduced resultingin
an extra $1.2m of working capital being
used during the period in the reduction
of trade payables.

*Consumer confidence declined
significantly in the latter half of 2018, the
impact of which we are likely to observe
in the sampled companies' 2019
financial years.

25

Days

SKYCITY Dynasty Skyline
Entertainment Hotel Group Enterprises
Group

ID Tours New Zealand Peer group
New Zealand Racing Board average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“It would be a false
economy to delay or stage
the builds required to
provide the capacity and
services that a continually
increasing and demanding
market requires. The
customer experience
would certainly suffer

with today's increasingly
empowered consumer
making this known."”

Skyline Enterprises Limited
Chairman's Report
FY18 Annual Report

Leisure

Days 2016 2017 2018 Change
DSO 190 145 138 (0.7)
DIO 26.9 25.7 258 0.1
DPO 745 890 704  (18.6)
DWC 120 47 7.3 2.6

Best & Worst

Days Best Worst Spread
DSO 54 22.8 17.4
DIO = 140.0 140.0
DPO 299.5 32 296.3
bDwcC (10.8) 199 30.7

Skyline Enterprises

Days 2016 2017 2018 Change
DSO 10.3 10.2 12.1 1.9

DIO 360 369 359 (1.0
DPO 365.0 3737 299.5 (74.2)
bDwcC (16.7) (18.3) (108) 7.5
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Mining & Resources

Extended DSO and higher DIO drove an increase in average DWC.




Gross profitincreased for seven of the
eight companies sampled but only five
reported anincrease in EBITDA. The
dramatic EBITDA reduction of 31.7%
for the sampled companies from $725
million to $495 million was largely the
result of the movement in derivative
instruments held by New Zealand
Aluminium Smelters Limited.

Gross profitincreases reported are
significantly greater than resultant
increases in EBITDA for our sampled
companies indicating that the focus
on cost reduction initiatives reported
in 2016 and 2017 have notbeen as
effective as planned.

Only three of the eight sampled
companies reduced their DWCin 2018
with the average DWC increasing to 44.7
daysin 2018, anincrease of 18.8 days.
This DWC increase was driven by longer
terms being extended to customers,
raising DSO by 8.3 days to 54.1 days,
alongside reductions in DPO. Thisis
slightly offset by a decrease in DIO.

Backed by a fixed energy contract lasting
until 2030 and consistently higher
aluminium prices in recent years, New
Zealand Aluminium Smelters Limited
announced the re-opening of its fourth
smelting potline at Tiwai Point at the
beginning of May 2018 which s likely to
furtherincreaseits DIO.

In Australia, a strong performance
among sampled companiesin

2017 continuedinto 2018 with 93%
delivering anincrease in revenue, and
79% reporting anincrease in EBITDA.
Tightening margins appeared to be the
result of increased energy costs.

DWCincreased an average of 2.3 days to
40.9 days, although average DWC results
were skewed by large swings in a small
number of the companies sampled.
Conversely to New Zealand, sampled
companies in Australia managed to
maintain a relatively short customer
collection cycle with average DSO of
32.9days.

Selection of companies - Mining & Resources

120

100

Days

New Zealand Methanex Simsmetal
Aluminium New Industries
Smelters

Bathurst New Zealand Peer group
Resources Oil & Gas average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“The potline’s been off
for just over six years

and we've never given

up hope that we would
get the circumstances to
turn it back onagain. It's a
pretty important day for
us... Restarting Line 4 will
create up to 32 skilled jobs
in Southland, as well as
boosting production by a
further 85 tonnes of metal
aday.”

New Zealand Aluminium

Smelters Limited
1 May 2018 media statement

Mining & Resources

Days 2016 2017 2018 Change
DSO 413 458 541 8.3

DIO 340 327 324 (0.3)
DPO 51.7 59.2 486 (10.6)
DwWC 286 259 447 18.8

Best & Worst

Days Best Worst Spread
DSO 6.4 117.2 110.8
DIO 104 582 47.8
DPO 1223 83 114.0
bDwcC (22.0) 865 108.5

New Zealand Aluminium Smelters

Days 2016 2017 2018 Change
DSO 876 953 871 (8.2)
DIO 51.8 51.7 58.2 6.5
DPO 40.5 57.3 59.1 1.8
bDwcC 956 913 865 (4.8)
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Retail

Retailers’working capital positions have worsened, on
average, with stretching by debtors and a squeeze by
creditors in a growing New Zealand market.




