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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2013

LINES BUSINESS

Notes 2012
$M
Transmission revenue 2 725.2
Insurance claim revenue 2 35
Finance revenue 5 3.1
731.8
Operating expenses 4 271.6
Earnings before finance expenses, tax, depreciation, amortisation, impairment,
asset write-offs and changes in the fair value of financial instruments 460.2
Depreciation 4 148.8
Amortisation 4 8.1
Impairment 13 3.9
Asset write-offs 4 121
Finance expenses 5 85.4
Earnings before changes in the fair value of financial 201.9
instruments and tax
(Gain) loss in the fair value of financial instruments 6 121.8
Earnings before tax 80.1
Income tax expense (credit) 7 22.9
NET PROFIT (LOSS) 57.2
Total net profit (loss) for the period is attributable to: S
Owners of the parent 1851 57.2
Other comprehensive income for the period net of tax 0.9
Total comprehensive income for the period 58.1
Total comprehensive income for the period is attributable to: T
Owners of the parent L1885 58.1

These statements are to be read in conjunction with the accompanying notes.
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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2013

ASSETS EMPLOYED

Current assets

Cash and cash equivalents

Trade and other receivables

Derivatives and hedge commitment in gain
Non current assets held for sale
Inventories

Non current assets

Trade and other receivables

Derivatives and hedge commitment in gain
Other financial assets

Property, plant and equipment

Capital work in progress

Intangibles

TOTAL ASSETS EMPLOYED

FUNDS EMPLOYED

Current liabilities

Cash and cash equivalents

Trade and other payables

Current tax liability

Current debt

Derivatives and hedge commitment in loss
Deferred income

Provisicns

Non current liabilities

Non current payables

Finance lease liabilities

Derivatives and hedge commitment in loss
Non current debt

Deferred tax

Provisions

Total liabilities

Equity

Capital

Available for sale financial assets reserve
Accumulated surplus (deficit)

Total equity

TOTAL FUNDS EMPLOYED

Notes
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LINES BUSINESS

2013 2012
$M $M
A3 0.9
1235 77.0
160.6 47.7
51,0 67.1
12.5 11.3
3489 204.0
27.3 24.0
118.8 169.8
5.4 7.7
3,920.7 2,713.8
493.8 1,287.2
316.8, 283.9
4,882.8 4,486.4
5231.7 4,690.4
0.4 6.4
91.2 181.2
1.4 45
179.1 10.1
237.7 100.2
60.4 50.6
9.4 7.4
579.6 360.4
0.9 1.6
05 0.7
2765 340.9
2,935.7 2,481.3
207.2 156.6
2.8 9.1
3,423.6 2,990.2
4,003.2 3,350.6
1,200.0 1,200.0
285 139.8
1,228.5 1,339.8
5,231.7 4,690.4

The board of directors of Transpower New Zealand Limited authorised these financial statements for
issue on 14 November 2013. For, and on behalf of, the board

DIRECTOR

These statements are to be read in conjunction with the accompanying notes.
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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2013

LINES BUSINESS

Notes Ordinary Shares  Available for Retained Owners of the
2011/12 Sale Reserve Earnings Parent
$M $M $M $M
Equity at 1 July 2011 1,200.0 (0.9) 192.6 1,391.7
Profit for the period - - 57.2 57.2
Other Comprehensive Income - 0.9 - 0.9
Totai Comprehensive income - 0.9 57.2 58.1
Transactions with Owners 19 - - (110.0) (110.0)
Total equity at 30 June 2012 1,200.0 - 139.8 1,339.8
Notes Ordinary Shares Avaiiabie for Retained Owners of the
2012/13 Sale Reserve Earnings Parent
$M $M $M $M
Equity at 1 July 2012 1,200.0 - 139.8 1,339.8
Profit for the period - - 185.1 185.1
Other Comprehensive income - - - -
Total Comprehensive Income - - 185.1 185.1
Transactions with Owners 19 - - (296.4) (296.4)
Total equity at 30 June 2013 1,2006.0 - 28.5 1,228.5

These statements are to be read in conjunction with the accompanying notes.



25 NOVEMBER 2013

TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

CASH FLOW STATEMENT

FOR THE YEAR ENDED 30 JUNE 2013

CASH FLOW FROM OPERATIONS :

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

Cash was applied to:
Payments to suppliers and employees
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
Other investments

Cash was applied to:
Purchase of property, plant and equipment
Short term investments
Other 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 cash equivalents - asset
Cash and cash equivalents - liability

LINES BUSINESS

2013

NEW ZEALAND GAZETTE, No. 155

2012
M

743.7
3.1

(273.3)
(25.2)

717 ay
{107.9)

290.5

04

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
Depreciation and amortisation
Deferred tax
Impairment

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:

Pranerty. nlant and eguinment write-offs and loss on sale
Cropenty, piant ang equipment wrile-glis and 10ss on saie

