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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2011

LINES BUSINESS

Notes 2011 2010

$M $M

Transmission revenue 2 - 6753 653.4
Insurance claim revenue 2 - 3.3
Finance revenue 5 - 03 15
675.6 658.2

Operating expenses 4 s 2427

Earnings before finance expenses, tax, depreciation, amortisation, impairment

and changes in the fair value of financial instruments 4143 4155
Depreciation 4 . 1459 126.6
Amortisation 4 9.0 7.0
Impairment 13 e - 197 30.0
Asset write-offs 4 o 128 5.4
Finance expenses 5 e sy o 77.3
Earnings before changes in the fair value of financial 144.7 169.2
instruments and tax

Gain (loss) in the fair value of financial instruments 6 749 (112.3)
Earnings before tax 69.8 56.9
Income tax expense (credit) 7 211 27.2
NET PROFIT (LOSS) 48.7 29.7
Total net profit (loss) for the period is attributable to: e

Owners of the parent . 48y 29.7
Other comprehensive income for the period net of tax - -
Total comprehensive income for the period 48.7 29.7
Total comprehensive income for the period is attributable to:

Owners of the parent . 48.7 29.7

These statements are to be read in conjunction with the accompanying notes.
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STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2011

LINES BUSINESS
Notes S 2011 2010
e T - SME $M
ASSETS EMPLOYED L
Current assets
Cash and cash equivalents

Gy

Trade and other receivables 8 769 61.7
Current tax asset -

Investments 12

Derivatives and hedge commitment in gain 10

Non current assets held for sale 13

inventories 11

Non current assets
Trade and other receivabies

Derivatives and hedge commitment in gain 10
Other financial assets 12
Property, plant and equipment 13
Capital work in progress 13
Intangibles 13

TOTAL ASSETS EMPLOYED

FUNDS EMPLOYED
Current liabilities

Trade and other payables 14
Current tax liability

Current debt 17
Derivatives and hedge commitment in loss 10
Deferred income 3
Provisions 15

Non current liabilities
Non current payables

Finance lease liabilities 16
Derivatives and hedge commitment in loss 10
Non current debt 17
Deferred tax 18
Provisions 15

1,649.1
Total liabilities 2,009.5
Equity
Capital 19 1,200.0
Available for sale financial assets reserve 19 (0.9)
Accumulated surplus (deficit) 19 143.9
Total equity 1,343.0
TOTAL FUNDS EMPLOYED 3,352.5

The Board of Directors of Transpower New Zealand Limited authorised these Financial Statements for
issue on 17 November 2011. For, and on behalf of, the Board

DIRECTOR /%/z/v frree DIRECTOR

I

These statements are to be read in conjunction with the accompanying notes.
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STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2011
LINES BUSINESS
Notes Ordinary Shares  Available for Retained Owners of the
2010/11 Sale Reserve Earnings Parent
M $m M $M
Equity at 1 July 2010 1,200.0 (0.9) 143.9 1,343.0
Profit for the period - - 48.7 487
Other Comprehensive income - - - -
Total Comprehensive Income - - 48.7 48.7
Transactions with Owners 19 - - - -
Total equity at 30 June 2011 1,200.0 (0.9) 192.6 1,391.7
Notes Ordinary Shares  Available for Retained Owners of the
2009/10 Sale Reserve Earnings Parent
$m $M $M $M
Equity at 1 July 2009 1,200.0 (0.9) 114.2 1,313.3
Profit for the period - - 297 29.7
Other Comprehensive income - - - -
Total Comprehensive Income - - 29.7 29.7
Transactions with Owners 19 - - - -
Total equity at 30 June 2010 1,200.0 (0.9) 143.9 1,343.0

These statements are to be read in conjunction with the accompanying notes.
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2011

CASH FLOW FROM OPERATIONS :

Cash was provided from:
Receipts from customers
Dividends received from subsidiaries
Interest received

Cash was applied to:
Payments to supp
Tax payments
Interest paid

Net cash inflows (outflows) from operations

CASH FLOW FROM INVESTMENTS :

Cash was provided from:
Sale of property, plant and equipment
Short term investments

Cash was applied to:
Purchase of property, plant and equipment
Short term investments

Net cash inflows (outflows) from investments

CASH FLOW FROM FINANCING:
Cash was provided from:
Increase in loans
Cash was applied to:
increase in long term investments
Dividends paid
Repayment of loans
Net cash inflows (outflows) from financing
Net increase (decrease) in cash held
Opening balance brought forward
Closing net cash carried forward
Closing net cash carried forward comprises:
Cash and bank

Reconciliation of net profit (loss) with net cash flow from operations

Net profit (loss)

Add (deduct) non-cash items:
Change in fair value of financial instruments
Unpaid insurance claim revenue
Depreciation and amortisation
Deferred tax
impairment
Imputed interest

Movements in working capital items:

(Increase) decrease in trade and other receivables

Decrease (increase) in prepayments

(Increase) decrease in stocks of materials
(Decrease) increase in trade and other
payables, interest payable and deferred income
(Decrease) increase in taxation payable
(Decrease) increase in provisions

Add (deduct) items classified as investing activities:

Property, plant and equipment write-offs and loss on sale

Capitalised interest

Net cash flow from operations

. (650.3)
436.4
(624.2)
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1. Statement of accounting policies

Reporting entity and statutory base

These financial statements are for the lines business of Transpower New Zealand (the Lines
Business). The Lines Business is a notional entity comprising the parts of the Transpower Group
(Transpower) that supply electricity transmission services. The financiai statements are in New
Zealand dollars.

Nature of operations
Transpower is the owner and operator of New Zealand’s national electricity grid. Transpower is a
for-profit entity for the purposes of NZ IAS 1 "Presentation of Financial Statements".

Basis of preparation

The financial statements are presented in accordance with the State-Owned Enterprises Act 1986,
the Financial Reporting Act 1993 and the Electricity Information Disclosure Requirements 2004.
The Financial Reporting Act 1993 requires compliance with generally accepted accounting practice
(GAAP) in New Zealand.

The financial statements comply with New Zealand Equivalents to International Financial Reporting
Standards. The financiai statements comply with International Financial Reporting Standards
(IFRS).

The Electricity Information Disclosure Handbook has been followed in the preparation
of these financial statements.

The avoidable cost allocation methodology (ACAM) is used for allocating costs and assets
and liabilities between the Lines business and Other businesses.

The financial statements are derived by taking the Transpower Group annual report figures and then
deducting non-lines companies or divisions and adding back intercompany items that relate to the
Lines Business.

Measurement basis

The measurement basis adopted in the preparation of these financial statements is historical cost
except as modified for certain investments, held for sale assets, investment property, financiat
assets and financial liabilities as identified in specific accounting policies below.

Specific accounting policies

a) Basis of consolidation

The Transpower Lines Business financial statements consolidate the financial statements of transmission
lines related subsidiaries as at and for the year ended 30 June 2011. Subsidiaries are those entities
controlled, directly or indirectly, by the Parent. All significant intercompany accounts and transactions are
eliminated on consolidation. In the Parent's financial statements, investment in subsidiaries is carried at
cost.

b) Goodwill

Goodwill, representing the excess of the cost of acquisition over the fair value of the identifiable
assets, liabilities and contingent liabilities acquired, is recognised as an asset and not amortised,
but tested for impairment annually. Any impairment is recognised immediately in profit or loss
and is not subsequently reversed. The Transpower Lines Business had no goodwill in the period.

c) Revenue
The Transpower Lines Business recognises revenue as it provides services or delivers products to
customers.

Agreements between the Transpower Lines Business and customers regarding the construction of
network assets are recognised over the contract period or asset life with revenue shown on a yield to
maturity basis grossed up for an imputed interest expense.

Certain transactions relating to the operation of the electricity market, specifically wholesale
market related ancillary services and losses and constraint payments, are
“passed-through” and are therefore not recorded in profit or loss. This pass-through occurs
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because the Transpower Lines Business is deemed to act only as a collection agent.

d) Goods and services tax (GST)

The statement of comprehensive income and the cash flow statement are prepared so that ali
components are stated exclusive of GST. All items in the statement of financial position are stated
exclusive of GST with the exception of receivables and payables, which include GST.

e) Accounts receivable

Accounts receivable are recorded initially at fair value and subsequently measured at amortised cost
using the effective interest rate method, less any impairment. Impairment of receivables is calculated on
an individual customer basis and recognised in cases where the Transpower Lines Business believes it is
highly probable, based on objective evidence, that the debt will not be paid by the customer.

f) Inventories

Stocks of materials are recorded at the lower of cost and net realisable value after due
consideration for excess and obsolete items. Cost is determined on a wmnhfpd average e basis.

9) investments

Regular way financial asset purchases
All regular way financial asset purchases are accounted for on settlement date and not trade date.