FY18 real retail growth was strong at
3.8% (nominal 5.3%), outpacing the
broader economy for the fourth year

ina row, with GDP growing 2.7%. The
ability to convert growth in sales into
growthin EBITDA has been variable
among our sampled companies with just
1.2% growth in accumulated EBITDA,
suggesting growth in sales has been
achieved through discounting.

The average DWC for the sampled
companies increased by 2.6 daysin 2018
to 45.3 days, a significant worsening
against 2017. This was driven primarily by
anincreasein DSO, up 2.5daysto 23.7
days, aswellas anincrease in DIO of 1.3
days offset by improvements in DPO.

Comparedto FY17,FY18 saw fewer
retail failures (Topshop, Andrea Moore,
Meccano, The Native Plant Nursery),
following some tough years for the
sector. Despite a growing overall market
though, retail remains a very competitive
industry whichis likely to continue with
Amazon's arrival into Australiaimpacting
businesses on both sides of the Tasman
and consumer confidence in New
Zealand falling.

Selection of companies - Retail

160

Inventory is usually the most significant
working capital item on a retailer's
balance sheet. Effective inventory
management is a key success factorin
the sector. Average movements in DIO
worsened across our sample despite
67% of those sampled improving DIO
metrics. This disparity highlights the
potential for competitive advantage
through best practice inventory
management.

New Zealand retailers continued to delay
payments to suppliers, or negotiate
better terms, as DPO increased againin
201810 47.5 days.

In Australia, the overall retail market has
struggled to convert strong rates of
increased sales into similarly strong rates
ofincreased EBITDA, suggesting growth
in sales has been partially reached by
discounting, with a limited ability to pass
on costs to consumers. Retail DWC
increased in Australia, by 0.8 days to

46.8 days, this was largely the result of
anincrease in DIO, partially offset by an
increase in DPO.

Days

Michael Hill Lion Liquor The Warehouse
Group

Restuarant Kathmandu Peer group
Brands New Holdings average
Zealand

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

"A major focus of
business activity and

the transformation
programmes is to
continually improve

the way we manage

our working capital,
ranging from inventory
management practices
through to supplier trade
payment terms. Levels
of working capital have
increased over time with
the increased scale of
the Group; however, we
expect this toreducein
the future as the impact of
transformation initiatives
is realised.”

The Warehouse Group
Financial capital review
FY18 Annual Report

Retail

Days 2016 2017 2018 Change
DSO 20.8 21.2 23.7 2.5

DIO 100.7 956 969 1.3
DPO 44.2 464 475 1.1
DWC 447 427 453 2.6

Best & Worst

Days Best Worst Spread
DSO = 148.5 148.5
DIO 31 336.0 3329
DPO 2290 168 212.2
bDwcC (9.9) 1491 159.0
The Warehouse Group

Days 2016 2017 2018 Change
DSO 14.3 55 56 0.1
DIO 93.1 885 954 6.9
DPO 406 411 429 1.8
DWC 49.7 375 407 3.2
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Transport & Distribution

Average DWC across our sample increased by 3.3 days
to 31.4 days, driven primarily by a 4.6 day increase in time
taken to collect from customers.




Despite declines in business confidence
making transport and distribution
market participants cautious, 82% of
our sample reported increased revenues
in 2018 and 64% reported increased
EBITDA. A bounce back from the slowing
growthreportedin 2017.

Average DWC across our sample
increased again, by 3.3 days to 31.4 days,
driven primarily by a 4.6 day increase in
DSO, offset partially by a 1.9 day increase
in DPO.

Transport & Distribution is a demanding
industry, balancing critical suppliers
with demanding customers. As such,

a structural "funding gap” often occurs
(suppliers offering shorter terms than
those being offered to customers)

asis apparentin all of our sampled
companies.

In this environment, after term
negotiations, managing debtor
collection becomes critical to ensure no
further slippage occurs. The "funding
gap" widened for 64% of our sampled

companies indicating either poor debt
collection for these companies or
potentially a weakening negotiation
position for industry participants.

A high degree of up-front capex is
required in this sector, with capex delays
to boost short term cash flows having
serious consequences in the future. Toll
Group (NZ)'s investmentin a new freight
forwarding site is a strong example

of putting capex first with other large
market participants also continuing to
invest heavily.

In Australia, Transport & Distribution
DWC alsoincreased, by 6.4 days to 50.6
days. Similarly, the majority of companies
sampled by McGrathNicol Australia have
a structural "funding gap” and c75% of
those companies have experienced that
gap wideningin 2018.

KiwiRail Holdings Limited has been
excluded from the 2018 sample due to
the delayed release of its FY18 annual
integrated report.

Selection of companies - Transport & Distribution

45

Days

Fliway Group Freightways Mainfreight

TollGroup (NZ)  Kuehne + Nagel Peer group
average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“Our investment in
technology continues to
strengthen our efficiency
and productivity, providing
data and statistics that
allow us to deliver greater
quality while providing
transparency for our
customers, providing
them with an extra

layer of intelligence as
well as critical supply
chain information.

Capital expenditure on
Information Technology
was $17.7 million in this
past year and s likely to be
a similar amount over the
next two years."”

Mainfreight Limited
FY18 Annual Report

Transport & Distribution

Days 2016 2017 2018 Change
DSO 46.5 47.7 52.3 4.6

DIO 1.8 1.5 1.8 0.3
DPO 30.3 28.7 30.6 1.9
DWC 26.2 28.1 314 3.3

Best & Worst

Days Best Worst Spread
DSO 382 680 29.8
DIO = 6.7 6.7
DPO 48.5 115 37.0
bDwcC 93 46.3 37.0

Toll Group (N2)

Days 2016 2017 2018 Change
DSO 379 415 419 0.4

DIO 0.4 0.5 0.6 0.1
DPO 39.2 415 24.0 (17.5)
DWC 3.7 56 21.1 15.5

16






Electricity pricing in New Zealand

has come under firein 2018 with the
Electric Price Review being undertaken
and initially finding that, under current
pricing structures, a significant number
of households fallinto the category of
“energy hardship”.

Hydrology is paramount to generation
in New Zealand with relatively
unpredictable floods and droughts
contributing to an extremely volatile
wholesale electricity market. Hydro
generation was once again variable, with
record generation reported in some
Waikato sites and dry spells and plant
issues impacting production elsewhere.
Overall, wholesale prices have risen
dramatically since mid 2017.

Increasing weather severity overall
isimpacting overhead distribution
networks, with distributors maintaining
large overhead networks considering
the cost effectiveness and consumer
appetite for significant capital
expenditure weatherproofing their
distribution networks.

Selection of companies - Utilities

30

Driven by rising aluminium prices, the
re-opening of the fourth smelting
potline at Tiwai Point (New Zealand's only
aluminium smelter that uses ¢.12% of
national electricity generation) gives a
positive indication of along-term future
for one of the major components of
New Zealand's energy market. Another
major component, Genesis Energy’s
Huntly power station, appears likely to
remain open albeit with coal as a fuel
source being wholly replaced by 2025.
Gasis the likely substitute but long
term gas supplies have been brought
into question with parliament passing

a billbanning new offshore oil and gas
explorations.

Average DWC across our sample
decreased by 2.6 days to 14.7 days,
driven primarily by improvements in DSO
and DIO of 3.4 and 2.6 days respectively,
offset by increases in DPO.

The performance of our sampled
companies was strong overall with
94% and 89% of sampled companies
improving revenue and EBITDA
respectively.

Days

Contact Energy Genesis Mercury NZ

Energy

Trustpower Meridian Energy Peer group
average

DWC at 30 June (or latest available)

= 2016

= 2017 = 2018

“The delivery of
Contact's operational
efficiencies, the quality
of the generation assets
and the strength of the
balance sheet have given
the Board confidence

in the business's ability
to generate cash flow,
despite the inevitable
short-term earnings
swings with changes in
hydrology illustratedin
this year's result.”

Contact Energy Limited
Chairman’s Review
FY18 Annual Report

Utilities

Days 2016 2017 2018 Change
DSO 382 398 364 (3.4)
DIO 198 193 167 (2.6)
DPO 67.7 68.7 65.63 (3.4)
bwcC 186 173 147  (2.6)

Best & Worst

Days Best Worst Spread
DSO 13.7 62.4 48.7
DIO = 109.5 109.5
DPO 1131 29.1 84.0
bDwcC (16.8) 57.6 74.4

Genesis Energy

Days 2016 2017 2018 Change
DSO 350 421 36.3 (5.8)
DIO 20.9 18.1 13.3 (4.8)
DPO 421 388 357 (3.1)
bDwcC 202 250 175 (7.5)
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Basis of preparation

Data used in this survey has been
sourced from the S&P Capital IQ
platform and annual accounts.