Fair value through profit or loss
Investments (excluding Fonterra shares (section k), and derivatives (section h)) are designated as fair
value through profit or loss on the basis of preventing an "accounting mismatch".

Fair values of quoted investments are based on prices current at balance date. lf the market for a
financial asset is not active, fair vaiue is established by using valuation technigues including recent arm'’s
length transactions, reference to similar instruments, discounted cash flow analysis and option pricing
models.

h) o} financial assets at fair value through profit or loss

Other assets at fair value through profit or loss are derivatives. Derivatives are classified as held for
trading unless they are designated as hedging instruments in a hedging relationship. Realised and
unrealised gains and losses arising from changes in the fair values are included in the profit or loss

in the period in which they arise.

i) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not traded in an active market. These assets are carried at amortised cost using the effective
interest rate method.

)] Trade and other payables
Trade and other payables are carried at amortised cost. They represent liabilities for goods and
services provided to the Transpower Lines Business prior to the end of the financial year that are unpaid.

Provisions are liabilities of uncertain timing or amount. They are measured at the amounts
expected to be paid when the liabiiities are settied.

k) Available for sale financial assets

Available for sale financial assets are non-derivatives that are either designated as available for sale by
management or not designated in any of the other categories. These investments are carried at fair value
with any unrealised gains and losses arising from changes in fair value recognised directly in other
comprehensive income. On sale or on impairment, the accumulated fair value adjustments are included in
profit or loss. The Transpower Lines Business has classified Fonterra shares, which are held as part of a
land portfolio, in this category.
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1) Property, plant and equipment
Property, plant and equipment is recognised at cost less accumulated depreciation. Cost is
determined by including all costs directly associated with bringing the assets to their location and

condition for their intended use.

m) Capital work in progress

Capital work in progress is recorded at cost. Cost is determined by including all costs directly associated
with bringing the assets to their location and condition for use. Finance costs incurred during the period of
time that is required to complete and prepare the asset for its intended use are capitalised as part of the
total cost for capital work in progress. The finance costs capitalised are based on the Transpower Lines

=] o hiad + ~f A + 4 L7 d fram canital rle in nro. +
Business's weighted average cost of borrowing. Assets are transferred from capital work in progress to

property, plant and equipment as they become operational and available for use.

n) Depreciation

Depreciation of property, plant and equipment is calculated using the straight line method to write
down the cost of property, plant and equipment to its estimated residual value over its estimated
useful life.

The estimated useful lives are as follows:

Transmission lines 20-70 years

Freehold buildings 30-55 years

Substation assets 8-55 years

HVDC assets 3-30 years

Communication assets 3-25 years

Administration assets 3-10 years
0) Non current assets held for sale

Non current assets (and disposal groups) classified as held for sale are measured at the fower of
carrying amount and fair value less costs to sell.

Non current assets (and disposal groups) are classified as held for sale if their carrying amount will
be recovered through a sale transactlon rather than through continuing use. This condltlon is
regarded as met only when the sale is highly probable and the asset (or disposal group) is available
for immediate sale in its present condition and is expected o be completed within one year from

the date of classification.

p) Leased assets

The Transpower Lines Business is a lessee of certain property, plant and equipment under both finance
and operating leases. The Transpower Lines Business is also a lessor of certain property, plant and
equipment under operating leases.

Finance leases effectively transfer all of the risks and benefits incidental to ownership to the lessee, being
the Transpower Lines Business. Leased assets are depreciated over their useful lives. A corresponding
liability is also established at the inception of each lease, and each lease payment is allocated between
the liability and finance costs.

Under operating leases, all the risks and benefits of ownership remain with the lessor. Operating lease
payments/receipts are recognised in profit or loss in accordance with the pattern of benefits
derived/received.

q) Intangibles
The cost of acquiring an intangible asset is amortised from the date the underlying asset is held
ready for use on a straight line basis over the period of its expected benefit, which is as foliows:

Software 5-8 years
Easements Indefinite
Right to access asset 90 years
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Easements are deemed to have an indefinite useful life, as the contracts do not have a maturity date and
the Transpower Lines Business expects to use the easements indefinitely. Therefore, easements are not
amortised. Their value is assessed annually for impairment, and their carrying value is written down if
found impaired. The Transpower Lines Business capitalises the direct costs associated with putting the
easements in place. These costs include registration and associated valuation and legal costs and also
any injurious affection payments. Where the Transpower Lines Business buys land and then establishes
an easement, a valuation is obtained for the easement. This valuation is used as deemed easement cost
and capitalised, with a corresponding reduction in the land valuation.

Certain easements have been donated by the Crown. These are recognised at cost (nil)
plus any direct cost associated with putting the easement in place.

For intangibles with a finite life, where the periods of expected benefit or recoverable values have
diminished due to technological change or market conditions, amortisation is accelerated or the
carrying value is written down.

r) Impairment of assets

At each reporting date, the Transpower Lines Business reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order
to determine the extent of the impairment loss (if any). Where the asset does not generate cash flows
that are largely independent from other assets, the Transpower Lines Business estimates the recoverable
amount of the cash-generating unit to which the asset belongs.

Intangible assets with indefinite useful lives and intangible assets not yet available for use
are tested for impairment annually and whenever there is an indication that the asset may be
impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its
carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised in profit or loss immediately,

unless the relevant asset is carried at fair value, in which case the impairment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or
cash-generating unit) is increased to the revised estimate of its recoverable amount, but only to the
extent that the increased carrying amount does not exceed the carrying amount that would have
been determined had no impairment loss been recognised for the asset (or cash-generating unit) in
prior years. A reversal of an impairment loss is recognised in profit or loss immediately,

unless the relevant asset is carried at fair value, in which case the reversal of the impairment loss is
treated as a revaluation increase.

s) Debt

Debt is designated as fair value through profit or loss on the basis of preventing an “accounting mismatch”.

The Transpower Lines Business'’s net debt and derivatives are managed as one integrated portfolio;
therefore, measuring derivatives and net debt on different bases would create a recognition inconsistency
or accounting mismatch.

Fair values of quoted debt are based on prices current at balance date. If the market for a financial
liability is not active, fair value is established by using valuation techniques including recent arm’s
length transactions, reference to similar instruments and discounted cash flow analysis.

The effect on fair values of credit risk (i.e. the premium over the basis interest rate risk for credit to reflect
the credit rating of the relevant counterparty or the Transpower Lines Business) is based on quoted
market prices.
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t) Employee benefits
Provision is made for benefits accruing to employees when it is probable that settlement will be
required and they are capable of being measured reliably.

Provisions made in respect of employee benefits expected to be settled within 12 months, are
measured at their nominal values using the rate expected to apply at the time of settlement.

Provisions made in respect of employee benefits that are not expected to be settled within 12 months are
measured at the present value of the estimated cash flows to be made by the Transpower Lines Business
in respect of services provided by employees up to reporting date.

Defined contribution plans
Contributions to defined contribution plans are expensed when incurred.

u) Taxation

Current and deferred tax for the period is recognised as an expense or income in profit or loss. There are
two exceptions to this. Firstly, when items are credited or debited directly to other comprehensive
income, the related deferred tax or current tax is also recognised directly in other comprehensive
income. Secondly, where tax arises from the initial accounting for a business combination, it is taken

into account in the determination of goodwill or discount on acquisition.

Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in
respect of the taxable profit or tax loss for the period. Current tax for current and prior periods is
recognised as a liability (or asset) to the extent that it is unpaid (or refundable).

Deferred tax

Deferred tax is accounted for using the liability method in respect of temporary differences
arising from differences between the carrying amount of assets and liabilities in the
financial statements and the corresponding tax carrying amounts.

in principle, deferred tax liabilities are recognised for all taxable temporary differences. Deferred
tax assets and liabilities are not recognised if the temporary differences arise from the initial
recognition of assets and liabilities (other than as a result of a business combination), which affects
neither taxable income nor accounting profit.

v) Foreign currency transactions

Transactions denominated in a foreign currency that are not hedged are converted at the New
Zealand exchange rate at the date of the transaction. Foreign currency receivables and payables at
balance date are translated at exchange rates current at balance date. Exchange differences
arising on the translation or settlement of accounts payable and receivable in foreign currencies are
recognised in profit or loss.

Certain purchase commitments denominated in a foreign currency are hedged against foreign
currency risk and designated as hedge items in fair value hedges under NZ [AS 39. The cumulative
change in the fair value of the purchase commitments attributable to the hedged foreign currency
risk is recorded as an asset or liability using forward rate based measurement with the
corresponding gains or losses recognised in profit or loss. The gains or losses in the

associated derivative are also recognised in profit or loss.

w) Derivative financial instruments

The Transpower Lines Business uses derivative financial instruments to reduce its exposures to
fluctuations in foreign currency exchange rates and interest rates. The Transpower Lines Business has
designated certain derivatives as hedges, which are used to reduce foreign currency exposure on
purchases. These hedges are designated as fair value hedges. For fair value hedging relationships, gains
or losses on hedging instruments are included in profit or loss together with any change in the fair value of
the hedged purchase commitment.

For an instrument to qualify as a designated and effective hedging instrument, at the inception of the
derivative transaction, the relationship between hedging instruments and hedged items must be
documented, as must the Transpower Lines Business’s risk management objective and strategy for
undertaking the hedge. Documentation is maintained upon the effectiveness of the hedge, i.e. whether the
hedges are highly effective in offsetting changes in fair values of hedged items.
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X) Cash flow statement

For the purposes of the cash flow statement, cash is considered to be cash held in bank accounts

(net of bank overdrafts) plus highly liquid investments that are readily convertible to known amounts

of cash, which are subject to an insignificant risk of change in value. Cash flows from certain

items are disclosed net, due to the short term maturities and volume of transactions involved.

New standards not yet adopted

The Transpower Lines Business has elected not to early adopt the following standards (or revisions to
standards), considered to be materially relevant to the financial statements, which have been issued but
are not yet effective.

NZ IFRS 9 Financial Instruments — effective for the annual reporting period beginning 1 July 2013.

NZ IFRS 10 Consolidated Financial Statements — effective for the annual reporting period beginning 1 July
2013

NZ IFRS 12 Disclosure of Interests in Other Entities — effective for the annual reporting period beginning 1
Jul-13

NZ IFRS 13 Fair Value Measurement — effective for the annual reporting period beginning 1 July 2013.
NZ IAS 24 Related Party Disclosures — effective for the annual reporting period beginning 1 July 2011.
The Transpower Lines Business has not fully assessed the impact of the five standards above.

New standards adopted during the period

There were no new or revised standards that had a material impact on the financial statements.
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2. Operating revenue

LINES BUSINESS

2011 2010
SM $M
Transmission revenue
HVAC interconnection 464.8 440.4
HVAC connection 124.0 132.2
EV (rebate) charge - HVAC (42.8) (31.9)
HvVDC 84.9 80.0
New investment agreements 26.6 25.0
Other 178 7.7
Total transmission revenue 6753 653.4
Non transmission renenue
Insurance claim revenue . 3.3
Total operating revenue 6753 656.7

Transmission revenue

Transmission revenue consists of charges for the transmission of electricity from the point of
generation to the point of supply, being high voltage alternating current (HVAC) interconnection,
connection and high voitage direct current (HVDC).

The Lines Business operates its revenue setting methodology within an Economic Value ("EV")
framework that analyses economic gains and losses between those attributable to shareholders and
those attributable to customers. The balance of the accumulated gain (loss) from regulated
transmission activities attributable to customers ("the EV balance") is passed on to or claimed from
customers over time as EV (rebates) or charges.

New investment agreements are contracts entered info with customers to build grid connection
assets. These agreements are also known as customer investment contracts.

Other transmission revenue increased significantly due to the sale of copper from the dismantling
of the old transmission line on the North Island Grid Upgrade (NIGU) route.

Eiectricity regulations additional disclosures: LINES BUSINESS
2011 2010
$M ™

Revenue provided to Lines Business from

other Transpower businesses - -
Revenue - electricity loss rental rebates 5.5 82.2
Expense - electricity loss rental rebates . (755) (82.2)
Electricity loss rental rebates not passed ;

through to customers - -
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3. Deferred income

LINES BUSINESS

2011 2010

$M $m

New investment agreements 124 13.3
Transmission realignment 215 19.5
Other 1.2 1.6
Total deferred income 34.8 34.4

New investment agreements

New investment agreements (or customer investment contracts) are contracts entered into with

customers to build grid connection assets. Where the customer pays the cost to build the asset

upfront, the revenue is recognised over the contract period. Related imputed interest expense is
based on the rate of return in the year the payment was received.

Transmission realignment

The Transpower Lines Business has carried out some work on transmission line assets
consisting of undergrounding and realignment in respect of a property development. The
revenue received is being recognised over the life of the related transmission assets.
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4. Operating expenses

LINES BUSINESS
2011 2010
$M $M

Transmission charges

Transfer payments to "other Transpower businesses"
Transmission asset maintenance:
Disconnection/reconnection services

Metering data 23
Consumer-based load control services -
Royalty and patent expenses -
Avoided transmission charges on account of own generation -
Other - IT support -
Other - insurance 9.3
Total 11.6
Expenses to entities that are not related parties for:
Transmission asset maintenance: 121.2
Disconnection/reconnection services -
Information technology costs including lease costs 22.8
Metering data : -
Consumer-based load control services ‘ - -
Royalty and patent expenses - -
Total 144.0
Employee salaries and redundancies 37.1
Consumer billing and information system expense -
Corporate and administration expenses 13.4
Human resource expenses 5.8
Marketing / advertising expenses 04
Merger and acquisition expenses -
Takeover defence expenses -
Research and development expenses -
Legal and consultancy expenses 9.3
Study grants and donations 1.3
Directors' fees 0.5
67.8
Audit fees
Audit fees paid to principal auditors 03
Audit fees paid to other auditors : -
Fees paid for other services provided by principal and other auditors +0.3 0.2
Total 0.5
Cost of offering credit
Bad debts written off -
Increase in estimated doubtful debts -
Total -
Local authority rates expense 3.1
AC loss-rental rebates (distributed to retailers/customers) expense -
Rebates to consumers due to ownership interests -
HVDC share of reserves 7.2
Subvention payments -
Unusual expenses 4 -
Other expenses not listed - Industry related expenses 70 8.5
Total operating expenses -261.3 242.7
Depreciation, amortisation and write-offs :
Depreciation of system assets 136.8 119.8
Depreciation of other assets 9.1 6.8
Total depreciation expense . 1459 126.6
Amortisation of intangibles .90 7.0
Other expenses not listed - Stock and asset write-offs 12.5 5.4
Total depreciation, amortisation and write-offs 167.4 139.0

Operatings expenses including asset write-offs, depreciation and amortisation 428.7 381.7
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5. Net finance expenses

LINES BUSINESS

2011 2010
$mM $M
Finance revenue
Interest received 0.3 1.5
Finance expenses
Interest paid and associated fees 117.8 104.3
Capitalised interest 37T (29.6)
Imputed interest 24 2.6
Dividends received : < -
825 77.3
Total net finance expenses 82.2 75.8

Interest paid and associated fees
All interest paid is on debt designated as fair value through profit or loss.

imputed interest
Imputed interest is on new investment agreements and transmission realignment and
certain other prepaid transactions. Refer to Note 3 Deferred income for more information.
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6. Change in fair value of financial instruments

LINES BUSINESS

2011 2010
M $M

Accounting hedges
Fair value movement forward exchange contracts - hedge accounted (12.2) {29.5)
Fair value movement hedge commitment 12.3 29.8
: 01 0.3

Other

Fair value movement foreign debt 60.2 31.3
Fair value movement cross currency interest rate swaps (77.3) (13.3)
Fair value movement foreign interest rate swaps . (1.8) 4.6
Fair value movement basis swaps 10 0.2)
Fair value movement interest rate options o e 04
Fair value movement NZD interest rate swaps (43.0) (99.3)
Fair value movement forward exchange contracts - not hedge accounted : 1.2 1.7
Fair value movement investments - -
Fair value movement NZD debt . (15:3) (37.8)
- (75.0) (112.6)
Total fair value gain (loss) (74.9) (112.3)

The above fair value movements are as a result of the Lines Business designating these instruments at fair
value through profit or loss or as fair value hedges. Refer to Note 9 Financial Instrument Categorisation for
further information.

Credit spread impact

Corporate debt normally has a credit spread buiit into the pricing that is applied by the market, over and
above the interest rate swap pricing. This spread represents the additional risk of a corporate debt obligation
compared with a liquid net settied swap transaction. Refer to Note 17 Debt, financiai instruments and risk
management, part iv credit risk, for discussion on the credit spread impact on fair value.

Foreign purchases

The Transpower Lines Business hedges against foreign currency fluctuations on certain foreign purchases
through the use of forward exchange contracts. The "hedge commitment” represents the non derivative fair
value movement on the commitment to buy the goods, i.e. before the goods or an invoice are received. Note
that, although all forward exchange contracts are used for economically hedging foreign purchases, not all
forward exchange contracts are hedge accounted.