Peer group classification

The Building Products, Construction &
Engineering, Food & Beverage, Leisure,
Mining & Resources, Retail, Transport
& Distribution and Utilities peer group
samples underpinning this report have
been selected according to the Global
Industry Classification Standards
("GICS") listed in the table opposite.

Accounting periods

Financial informationin this survey
draws on the most recently published
accounts as at 1 February 2019 (i.e.
the most recently published financial
information prior to this date has
beenused).

Sector summary (bubble size = revenue NZ$b)

140

Peer group sample

GICS groups included

Building Products

Building Products

Construction Materials

Household Durables

Paper and Forest Products

Steel

Trading Companies and Distributors

Construction & Engineering

Aerospace and Defense
Construction and Engineering
Electrical Equipment

Machinery

Trading Companies and Distributors

Food & Beverage

Beverages

Food and Staples Retailing
Food Products

Personal Products

Leisure

Hotels, Resorts and Cruise Lines
Movies and Entertainment
Casinos and Gaming

Road and Rail

Mining & Resources

Metals and Mining
Oil, Gas and Consumable Fuels

Retail

Food and Staples Retailing

Multiline Retail

Restaurants

Specialty Retail

Trading Companies and Distributors

Transport & Distribution

Air Freight & Logistics
Road and Rail
Transportation Infrastructure

Utilities

Construction and Engineering
Electric Utilities

Independent Power and Renewable
Electricity Producers

Multi-Utilities

Water Utilities

The full peer group samples are included on pages 21 - 25.
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Basis of preparation

Source data

This publication contains high level
financialinformation sourced from

the S&P Capital IQ database of the
latest available financial statements of
New Zealand domiciled entities. The
information contained hereinis based
on sources we believe reliable, but we do
not guarantee its accuracy, and it should
be understood to be general information
only. The informationis not intended

to be taken as advice with respect to

any specific organisation or situation
and cannot be relied upon as such.
McGrathNicol accepts no responsibility
for errors or omissions in financial
information underpinning this publication,
nor the loss of any person arising from
use of or reliance on information herein.
Allreaders of this publication must make
their own enquires or obtain professional
advice inrelation to any issue or matter
referred toin this publication.

Limitations

McGrathNicol acknowledges that at the
level of detail applied, the analysis has
limitations, some of which are noted
below. For this reason, the analysis
focuses on performance relative to the
prior period, rather than in absolute terms
against peers.

Days sales outstanding

Debtorsinclude GST, while sales do not.
To the extent that a company makes
more or less of its sales in New Zealand
(or another jurisdiction that levies a
consumption tax), results will vary.

Days inventory outstanding

To the extent that a company has more
orless labour included inits cost of sales,
results will vary.

Days purchases outstanding

Creditors include GST, while cost of
sales donot. To the extent thata
company acquires inventory or input
services in New Zealand (or another
jurisdiction that levies a consumption
tax), results will vary. In addition, to

the extent that there has been an
accounting adjustment that has
affected a company's sales, purchases,
debtors, inventory or creditors, this has
not beenisolated in the analysis and
will be reflected as a change in working
capital.

Calculation methodology

The working capital metrics referred
tointhis report have been calculated,
as follows:

DSOis the number of days' worth of sales
represented by the outstanding debtors
at the relevant calculation date. The
calculation usedin this survey is:

Debtors
DSO = X 365

Sales

Alow DSO metricis desirable and
indicates that it takes a relatively low
number of days for acompany to collect
debtors.

DIOis the number of days' worth of
purchases represented by the inventory
balances at the relevant calculation date.
The calculation used in this surveyis:

Inventory
DIO = x 365

Cost of Sales

Alow DIO metricis desirable and indicates

arelatively high turnover of inventory.

DPOis the number of days’ worth

of purchases represented by the
outstanding creditors at the relevant
calculation date. The calculation usedin
this surveyis:

Creditors
DPO = X 365

Cost of Sales

Alow DPO metricindicates that it takes
fewer days for acompany to pay its

trade creditors. A high DPO is desirable
from a cash flow and working capital
management perspective, but can be an
indicator of tight liquidity and the cause of
strained supplier relationships.

DW(Cis a relative measure of total
working capital tied up in a company
relative to sales. The calculation usedin
this surveyis:

Debtors + Inventory
- Creditors
DWC =

X 365
Sales

Alow DWC metricis favourable as it
indicates alow level of working capital
relative to the size of the business.
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Findings

Building Products
DSO DIO DPO DWC
Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018
Alesco New Zealand Limited 424 463 425 | 703 1040 1206 | 622 761 949 | 470 597 545
Assa Abloy New Zealand Limited 765 980 726 | 589 543 683| 387 390 407 | 895 1075 897
Atlas Resources Limited 416 409 394 | 225 235 206| 667 700 767 | 246 238 178
Avon Pacific Holdings Limited 380 276 333| 1130 1238 1132 | 556 515 483 831 836 821
CSR Building Products (NZ) Limited 652 444 406 | 823 927 1125| 581 534 516 822 714 824
Daiken New Zealand Limited 123 137 108 | 532 588 658 | 239 239 239 | 349 410 444
Dongwha New Zealand Limited 108 137 144 567 673 584 | 236 45 150 | 347 580 453
Fernhoff Limited 320 359 463 | 640 763 69.7| 802 694 81| 220 390 410
Fletcher Building Limited 553 592 628 | 798 824 819| 509 496 503 770 848 888
Methven Limited 628 594 580 1138 1479 1579 | 657 563 801 | 905 1121 1035
Metro Performance Glass Limited 503 633 550 712 633 568| 608 500 498 553 704 589
New Zealand Investment Holdings Limited 40.1 349 415| 824 1016 915| 383 362 402| 682 744 725
Rheem New Zealand Limited 40.1 574 363 1065 954 1196| 484 576 653 756 809 695
Tasman Steel Holdings Limited 263 347 375| 921 621 854 | 706 492 483| 485 483 716
Peer group average 42.4 45.0 42.2| 76.2 82.4 87.3| 53.1 49.1 54.7 | 59.5 68.2 65.9
Construction & Engineering
DsSO DIO DPO bwcC

Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 2016 2017 2018
ABB Limited 242 258 262 | 515 591 924| 362 337 631| 353 444 467
Aurecon New Zealand Limited 935 979 1047 | 126 142 9.9 7.3 35 47| 971 1050 108.1
Calibre Consulting Limited 548 656 608 8.1 4.8 8.2 30 106 30| 587 608 650
Delta Utility Services Limited 976 559 650 | 554 538 628 | 343 304 356| 1066 657 773
Downer New Zealand Limited 547 665 632 54 4.9 51| 315 268 268 309 464 430
Electrix Limited 735 746 800 | 105 100 118 | 434 374 375, 586 631 686
Fulton Hogan Limited 452 582 433 | 291 228 173| 580 831 678 | 288 241 132
Opus International Consultants Limited 436 519 513 | 346 375 327 56 7.6 95| 686 783 719
Peer group average 60.9 62.0 61.8 259 259 30.0 274 29.1 31.0 60.6 61.0 61.7