Debt and investments
Refer to Note 17 Debt, financial Instruments and risk management for information on the use of debt,
investments and derivatives.
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7. Income tax expense

Current tax expense
Current period
Adjustment for prior periods

Deferred tax expense

Origination and reversal of temporary differences
Adjustment for prior periods

Removal of depreciation on buildings

Change in future tax rate

Total income tax expense (credit)

Amounts charged or credited to other comprehensive income
Unrealised gain on available for sale investments
Income tax expense (credit) reported in other comprehensive income

Reconciliation of effective tax

Operating surplus before tax
Income tax at 30c

Tax effect of:

Change in future tax rate

Removal of depreciation on buildings
Non deductible expenses

Tax exempt income

Adjustment for prior periods

Total income tax expense (credit)

LINES BUSINESS

5321

2011 2010
M $M
14.9 32.1
65 (0.5)
214 316
5.9 (14.4)
(5.8) -

. 22.3
(0.4) (12.3)
©0.3) 4.4)
211 27.2
69.8 56.9
20.9 17.1
(0.4) (12.3)

- 22.3

0.1 0.2
(0.2) -
07 (0.1)
20 27.2

On 20 May 2010, the Government announced its budget tax changes. These changes included reducing the

company tax rate from 30% to 28% which was effective 1 July 2011 for the Transpower Lines Business. In

addition, there were changes in the building depreciation rules.
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8. Trade and other receivables

LINES BUSINESS

2011 2010

$M $M

Trade and other receivables : 70.5 .. 57.3
Prepayments 6.4 4.4
Total trade and other receivables 769 61.7

There was no impairment of receivables during the year (2010: nil).
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10. Derivatives and hedge commitment

This note shows the short term (ST) and long term (LT) breakdown of the derivatives and hedge commitment.

LINES BUSINESS

2011 ST LT ST LT Total
asset asset (liability) (liability) asset (liability)
M M $M $Mm ;
Debt related derivatives W
Cross currency interest rate swaps 6.3 106.0 (22.8) 634) . - 261
Interest rate swaps 10.2 54.6 (72.2) (144.8) i (152.2)
Basis swaps - 1.0 - - .
16.5 161.6 (95.0) (208.2) . (1251)
Purchasing related derivatives and hedge commitment %
Foreign exchange forward contracts 0.2 - (35.7) 6.1)
Commitment on fair value hedges 35.7 6.1 - -
Total derivatives and hedge commitment 52.4 167.7 (130.7) (214.3)
Commitment on fair value hedges (above) 35.7 6.1 :

Total derivatives 16.7 1616 (130.7) 2143)

LINES BUSINESS

2010 ST LT ST LT,
asset asset (liability) (liability) asset (li
™ ™ M ™M .
Debt related derivatives :
Cross currency interest rate swaps - 107.1 - - .
Interest rate swaps - - (46.1) (59.6) (105.7)

Interest rate options - - - -
- 107.1 (46.1) (69.6) . 14

Purchasing related derivatives and hedge commitment

Foreign exchange forward contracts - - (30.7) -

Commitment on fair value hedges 29.5

Total derivatives and hedge commitment 295 1071 (76.8) (59.6) .
Commitment on fair value hedges {above)} 29.5 - - - 285
Total derivatives - 1071 (76.8) (59.6) (29.3)

Derivatives are used to manage financial risk. The gain or loss on derivatives represents the unrealised gain or loss at balance
date. The Transpower Lines Business anticipates that the derivatives will be held until maturity, and it is unlikely that settiement
at the reported fair values will occur.

Debt and purchasing related derivatives
The nature of the debt and purchasing related derivatives is discussed in Note 17 Debt, financial instruments and risk

management.

Commitment on fair value hedges

The Transpower Lines Business hedges against foreign currency fluctuations on certain foreign purchases through the use of
foreign exchange forward contracts (FEC's). The hedge commitment represents the non derivative fair value movement on the
commitment to buy the goods, i.e. before the goods or an invoice are received. The fair value of the derivative (FEC) is shown
separately {in the same note). Note that, although all FEC's are used for economically hedging foreign purchases, not all FEC's
are hedge accounted.



28 NOVEMBER 2011 NEW ZEALAND GAZETTE, No. 184 5325

TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

11. Inventories

LINES BUSINESS

2011 2010

M $M

Substations 7.5 7.4
Transmission lines 36 2.3
Communications 0.6 0.8
Other - 0.2
Total inventories 11.7 10.7
Inventories expensed during the period ‘ ' 22 22

All inventory is classified as finished goods i.e. no further processing is carried out.
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12. Other financial assets

LINES BUSINESS
2011 2010
M $M
Current :
Investments Y = 0.7
Non current i
Fonterra shares 39 3.9

Fonterra shares

The Transpower Lines Business holds these shares as a result of acquiring land for the
construction of new transmission lines. When dairy farms are purchased, Fonterra shares are
often purchased to enable the continued operation of the dairy farm. These shares are
classified as available for sale because they do not fall into the other three categories of
financial instruments, i.e. they have no "maturity” date, they are not traded on an active market,
there are no fixed payments associated with holding the shares and they are not held for short

term profit making.
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14. Trade and other payables

LINES BUSINESS

2011 2010
™ ™
Trade creditors 143.7 81.4
Collateral heid - 2086
Employee entitlements 8.3 6.6
Current portion of external finance leases : 0.2 0.1
Total trade and other payables 152.2 108.7

The Transpower Lines Business has Collateral Support Agreements (CSA) with certain counterparties
with whom the Lines Business holds derivatives. At 30 June 2011, the Lines Business has three

such agreements but no coliateral was held (30 June 2010: $20.6 million of collateral held). Also, the
Lines Business did not post any collateral (2010: none). Collateral is required when the
counterparty's (or the Lines Business's) exposure breaches the maximum exposure threshold
dictated by the CSA, based on fair values and credit ratings. The amount of collateral is calculated
daily and returned / posted as required.

Refer to Note 17 Debt, financial instruments and risk management {section iv Credit risk) for more
information.
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15. Provisions

Balance at 30 June 2010

Provisions made during the period
Provisions used during the period
Provisions reversed during the period
Balance at 30 June 2011

Current portion of provisions
Non current portion of provisions
Balance at 30 June 2011

Employee benefits

LINES BUSINESS

Employee Restructurin Dismantiin Total
benefits 9 g e
$M $M oM M
45 0.4 15.2 201
7.6 1.0 i 5h
(5.6) (0.2) (16) 4
6.5 12 36 e 575
6.5 1.2 45 ‘ 122
3 - 9.1 9.1
6.5 1.2 136 513

The Transpower Lines Business has a constructive obligation with regard to certain employee benefits. This
provision is expected to be used within one year.

Restructuring

Staff redundancy provision. This provision is expected to be used within one year.

Dismantling

In September 2007, the Transpower Lines Business removed from service the HYDC Pole 1 (Pole 1) due to the low
probability, high consequence risks posed by continuing operation of the aging technology. Following additional risk
mitigation measures including decommissioning one half of Pole 1, the remaining hal!f was made available for limited

_____ PR SO S S Sy {

AN
Operduurl Horm seperrpel Zuuy,

The Transpower Lines Business recognises site restoration and rehabilitation liabilities where the Transpower Lines
Business believes an obligation exists. Pole 1 contains mercury and the Transpower Lines Business has estimated
the decommissioning cost based on engineering advice. Decommissioning of the remaining half of Pole 1 is planned
to be completed by June 2014. Actual decommissioning costs may vary from the figures indicated.
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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

16. Non current finance lease liability

LINES BUSINESS

2011 2010
M $M
One to five years 0.5 0.5
Greater than five years 0.5 0.7
1.0 1.2
Reconciliation to lease payments: _
Total future minimum lease payments ' 2.3 26
Interest expense {1.1) (1.3)
Total lease liability recognised 12 1.3
This is represented by: -
Current lease liability 02 0.1
Non current lease liability 10 1.2

12 1.3
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17. Debt, financial instruments and risk management

(a)

{b)

()

The following items are discussed elsewhere in the financial statements

ltem Note
Derivative balances split between short term and long term assets and liabilities 10
Debt security and guarantees 23

The Transpower group has the following policies that apply to debt, financial instruments and risk management. The lines
business is an integral part of the Transpower group, and as such the following Group information applies to the lines business.

Summary

Debt is issued by the Group in both New Zealand dollars (NZD) and foreign currencies. Derivatives are used to
manage currency risk and interest rate risk by converting foreign borrowings to NZD and by converting floating interest
rates to fixed interest rates. The use of derivatives means that Transpower effectively has borrowings denominated in
NZD, predominantly at fixed interest rates.

The Group also uses derivatives in its purchase of goods and services.

The Group is subject to a number of financial risks which arise as a result of its business activities, including having a debt
portfolio which is denominated in both NZD and foreign currencies, and from purchases of goods and services denominated
in a foreign currency.

The financial risks are those that are financing related; being liquidity, interest rate, currency, and credit risk; and those
that are operating related, being currency, commodity and credit risk.

Financial risk management is carried out by a central Treasury function which operates under policies approved by the board of
directors.

Fair value and classifications

Transpower values the majority of financial instruments at fair value in the statement of financial position. For cash and
cash equivalents, accounts payable and receivables, fair values are materially similar to their cost due to the short
term nature of these items.