Findings

Food & Beverage
DSO DIO DPO DWC

Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018
DB Breweries Limited 856 805 828 | 437 412 426| 1041 109.7 1087 | 50.7 415 449
Delegat Group Limited 56.2 461 511 | 4536 4214 4483 | 573 517 541 | 2246 2155 2250
Foley Family Wines Limited 788 820 79.1|659.8 560.1 4284 | 341 511 493 | 4324 3923 3421
Independent Liguor (NZ) Limited 519 514 650| 329 487 494 | 164 442 590| 647 548 580
Lion - Beer, Spirits & Wine (NZ) Limited 736 737 1274|2188 2112 1703 | 827 851 521| 1576 1533 2043
Marlborough Wine Estates Group Limited 1245 1911 981 | 2534 2687 4285 | 252 236 428 | 2880 4278 350.1
Moa Group Limited 654 691 626 1155 924 950| 889 848 975 842 744 608
Nobilo Holdings 857 731 812 | 1726 2065 1816| 244 252 3341697 1900 176.7
Pernod Ricard Winemakers New Zealand Limited 534 66.6 56.2| 369.8 3919 3402 | 1255 1473 1215|2321 229.1 2134
Treasury Wine Estates (Matua) Limited 436 472 571 | 1221 1612 1922 | 246 230 103| 1291 1610 2023
Alcoholic beverages 71.9 78.1 76.1 244.2 240.3 237.7 | 583 64.6 62.9 | 183.3 194.0 187.7
Alliance Group Limited 244 231 236| 214 194 238| 161 185 174 | 296 240 298
Allied Foods (N.Z.) Limited 515 407 426 393 371 396| 719 679 600, 307 205 295
ANZCO Foods Limited 305 258 345 477 502 651| 104 158 215| 660 581 761
Aotearoa Fisheries Limited 239 319 246| 487 386 423| 121 110 197 | 532 549 435
Arnott's New Zealand Limited 478 828 776 456 563 537 | 977 1218 947| 105 305 442
Blue Sky Meats (NZ) Limited 461 671 544 484 410 391| 245 376 301, 684 702 623
Cerebos Gregg's Limited 560 787 613 1127 1210 857| 367 251 458 1057 1492 903
Comvita Limited 372 1030 114.1| 3835 3424 4038 | 275 379 499 2121 2860 3229
Dairy Goat Co-Operative (NZ) Limited 121.1 681 518 2432 2232 1670| 736 543 508| 2215 1732 1190
Fonterra Co-operative Group Limited 276 384 360| 646 593 616| 639 694 695 281 300 294
Frucor Suntory New Zealand Limited 840 928 877| 719 705 782| 599 493 408| 905 1037 1080
General Mills New Zealand Limited 855 739 856| 519 762 864| 779 777 962 668 729 789
Kerry Ingredients (NZ) Limited 60.1 630 534| 792 551 593 | 371 397 258| 925 746 776
Kura Limited 675 956 878 | 1014 1280 1392 | 701 933 802 921 1203 130.2
Market Gardeners Limited 30.7 294 285 6.6 5.2 76| 624 496 473 (179) (10.2) (6.8)
Mars New Zealand Limited 425 432 493 529 606 628 | 711 777 829| 322 332 371
Nestlé New Zealand Limited 36,5 416 300 629 656 651 936 1010 984 | 220 246 140
New Zealand King Salmon Investments Limited 291 286 248 549 458 378 | 387 310 255| 454 431 371
New Zealand Sugar Company Limited 683 691 561 807 592 640 313 204 1991058 998 911
Open Country Dairy Limited 237 304 225 | 937 735 71.1| 426 425 436| 690 577 488
Sanford Limited 506 423 353 | 510 615 676 6.0 7.8 83| 847 834 815
Scales Corporation Limited 150 145 172 | 269 233 282 | 244 180 131 166 182 281
SeaDragon Limited 12.9 99 3251269 1034 970 | 378 269 2381491 1310 1779
Speirs Group Limited 307 359 363 | 159 146 152| 710 465 350| (46) 149 226
Synlait Milk Limited 244 373 194 603 467 745 90 197 283 664 602 568
T&G Global Limited 46,6 398 444 | 399 372 280| 372 385 401 | 485 388 353
Tegel Group Holdings Limited 472 358 488 | 956 916 99.1| 484 364 523| 824 781 845
The a2 Milk Company Limited 470 484 259 | 953 363 511| 670 436 527 | 632 446 251
The Tatua Co-operative Dairy Company Limited 440 452 476| 755 625 652 | 353 377 372| 781 672 724
Westland Co-Operative Dairy Company Limited 446 430 477 | 841 805 936 | 256 385 428| 896 758 877
Weyville Holdings Limited 432 46.1 483 | 140.6 1695 1441 34.5 40.8 47.1 | 1316 1544 1327
Zespri Group Limited 7.1 52 64| 103 102 8.0 9.0 9.8 7.7 8.0 55 6.7
Food & Non-Alcoholic beverages 44.0 478 455 | 79.2 739 758 445 439 440 699 715 711
Peer group average 50.6 55.0 52.8|118.5 113.5 114.3 | 47.8 48.8 48.5 | 96.9 100.7 98.9
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Findings

Leisure

DSO DIO DPO DWC
Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018
Dynasty Hotel Group Limited 233 228 199 8.2 9.0 77| 174 166 194 200 201 161
| D Tours New Zealand Limited 3.2 6.2 6.9 - - - 1.2 4.2 3.2 2.1 2.7 4.3
Millennium & Copthorne Hotels New Zealand
Limited 163 213 202 7.8 7.6 8.0 8.4 9.8 87| 160 203 199
New Zealand Racing Board 125 103 7.2 - - -| 452 632 634 15 (51 (7.5
Roadshow Entertainment (NZ) Limited 60.6 306 228 | 740 258 297 | 646 2030 970 634 (9.1) 9.9
SKYCITY Entertainment Group Limited 112 4.7 54 7.2 6.8 70| 221 164 298 53 08 (3.6)
Skyline Enterprises Limited 103 102 121 | 360 369 359 | 3650 3737 299.5| (16.7) (183) (10.8)
SPAK (1996) Limited 192 167 226 2.6 4.1 37| 179 9.3 9.5 72 129 184
Tourism Holdings Limited 14.9 7.6 7.4 | 1060 1413 1400 | 1283 1046 1029 89 17.6 18.8
Peer group average 19.0 14.5 13.8| 26.9 25.7 258 745 89.0 704 12.0 4.7 7.3
Mining & Resources

DsSO DIO DPO DwC
Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 2016 2017 2018
Bathurst Resources Limited 183 242 262 | 172 234 136 | 224 293 174 | 141 197 236
Beach Energy Resources NZ (Holdings) Limited 344 469 564 9.8 95 104 | 1168 1175 1223 | (46.2) (52.1) (22.0)
Methanex New Zealand Limited 84.7 1002 777 | 253 363 106 | 569 720 230 | 581 714 678
New Zealand Aluminium Smelters Limited 876 953 871| 518 517 582| 405 573 591| 956 913 865
New Zealand Oil & Gas Limited 386 639 1172 | 344 219 393| 498 718 1139| 261 313 737
Oceana Gold (New Zealand) Limited 111 7.2 64| 920 400 396 | 379 264 247| 603 186 186
OMV New Zealand Limited 394 221 479 91 157 299| 779 857 199 | (145) (247) 542
Simsmetal Industries Limited 16.6 65 134| 320 631 573| 116 133 83| 352 520 554
Peer group average 41.3 45.8 54.1| 34.0 32.7 324 | 51.7 59.2 48.6 28.6 25.9 44.7




Findings

Retail
DSO DIO DPO DwWC
Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 2016 2017 2018
Amazon (New Zealand) Pty Limited 0.1 1.9 30| 150.1 139.7 1333 34.2 38.5 42.6 64.7 57.1 54.4
Briscoe Group Limited 0.3 0.3 03| 8.0 838 758 | 405 615 581| 292 135 108
Bunnings Limited 186 168 161 | 1011 977 905 | 343 315 338 | 643 622 558
Burger Fuel Worldwide Limited 443 391 427 229 208 163 | 213 301 199| 459 306 392
Coles Group New Zealand Holdings Limited 0.1 0.1 04| 826 821 719| 715 861 871 66 (22) (89
DFS New Zealand Limited 25 3.0 17.6 78.1 106.1 1616 44.6 26.1 30.2 18.2 52.2 95.4
Freedom Furniture New Zealand Limited 253 200 186 | 1089 1174 1304 | 229 216 214| 715 710 734
Green Cross Health Limited 152 140 149 | 290 288 269 | 271 244 254 170 178 162
Hallenstein Glasson Holdings Limited 2.7 1.2 02| 753 765 712| 298 340 187 | 224 186  20.6
Kathmandu Holdings Limited 0.1 0.2 6.1 | 2188 1924 2244 | 287 311 481 712 615 706
Kimbyr Investments Limited - - -1 1383 1286 1351 360 212 221 | 419 414 483
Lion Liquor Retail Limited 53 6.1 73| 986 1024 1014 | 439 516 567 474 446 411
Luxottica Retail New Zealand Limited 175 227 230| 1443 808 823 | 238 359 367 | 496 360 342
McDonald's Restaurants (New Zealand) Limited 196 243 243 4.1 39 31| 529 460 516 (3.2) 6.5 4.5
Michael Hill International Limited 11.2 166 161 | 3699 3719 3360, 439 504 432 | 1279 1333 1223
Mitre 10 (New Zealand) Limited 393 347 325 99 105 98| 601 577 562 (60 (84) (9.9)
NZPM Group Limited 458 380 379 829 781 790| 489 456 429 | 699 610 631
Paper Plus New Zealand Limited 1377 1339 1485 | 427 474 659 | 1698 1895 2290, 511 479 509
Restaurant Brands New Zealand Limited 0.5 0.5 0.3 9.5 7.5 73 213 210 168 | (9.6) (11.00 (7.8)
Smiths City Group Limited 752 1079 1270| 954 867 726| 465 449 411 109.2 1360 149.1
Spotlight Limited 1.1 0.3 10| 2381 2202 2118 | 345 358 255 928 839 862
The Warehouse Group Limited 14.3 55 56| 931 885 954 | 406 411 429 | 497 375 407
Woolworths New Zealand Group Limited 1.4 1.4 22| 327 278 276 | 403 403 413| (43) (80 (8.2
Peer group average 20.8 21.2 23.7 100.7 95.6 96.9 44.2 46.4 47.5| 44.7 42.7 453
Transport & Distribution
DSO DIO DPO DwC

Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 2016 2017 2018
Crown Worldwide (NZ) Limited 356 374 510 5.2 5.6 6.7 | 153 173 306 | 290 297 349
DHL Express (New Zealand) Limited 573 515 481 - - -| 622 337 336| 258 347 318
DHL Supply Chain (New Zealand) Limited 590 576 643 - - - 240 190 398 | 404 433 348
Fliway Group Limited 38.1 428 382 - - - 122 142 115 281 308 285
Freightways Limited 42.8 439 43.6 5.7 5.2 4.5 32.1 37.0 34.8 25.4 22.6 23.3
Hellmann Worldwide Logistics Limited 430 442 514 0.3 0.2 0.2 94 136 241| 358 339 331
Kuehne + Nagel Limited 513 443 680 7.5 4.6 58| 387 342 417 270 211 390
Mainfreight Limited 469 493 504 - - -| 492 483 485 4.9 8.4 9.3
Quayside Holdings Limited 484 525 573 1.0 0.4 19| 340 393 315| 325 344 436
Schenker (NZ) Limited 509 601 612 - - - 171 179 165 355 441 463
Toll Group (NZ) Limited 379 415 419 0.4 0.5 06| 392 415 240 37 56 211
Peer group average 46.5 47.7 52.3 1.8 1.5 1.8| 30.3 28.7 30.6 26.2 28.1 314
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Findings

Utilities
DSO DIO DPO DwWC

Company name 2016 2017 2018 | 2016 2017 2018 | 2016 2017 2018 2016 2017 2018
Contact Energy Limited 336 348 291 | 129 112 75| 498 494 367 57 58 59
Counties Power Limited 338 338 331 2.3 1.0 -| 966 1720 1120| 153 (25) 9.4
Eastland Group Limited 373 344 374 1.0 0.6 0.7 1289 585 473 | 121 9.0 173
Electricity Ashburton Limited 551 535 366 | 926 870 637| 669 576 513| 666 668 426
Genesis Energy Limited 350 421 363 209 181 133| 421 388 357| 202 250 175
Meridian Energy Limited 29.8 409 345 - - -| 434 632 465| (1.7) (44) (0.8)
Mercury NZ Limited 439 528 439 153 133 103| 508 659 526| 196 174 148
Northpower Limited 831 799 624 | 292 263 231| 555 463 383| 706 703 554
Orion New Zealand Limited 104 139 137 17.1 16.6 17.1 589 600 57.3| (12.6) (10.6) (8.7)
Powerco Limited 283 289 279 - 0.4 36| 730 773 855 (42) (61) (9.4)
Tilt Renewables Limited 339 378 464 - - - 841 425 1121 199 289 242
Top Energy Limited 390 371 363 54 4.2 33| 359 534 925 250 137 (6.4)
Transpower New Zealand Limited 350 366 333 4.0 45 26| 1133 1283 1131 6.4 4.5 52
Trustpower Limited 326 300 314 - - - 396 293 350 6.1 108 9.5
Unison Networks Limited 39.1 408 376 1116 1223 1095| 669 635 553 545 615 576
Vector Limited 524 534 487 32 7.6 6.7 | 100.5 109.7 924 | 109 7.9 7.8
Watercare Services Limited 38.1 333 371 | 216 345 394| 374 300 29.1| 353 340 388
Wellington Electricity Distribution Network Limited|  27.7  31.8  29.1 - - -| 751 909 834 (145) (199 (16.8)
Peer group average 38.2 398 36.4| 19.8 19.3 16.7| 67.7 68.7 653 18.6 17.3 14.7
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