Fair value, represents the amount which would, in the course of the normal operation of the financial markets, extinguish all current and
future contractual obligations arising in respect of a particular financial instrument. The Group uses discounted cash flow techniques to
calculate the fair value of its investments, debt and derivative instruments. The interest rate used for discounting is based on the
applicable market swap curve, for example, for USD debt the USD swap curve for similar rated entities would be used as the basis for
discounting the expected cash flows. The swap curve is adjusted for estimated credit spreads above the swap curve that exist for debt
issues. This is the tier 2 category as described by NZ IFRS 7.

Financial risks - financing related

Liquidity risk

Liquidity risk is the risk of the Group being unable to access sufficient funds to meet its financial obligations in

an orderly manner. This might result from the Group not maintaining adequate funding facilities or being unable to
replace existing debt maturities.

To smooth the Group's refinancing requirements in future periods, committed funding facilities maturing in any 12 month period are not
to exceed NZD $500 million. No more than 50% of debt can mature within the next three years and at least 30% of debt must mature

after five vaars Al 30 Jura 2014 commi ~d funding facilitias maturing exce
after five years. At 30 June 2011, committed funding facilities maturing exceeded this self-imposed limit with $509.6 million

maturing. Extra short term funds were held at 30 June 2011 while Transpower completed a review of its capital structure and
dividend policy.

Term debt
The Group has six debt faciiities. The aggregate principai amount of the debt outstanding may not exceed the following

Currency Foreign currency NZD

equivalent
$M ™

- Domestic medium term note programme NZD - 1,500
- European commercial paper programme usbD 500 602
- European medium term note programme UsD 1,000 1,204
- Australian medium term note programme AUD 750 971
- Domestic multi-option facility NzD - 500
- Revolving cash advance facility NZD - 100

The Group uses these facilities to issue debt securities into different markets. The Group can issue in various currencies up to
the equivalent value shown in the table above.
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In addition to the above, the Group's liquidity policy requires the Group to have access to committed funding facilities, to cover
the sum of all debt which matures over the next six months plus peak cumulative anticipated operating cash flow requirements
over the next six months. To meet this policy requirement Transpower has:

- a three year Standby Facility for NZD $250 million, effective 21 December 2010. This was undrawn at 30 June 2011; and
- a three year Standby Facility for NZD $250 million, effective 26 May 2010. This was undrawn at 30 June 2011 or 30 June 2010.

At 30 June 2011, Transpower exceeded this self imposed limit by $20 million. Extra short term funds were held while Transpower
completed a review of its capital structure and dividend policy.

With the capital structure completed, Transpower will replace short term funds with long dated debt issues. The liquidity risk
from the high levels of short term debt and the significant build programme are mitigated by Transpower's standby facilities.

Investments
The Group from time to time invests surplus cash arising from its core operations and from active liquidity management in
wholesale bank deposits and securities for periods of up to one year.

il. Interest rate risk
Interest rate risk is the risk of an adverse impact on the present and future finance costs of the Group arising from an
increase in interest rates. Transpower uses various financial instruments to fix interest rates to mitigate interest rate risk.

The Group's policy sets

anmial minimim and m i hadains maramatare Aavmesaan ~ b
1€ SIOUP s pOICY 3816 annuai G

maximum Neaging parameiers expressed as a perceniage o

debt. This policy ensures that the Group's costs of funds will be reasonably predictable from year to year. Interest rate
swaps and options are used to change the interest rate structure on existing and forecast debt and cross
currency interest rate swaps entered into.

At 30 June 2011 the following interest rate parameters are in place relating to the economic hedging of the forecast total debt of the
Group;

Minimum % Maximum %

0 -1 years 60 100
1-3years 40 100
3 -5years 20 100
5 -7 years 0 80
7 - 10 years 0 60
10+ years 0 30

iii. ~ Currency risk - debt
Currency risk on debt is the risk of adverse impact of exchange rate movements, which determine the NZD cost of debt
(principal and interest) issued in foreign currencies.

Foreign currency borrowings are converted into a NZD denominated exposure at the time of commitment to drawdown.
Currency risk on foreign currency dominated borrowings is managed using cross currency interest rate swaps and basis

sSwaps.

Cross currency interest rate swaps are used to convert foreign currency denominated debt issued by the Group into NZD
denominated debt. Cross currency interest rate swaps eliminate foreign currency risk on the underlying debt by
determining the NZD equivalent of the interest payments and final principal exchange at the time of entering into the
swap.

Basis swaps are used to eliminate currency risk when the Group issues bonds in a foreign currency. In a basis swap, the
Group receives the offshore currency floating interest rate and pays the NZD floating interest rate.
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iv.

=

Credit risk

Credit risk is the risk of adverse impact on the Group through the failure of a third party bank, financial institution or customer to meet
its financial obligations. Financial instruments which subject the Group to credit risk include bank balances, receivables, investments,

interest rate swaps, cross currency interest rate swaps, basis swaps, interest rate options, forward rate agreements and foreign

exchange forward contracts.

The Group's policy is to establish credit limits with counterparties that are either a bank, a financial institution, special purpose

derivative products company or a New Zealand corporate. These net credit limits are not to exceed the greater of 20 per cent of Group
shareholders' funds or 15 per cent of the shareholders' funds of the counterparty as shown in the most current audited annual report.

In addition, if the counterparty is a New Zealand corporate, the credit limit for investments is not to exceed $40 million.

Counterparties must have a minimum long term credit rating of A or above by Standard and Poor's, Moody's or Fitch equivalent.

Credit exposures versus these limits are monitored on a daily basis.

For those counterparties with whom the Group has a Collateral Support Agreement (CSA), the counterparty credit limit for derivatives is
defined as the maximum exposure threshold dictated by the CSA. Any collateral that is posted is included in Note 14 Trade and Other

Payables (2011: none; 2010: $20.6 million). Any collateral posted by Transpower would be included in Note 8 Trade and Other

Receivables. (2011 and 2010: none).

The maximum credit exposure in respect of non-derivative assets is best represented by their carrying value.

The credit risk arising from the use of derivative products is minimised by the netting and set-off provisions contained in

the Group's International Swap Dealer Agreements (ISDAs). Under these agreements, transactions are net settled therefore the

maximum credit exposure is best represented by the net mark to market valuation by counterparty where the valuation is

positive, as follows:

2011

31}

Cross currency interest rate swaps 85.9
Interest rate swaps -
Basis swaps 14
Interest rate options "
Foreign exchange forward contracts =
Total 87.3

Credit spreads

Credit Spreads are an estimate of the additional premium over the relevant yield curve that would be required by market participants to
compensate them for the perceived risk inherent in the counterparty and transaction. For derivative transactions, the impact of credit

spreads is substantiaily lower than for debt and investment transactions due to the offsetting nature of the cash flows.

The following table shows the impact of credit spread movements on debt, derivatives and investments on fair value

2011

M

Fair value Profit / (loss) impact (8.8)
Statement of financial position impact - (increase)/decrease in liabilities 558
Statement of financial position impact - (increase)/decrease in assets 0.4

Cacaibiviter ann luain
SENSNIVIYY ainaysis

Currency risk - debt
All foreign currency debt is converted back to NZD denominated exposure, therefore no sensitivity analysis has been

performed for foreign currency debt.

Fair value risk

2010

$M
122.9
176

0.7
141.2

2010

$M

(6.0)
64.9
0.9

The Group's net debt is designated as "fair value through profit or loss”. As such, the Group is subject to fair value gains or
losses. The extent of the gains or losses is based on the Group's cash flow profile compared to the corresponding movement
in the yield curve. For debt, derivatives and investments the relevant yield curve is effectively adjusted for the credit margin.

A parallel shift in the yield curve by 1% (100 basis points) would create the following fair value movements based on
Group net debt held at 30 June 2011.
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2011 2011 2010 2010
Yield curve interest rate change; +100bp -100bp +100bp  -100bp

M ™ $M $M

Yield curve impact on profit /
(loss) / equity 1314 (1421 1162  (125.8)

(d)  Financial risks - operating related

i Currency risk - foreign purchases
Currency risk is the risk of the adverse impact of exchange rate movements, which determine the NZD cost of foreign
denominated purchases. it is the Group's policy to hedge all committed foreign currency denominated payments greater than NZD
1 million (NZD equivalent) by using forward foreign exchange forward contracts to fix or offset the NZD cost.

The majority of foreign currency payments greater than NZD 1 million (NZD equivalent) are hedge accounted.

The notional gross contract amounts of foreign exchange forward contracts outstanding at balance date, by
maturity banding, are:

2011 2010
M $M

Within one year E i 139.4
One {o two years 383 136.4
Two to five years : 16.6 211
Greater than five years - -
Total foreign exchange forward contracts 3211 296.9

i Commodity risk
Commodity risk is the risk of an adverse impact in commodity prices such as prices for aluminiu

3

and copper. These are some

of tha raw matoriale 1iead in the ranatriintinn Af tha alontrinihy tranami
O @€ faw MailriaiS Usea in ne CONRSWTUCUCH OF Ine SECNTiy Wansmi

contracts with commodity risk borne by the supplier.

cinn nohunrlk  Ganaralhy Tr,
SION NEWOIK. Benelany,

il Customer credit risk
Transpower's customers comprise predominantly electricity generators, electricity distribution companies and some
large industrial users. There is a high concentration of credit risk with respect to trade receivables due to the smail
number of significant customers which the majority of revenue is received from. it is the Group's policy
to perform credit evaluations on customers requiring credit and the Group may in some circumstances require
collateral. No collateral is held at 30 June 2011 (2010: none).

Significant receivables balances at balance date were:
LINES BUSINESS

2011 2010
M M
Vector 12.0 10.9

Meridian 59 8.6
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19. Equity

Capital

Transpower has contributed paid in capital of $1,200,000,000 (2010: $1,200,000,000) issued and fully
paid ordinary shares, which confer on the holders the right to vote at any annual general meeting of
Transpower. This consists of 1,200,000,000 fully paid $1 shares. The shares have no par value. All
ordinary shares rank equally. Transpower does not have any externally imposed capital requirements.

Dividends
There were no dividends paid or declared during the period (2010: nil).

Management of capital

Transpower's capital structure and dividend policy was reviewed during 2011. As a result of this review,
Transpower anticipates resuming dividend payments during the 2011/12 financial year and funding a
greater proportion of its capital programme with debt than had been planned prior to the review.

As a consequence of the capital structure review, Moody's reduced Transpower's credit rating one
notch from Aa3 to A1. Standard and Poors did not change their AA rating.

Available for sale reserve

This reserve comprises the cumulative net change in the fair value of available for sale financial assets
until the investment is derecognised. The available for sale assets are the Fonterra shares that

the Transpower Lines Business holds.
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20. Segment reporting

The Transpower Lines Business operates predominantly in one segment, being the transmission of high
voltage electricity in New Zealand.



5342 NEW ZEALAND GAZETTE, No. 184 28 NOVEMBER 2011

TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

21. Operating lease commitments

LINES BUSINESS

Commitments in respect of non-cancellable 2011 2010
operating leases payable: $M $M
Within one year 116 10.1
One to two years 12.0 10.9
Two to five years : 307 37.2
Later than five years 111.0 138.1
Total operating lease commitments 165.3 196.3

The lease commitments primarily relate to the leasing of fibre optic cables for Transpower's
communications network.
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22. Capitali commitments

Capital commitments in respect of 2011 2010
contracts for property, plant and equipment: SM $M
Within one year 7245 413.2
One to two years 48.8 307.9
Two to three years 277 20.9
Three to four years - 18.2
Four to five years - -
Greater than five years 7.5 17.0
808.5 777.2
Capital commitments in respect of
contracts for intangible assets:
Easements and right to access assets 254 0.1
Software 09 0.2
252 0.3
Total capital commitments 833.7 777.5

LINES BUSINESS

5343
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23. Contingencies

The Transpower group has the following contingencies. The lines business is an integral part of the Transpower
group, and as such the following group information applies to the lines business.

(i) Guarantees

Debt

Transpower, and in some cases certain subsidiaries, have provided guarantees in respect of

loan arrangements for the bonds, euro medium term notes (EMTN) , Australian medium term notes
and the US private placement.

The likelihood of losses in respect of these matters is considered to be remote.
Note 17 Debt, financial instruments and risk management inciudes the limits of the faciiities and the
outstanding amounts issued at balance date.

Bonds

Bonds are issued under a Trust Deed dated 6 April 1995 between Transpower, the Initial Guaranteeing
Subsidiaries (including Transpower Finance) and The New Zealand Guardian Trust Company Limited. The
Trust Deed has been amended on various occasions to incorporate (and remove) new subsidiaries into (and
from) the Guaranteeing Group.

Pursuant to the Trust Deed, Transpower and its subsidiaries exciuding RRL and d-cyphaTrade Limited (the
"Guaranteeing Group") have given a negative pledge that, while any of the stock issued under the Trust Deed
remains outstanding they will not, subject to certain exceptions, create or permit to exist any charge or lien
over any of their respective assets. Each member of the Guaranteeing Group has guaranteed all amounts
payable on redemption or repayment of the bonds and the payment of interest during the term of the bonds.

Euro medium term notes

Under the euro medium term note (EMTN) programme Transpower Finance may from time to time issue
notes guaranteed by Transpower. The Guarantor (Transpower) and Transpower Finance have given a
negative pledge covenant that while any of the notes issued under the EMTN programme remain outstanding
they will not (and their subsidiaries wili not), subject to certain exceptions, create or permit to exist any charge

[H ~F Ha
or lien over any of their respective assets to secure payment of certain indebtedness. The Guarantor

(Transpower) and Transpower Finance guarantee payment of all principal and interest amounts in respect of
notes issued under the EMTN programme.

Australian medium term notes
Under the Australian medium term note programme, Transpower Finance may issue notes guaranteed by
Transpower. There were no notes issued at balance date (2010: none).

US private placement

Bonds are issued by Transpower Finance under a note and guarantee agreement dated 27 September
2004. The Bonds are guaranteed by Transpower (the "Guarantor"), Haifway Bush Finance Limited and TB
and T Limited (the "Subsidiary Guarantors"). The Guarantor and Subsidiary Guarantors have unconditionally
guaranteed payment of the principal, interest and other amounts owing under the Agreement.

(ii) Economic gain (loss) account

Transpower operates its revenue setting methodology within an economic value ("EV") framework that
analyses economic gains and losses between those attributable to shareholders and those attributable to
customers. The balance of the accumulated gain (loss) from monopoly activities attributable to customers
("the EV balance”) has been passed on to or claimed from customers over time.

The net balance of the EV account at 30 June 2011 was $24.3 million to the credit of customers. This
balance is comprised of an AC customer debit balance of $82.4 million and an HVDC customer credit
balance of $106.7 miliion.
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(iii) Regulated rate of return

On 23 December 2010 the Commerce Commission announced the new regulatory framework that

applies to Transpower. Under the framework the proposed rate of return is substantially below a level that the
directors and their specialist advisors consider appropriate. The decision on the rate of return is being
appealed through the courts. If Transpower is successful in its appeal the allowed rate of return may be
increased retrospectively. An increase in the regulated rate of return of 10 basis points approximates

to revenue of $3m per annum. At this stage it is too early to determine what the outcome could be. The
revenue charged to customers for the April 2011 to June 2011 period reflects the rate of return proposed by
the Commerce Commission.

(iv) Kapiti high voltage coalition

The Kapiti High Voltage Coalition (KHVC), a group of Kapiti landowners, has filed proceedings
in the High Court in relation to reconductoring works carried out on the Mangahoa Paekakariki A
and B lines before and during 2003. KHVC:

e seeks to judicially review the Kapiti Coast District Council's decisions to grant a 1998 Certificate
of Compliance and a 2002 Resource Consent for the works; and

¢ alleges trespass on the basis that Transpower’s entry onto KHVC member properties was not
authorised by s23(3) of the Electricity Act 1992.

If the Council decisions are set aside, Transpower will need to secure new consents. [f the
trespass claim is successful, Transpower may not be able to access the works (or at least part of
them) without obtaining easements and further damages claims might be brought, including by
non-KHVC members. It is considered unlikely that any material liability will result from this action.

(v) Regulation

Transpower is allowed to recover the costs from projects set out in Grid Upgrade Plans (GUPs) approved
previously by the Electricity Commission (EC) and now approved by the Commerce Commission (CC). If
project expenditure exceeds the amount initially approved, Transpower must apply to the CC for approval to
recover the additional amount from transmission customers. At 30 June 2011 five projects had exceeded
the approved amount by a total of $14 million. Transpower has approached the CC to seek approval to
recover these amounts from transmission customers. In the event that the CC did not approve the additional
spend on a project, the additional spend cannot be recovered from customers.

(vi) Various other lawsuits, claims and investigations

Various other lawsuits, claims and investigations have been brought or are pending against
the Group. The directors of Transpower cannot reasonably estimate the adverse effect (if
any) on the Group if any of the foregoing claims are ultimately resolved against

the Group's interests.
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25. Related parties
Transactions with key personnel
The Transpower Lines Business did not conduct any business with key personnel.

Key personnel compensation
Key personnel received the following compensation for their services to The Transpower Lines Business.

2011 2010
$M M

Directors' fees 05 0.5
Key management personnel 4.3 5.1
Defined contribution schemes 0.2 0.2

There were no termination payments made to key management personnel in 2011 (2010: $0.5 milfion).
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26. Other items requiring specific disclosure under the
Electricity (Information Disclosure) Regulations 2004

LINES BUSINESS

2011 2010
Assets M $M
Goodwill - -
Total intangible assets 259.2 120.9

Total tangible assets 33409 2,949.2

28 NOVEMBER 2011
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27. Significant judgements / estimates

Valiuation of NIGUP property

A valuation and subsequent impairment of $19.7 million was made on Transpower's property
assets. The impairment was based on a desktop valuation by Crighton Stone, registered valuers.
The properties relate to those on the North Island Grid Upgrade (NIGU) route between
Whakamaru and south Auckland purchased for the purposes of establishing easements and
then on-selling. Some of these properties are classified as held for sale based on

Transpower's judgement that they expect a sale within 12 months. Refer to Note 13 Non current
assets for more information.

Dismantling provision

An estimate and assumption made regarding future events was in relation to a
dismantling provision. This provision has a balance at 30 June 2011 of $13.6 million (30
June 2010: $15.2 million). The nature and uncertainty of this provision is discussed in
Note 15 Provisions.

Fair values of debt, derivatives and deposits.

A key estimate is in relation to the fair values of debt, derivatives and deposits. Fair
values are determined upon discounting cash flows based upon the relevant yield curve.
The yield curve is adjusted to reflect the credit spread of the counterparty to the
transaction. These valuations are considered level two in the NZ IFRS three level
valuation hierarchy.
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28. Subsequent events

The Directors are not aware of any matter or circumstance since the end of the financial year that
has significantly or may significantly affect the operations of the Lines Business.
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SCHEDULE 1-PART 7

NEW ZEALAND GAZETTE, No. 184

FORM FOR THE DERIVATION OF FINANCIAL PERFORMANCE MEASURES FROM FINANCIAL STATEMENTS

nput and Symbot in
Derivation Table C i formula ROF ROE ROI
Operating surpius before interest and income tax from financial statements
246 6|
Operating surplus before interest and income tax adjusted pursuant to regulation 18 (OSBIIT)
2466
Interest on cash, bank balances, and short-term investments {(ISTI) 0.0]
OSBHT minus iSTI 246 6 a 246 6 246.6
Net surplus after tax from financial statements 487
Net surplus after tax adjusted pursuant to regulation 18 (NSAT) 487 n 487
Amortisation of goodwili and amortisation of other intangibles 00 g add 0.0 add 00l add 00
Subvention payment L) add 00 add 06|  add 0.0
Depreciation of SFA at BV (x) 0.0
Depreciation of SFA at ODV (y} 00
0DV depreciation adjustment 00l d add 0.0 add 0.0! add 0.0
'Subvention payment tax adjustment 0.0 st deduct 0.0 deduct 0.0
interest tax shield 353 q deduct 35.3
Revaluations 00 r add 0.0l
Income tax 24l deduct 214
Numerator 2466 487 1902
o) o R
OSBIT*™ =a+g+s+d INSAT¥=n+g+s-s't+d F?.SE.':TA matg-atrestd
Fixed assets at end of previous financial year (FAq) 3,070 1
Fixed assets at end of current financial year (FA;) 3,600.1
Adjusted net working capital at end of previous financial year (ANWC,) 618
Adjusted net working capital at end of current financial year (ANWC,) 2731
Average total funds employed (ATFE) 3,267.7 c 3,267.7, 3,267.7
(or regulation 33 time-weighted average )
Totai equity at end of previous financial year (TEq) 1,3431
Total equity at end of current financial year (TE;) 1,3917
Average total equity 1,367 4 3 1,367 4
(or regulation 33 time-weighted average )
WUC at end of previous financial year (WUCg) 4746
WUC at end of current financial year (WUC;) 735.2
|Average total works under construction 604.9 e deduct 604.9| deduct 604.9 deduct 604.9]
{or regulation 33 time-weighted average ),
Revaluations 0.0] r
Half of revaluations 0.9 12 deduct 0.0
Intangible assets at end of previous financial year (IAq} 120.9
Intangible assets at end of current financial year (1A;) 259 2
Average total intangible asset 190.1 m deduct 1901
(or regulation 33 time-weighted average )
Subvention payment at end of previous financial year (Sg) 0.0
Subvention payment at end of current financial year (S,) 00
payment tax adj at end of previous financiat year 0.0
Subvention payment tax adjustment at end of current financial year 00
Average subvention payment & related tax adjustment 0.0 v add 0.0
System fixed assets at end of previous financial year at book value (SFA;,0) 0.0
System fixed assets at end of current financial year at book value (SFA,,;) 0.0l
Average value of system fixed assets at book value 00 f deduct 0.0 deduct o deduct 0.0
{or regulation 33 time-weighted average )
System Fixed assets at year beginning at ODV value {SFA4q) 00
System Fixed assets at end of current financial year at ODV value (SFAq) 0.0
Average value of system fixed assets at ODV value 0.0 h add 0.0 add 0.0 add 0.0}
{or 33 time-weighted average )
Denominator 2,662.8 572 4 2,662.8
ATFE =¢c-e-f+h  jAve TE™ =k-e-m+v-f+ |[ATFE*® =c-e-%r-f+h
Financial Performance Measure: 9.3 8.5 74
ROF = OSBITO/ATFED [ROE = NSAT/OVATE"  x  |ROI = OSBIT D/ATFE'> x 100
x 100 100
t = maximum statutory income tax rate applying to corporate entities bv = book value ave = average odv= deprival (T p does not perform an ODV) subscript ‘0" = end of financial

year subscript "1’ = end of the current financial year ROF = return on funds

T p has i assets with property, plant and inthe

of these ratios reflecting the nature of the intangible assets.
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Financial Measures
Return on Equity
Return on Funds

Return on Investment

Efficiency Measures

following formula:

b is system length (in kilometres);

TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

STATEMENT OF PERFORMANCE MEASURES
FOR THE YEAR ENDED 30 JUNE 2011

LINES
BUSINESS
2011

8.5%

9.3%

71%

Direct line costs per kilometre, which shall be calculated in accordance with the

$m
a $157,500,000
b 17,198
a* s direct expenditure (in doliars). and $9,158

* all years restated to exclude HVDC share of reserves

LINES
BUSINESS
2010

3.8%
11.6%

8.2%

$m
$144,000,000
17,343

$8,303

LINES LINES LINES
BUSINESS BUSINESS BUSINESS
2009 2008 2007
9.0% 8.8% 97%
10.5% 10.6% 96%
86% 7.6% 6.5%
$m $m $m
143,542,000 133,583,000 120,355,000
17,341 17,334 17,334
$8,278 $7,706 $6,943
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ANNUAL DEPRECIATED HISTORIC COST RECONCILIATION REPORT

YEAR ENDED 30 JUNE 2014
2011 2010
M M
System fixed assets opening book value 1 July 2,651 2,265
Add system fixed assets acquired during the year at DHC 443 564
Less system fixed assets disposed of during the year at DHC (31) (45)
Less depreciation and amortisation on system fixed assets at DHC (143) (133)
Equals system fixed assets closing book value 30 June 2,920 2,651

Excluded from the above are impairments of $42.3m (2010: 29.2m)
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The Electricity Information Disclosure Requirements

(For 12 months ending 30 June 20711, 2010, 2009. and 2008)
Part 4

Energy Delivery Efficiency Performance Measures and
Statistics 201011 200910 2008/08  2007/08

{Disclosure under Requirement 20)

1. Energy delivery efficiency performance measures

{a} Load factor (%}
Elechical energy entering the transmission system as percentage 69.47 68.49 67.02 68.35
of maximum demand fimes hours per year
(b) Loss ratio (%)

. . 379 372 4.02 3.86
Transmission losses as percentage of ensrgy entering the system

{c} Capacity utilisation (%}

Maximum demand as percentage of total transformer capacity 45.28 46.27 46.93 48.10
2. Statistics

{a} System length, broken down by voltage (k)

Total ® 17,198 17,3487 17,340 17,333
350 kV (HVDC) 611 611 511 611
270 kV (HVDC) 611 611 611 811
0 kV (HVDC earth electrode) 31 31 31 31
220 KV {(HVAC) 8,642 8.642° 8,632 8,631
110 kV (HVAL) 6,152 8,302 6,304 6,298
B6/50/33/11 kV (HVAC) ® 1,181 1,1517 1,151 1,151

{b) Circuit length of overhead electric lings, broken down by
voltage (kmj.

Total ® 17,108 17,256° 17,255 17,248
350 kV (MHVDC) 571 571 571 571
270 KV (HVDC) 571 571 &571 571
0 kV (HVDC earth electrode) 31 31 31 31
220 KV (HVAC) 8642 8,642° 8,632 8,631
110 kY (HVAQC) 8,142 8,290 5,299 8,293
B86/B0/33/11 kV (HVAC) * 1,181 1.151° 1,181 1,181

NE: HVDC link submarine power cables measure approximately
BUkm. Broken down by voitage

350 kV (HVDC) 40 a0 40 490
270 KV (HVDO) 40 40 a0 a0
{c) Total circuit length of underground electric lines (km)

{110 KV HVAC) 11 11 4 4
(d) Transformer capacity (kVA) 14.51x10%  14.26x10%  14.00x10°  13.80x10°
(&) Maximum demand (kilowatts) ™ (kW) B57x10°  B80x10°  as1x10®  8.64x10°
() Total electricity entering the system (before losses) ™ (KWh) 39.08x10°  30.58x10°  38.82010°  30.72x10°

(g} Total amount of electricity (in kilowatt hours) supplied from the
system (after losses of elgctricity) during the financial year on

behalf of each person that is an glectricity generator or an o . B o s
electricity retailer, or both: ™ (kWh) 38.47x10°  38.10x10°  37.26x10°  38.27x10

(h} Total connected customers 53 53 51 48

Notes

a  Excludes 61k of circuits feased from others and operated by Transpower.

b To 2 decimal places only, higher accuracy used in calculations.

¢ For all vears, figures for maxirmum demand kW and kWh injected and supplied include loads on circuits leased by
Transpower, The effect of these circuits cannot be measured as metering equipment is not installed at the inter-
connection points with Transpower-owned assets, but the difference is estimated to be no more than 0.1% of totals.
Loads on Transpower assets leased 1o others are not included as Transpower does not collect operational data for
these assets.

d  Including sales to direct connected customers

@ Minor corrections 1o previously disclosed 2009/10 data.
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The Electricity Information Disclosure Requirements
(For 12 months ending 30 June 2011, 2010, 2008, and 2008}

Parté

Reliability Performance Measures to be Disclosed by
Transpower”

{Disclosure Under Reguirement 21)

1.

Total number of unplanned inferruptions o
Rasuiting from 60 loss of supply events in 2010/11

. Electricity cusiomer interruptions in system minutes ©

Planned
Unplanned

. Underlying electricity customer interruptions in systerm minutes

Underlying interruptions are those interruptions of one systermn
minute or less duration

Planned
Unplanned

. Average supply reliability (%)

Measured by the energy supplied divided by the surm of the
energy supplied and not supplied

. Uneconomic genaration dus 1o planned and unplanned

transmission system unavailability (%)

. Uneconomic generation due to HVDC system

unavatiability (%)°

. Uneconomic generation due to unplanned tfransmission system

unavailability (%)

. Plannad interruption restoration parformance (%)
< Unplanned interruption response (%)

Notes

The information compiled using estimated information includes Part 6 sections 2, 3 and 4, The methodology used to
calculate the estimated information is documented and available from Transpower upon request,
The refiability performance measures given iy Part & do not include the performence of the 34km of drauit leased to other
parties because Transpower does not coliect operational data for these assets,
Whare two supply voltages, or two customers, at the same station are both interrupted this is counted as two

a

interruptions.

Any minor differences between the total and the sum of planned and unplanned are due to rounding.
Systern minutes of interruptions do net include energy made up by backfeed from another point of supply or by

embedded generation within a customer’s network.

2010111

89
152
3.8
118
4.0

1.1
2.9

99.9957

68.6
100.0

NEW ZEALAND GAZETTE, No. 184

2008/10

1.2
4.0

99.9932

775
99.1

2008/09

112

F N o»
O R

it

59

0.9
4.9

£9.9946
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2007/08

2.1
4.7

96.6919

Uneconomic generation (Part 6 sections 5, 6 and 7) is not relevant in the market environment because scheduling is now
based on offered price, not economic cost. In the market, ‘offers to generate” are made after taking constrainis into
account and it is not possible to predict what a generator would have offered if the constraint was net present. As a result
data is not available 1o allow 2 calculation and a null entry has been refumed.
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Form 5

ELECTRICITY INFORMATION DISCLOSURE REQUIREMENTS 2004
REGULATION 31(2)

CERTIFICATE BY DIRECTORS OF FINANCIAL STATEMENTS,
PERFORMANCE MEASURES, AND STATISTICS DISCLOSED BY
TRANSPOWER NEW ZEALAND LIMITED

y ) ﬁg,ﬁ ST R
We, Ao Aieie and Sce77. |, Directors of Transpower New Zealand
Limited ("Transpower") certify that, having made all reasonable enquiry, to the best of
our knowledge;

(a) The attached audited financial statements of Transpower, prepared for the

purposes of regulation 5 of the Commerce Commission’s Electricity Information
Disclosure Requirements 2004, comply with those Requirements; and

(b) The attached information, being the derivation table, financial performance

moaqiirae offiatanag marfammmanoen maagiirnag anorn alivrary AFFR AT an s

1ucabulco, Clll\/l@llby PCLLULLILCUJ.\«U ulcaoulco, Cllclé)’ ucuvc1y Ulll\alcllb)’
performance measures, statistics and reliability performance measures in relation
to Transpower, and having been prepared for the purposes of requirements 14,
15, 16, 20, and 21 of the Electricity Information Disclosure Requirements 2004,
comply with those Requirements

The valuations on which those financial performance measures are based are as at 30
June 2011.

November 2011
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Form 7
Requirement 36(1)

STATUTORY DECLARATION IN RESPECT OF STATEMENTS AND
INFORMATION SUPPLIED TO COMMERCE COMMISSION

I, dow Hhic , of /éf «C/aw being a Director of Transpower New Zealand
Limited, solemnly and sincerely declare that having made all reasonable enquiry, to
the best of my knowledge, the information attached to this declaration is a true copy
of information made available to the public by Transpower under the Electricity
Information Disclosure Requirements 2004.

And I make this solemn declaration conscientiously believing the same to be true and
by virtue of the Oaths and Declarations Act 1957. Declared at this day of | 3’
November 2011.

Solicitor of the High Court
of New Zealand

Anthrea Mavrks telin
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Hmm”miiil%i}zw““' £l ERNST & YOUNG Chartered Accountants
1

Independent Auditor’'s Report

To the readers of the financial statements of Transpower New Zealand Limited Lines Business (“the Business”) for
the year ended 30 June 2011.

We have audited the accompanying financial statements of the Business, which comprise the statement of
financial position of the Business as at 30 June 2011, and the statement of comprehensive income, statement of
changes in equity and statement of cash flows of the Business for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Directors' Responsibilities for the Financial Statements

The Commerce Commission’s Electricity Information Disclosure Requirements 2004 made under section 54W of
the Commerce Act 1986 require the Directors to prepare financial statements which give a true and fair view of
the Business as at 30 June 2011, and results of its operations and cash flows for the year then ended, and for
such internal control as the directors determine is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibilities
It is our responsibility to express an independent opinion on the financial statements presented by the Directors

and report our opinion to you.

We conducted our audit in accordance with International Standards on Auditing (New Zealand). These auditing
standards require that we comply with relevant ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected, depend on our judgement, including the assessment of the risks
of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, we have considered the internal control relevant to the Business’ preparation of the financial
statements that give a true and fair view of the matters to which they relate in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Business' internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates, as well as evaluating the overall presentation of the
financial statements.

We believe we have obtained sufficient and appropriate audit evidence to provide a basis for our audit opinion.

In addition to the review, we act as auditor on behalf of the Auditor-General and have carried out other assurance
assignments, which are compatible with the independence requirements of the Auditor-General. Other than these
assignments we have no relationship with, or interest in Transpower New Zealand Limited or its subsidiaries.

Opinion
In our opinion, the financial statements referred to above:

» comply with generally accepted accounting practice;

» give a true and fair view of the financial position of the Business as at 30 June 2011 and the
results of its operations and cash flows for the year then ended; and

» comply with the Electricity Information Disclosure Requirements 2004,

Report on Other Legal and Regulatory Requirements
In our opinion proper accounting records have been kept by Transpower New Zealand Limited as far as appears
from our examination of those records.

Our audit was completed on 17 November 2011 and our opinion is expressed as at that date.

é/wvffm

Wellington
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I 20 ErnsT & YounG Chartered Accountants
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Auditor’s Opinion on the performance measures of Transpower New Zealand

[N Rt iy n H
LInnLeu LinesS pushiedss

We have examined the attached information, being:

> a derivation table;

> an annual DHC reconciliation report;

> financial performance measures; and

> financial components of the efficiency performance measures,

that were prepared by Transpower New Zealand Limited Lines Business and dated 30 June 2011 for the
purposes of the Commerce Commission's Electricity Information Disclosure Requirements 2004.

In our opinion, having made all reasonable enquiry, to the best of our knowledge, that information has been
prepared in accordance with those Electricity Information Disclosure Requirements 2004.
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