Capitalised interest

Net cash flow from operations
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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

1. Statement of accounting policies

Reporting entity and statutory base
These financial statements are for the lines business of Transpower New Zealand (the Lines
Busmess) The Lines Business is a notional entity comprlsmg the parts of the Transpower Group

\ .ranspower, that aupply electr luly transmission services. The financial 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 in accordance with 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 (NZ IFRS) and other applicable financial reporting standards. The financial 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 methodalogy (ACAM) is used for allocating costs and assets

and liabilities between the Lines business and Other businesses.

s are derived by taking the Transpower Group annuai report figures and then
ompanies or areas and adding back intercompany items or areas 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, financial
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
linac ralatad ciiheaidiariae ae at and far tha vanr andad 20 Lina 2042 Quihaidiarias ara thnan antitiag

HIHTTUO 1 DIQTU QUUSIUIAIITO Ao AU AU TUT 1T yOal THUTU OU JUIIT LU 10, JUUIIUIaliCo dic UivoT Triliticd

controlled, directly or indirectly, by the Parent. All significant intercompany accounts and transactions are
eliminated on consolidation.

b) 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
because the Transpower Lines Business is deemed to act only as a collection agent.

Revenue received from central or local government or their agencies for the construction, removal
or movement of long term assets is amortised over the life of the underlying long term asset to which
it relates.
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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

c) Goods and services tax (GST)

The statement of comprehensive income and the cash flow statement are prepared so that all
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.

d) Accounts receivabie

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, based on objective evidence, the debt will
not be paid when due by the customer.

e) 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 weighted average basis.

f) 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 j), derivatives (section g) and property loans (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. If the market for a
financial asset is not active, fair value is established by using valuation techniques including recent arm’s
length transactions, reference to similar instruments, discounted cash flow analysis and option pricing
models.

g) Other 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 profit or loss

in the period in which they arise.

h)

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.

i) 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
i H ~
(=3

Avsmmnd o] b by oAl adaam Has sl as A
CANTUICU W DC palu WIITTT HE HaUituceys a

j) 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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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

k) Property, plant and equipment

Dranmarty nianmt and acirinmant ic ran~anicn At ~nct loce annr Hotad Aanranis tHian CAact i
riupe ly pianiL arru U\.{Ul}ll”c”l ID IU\/UHI”DGU dal LUOL 1IToD actumuiaied ucpi U\AGUUII LOStis

determined by including all costs directly associated with bringing the assets to their location and
condition for their intended use.

1) 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
Business's weighted average cost of borrowing. Assets are transferred from capital work in progress to
property, plant and equipment, or intangible assets as they become operational and available for use.

Any liquidated damages received relating to capital projects reduces capital work in progress.

m) Depreciation
Depreciation of property, plant and equipment is calculated using the straight line method to write
down the cost of property, nlnnf and nmnnmnnf to its estimated residual value gver its estimated

e LUSh TOPCIR S coumaiel /esiGial vaiuc © (R St alel

useful life.

The estimated useful lives are as follows:

Transmission lines 40-70 years

Freehold buildings 30-55 years

Substation assets 8-55 years

HVDC assets 30 years

Communication assets 8-25 years

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

Non current assets (and disposal groups) classified as held for sale are measured at the lower 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 transaction rather than through continuing use. This condition 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 to be completed within one year from
the date of classification.

o) 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.

p) 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 follows:

Software 5-8 years
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.

q) 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

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.

r) Debt

Debt is designated as fair value through profit or loss on the basis of preventing an “accounting
mismatch”. The Transpower Lines Business’s debt and derivatives are managed as one integrated
portfolio; therefore, measuring derivatives and debt on different bases would create a recognition

cas! H ves aNG Cel Aadatts WO Liealc a TeLUY!

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 yields.
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S) 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 settiement.

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

bt dimimo o A AL
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t) 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

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.

u) 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 setllement 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 IAS 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.

V) 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 ihe
hedges are highly effective in offsetting foreign currency movement changes in the fair values of hedged
items.
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w) 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. Investments with an original
maturity of less than three months are classified as cash.

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 relevant to the financial statements, but not effective until 1 July 2013 or
later.

NZ IFRS 9 Financial Instruments.

Among the areas of NZ IFRS 9 that have been released and can be adopted early, there is a requirement
to separately disclose fair value movements from changes in our credit risk in other comprehensive
income rather than in profit or loss. If adopted, this would result in a transfer of $43.2m of losses from
Gain / (loss) in the fair value of financial instruments to Other Comprehensive Income (2012: $159.4m

gain).

The main area that has not been finalised and therefore cannot be adopted early, relates to hedge
accounting. NZ IFRS 9, hedge accounting, may have a material impact upon the Group financial
statements. It is too early to comment until the standard, in particular the transitional arrangements, are
finalised.

NZ IFRS 10 Consolidated Financial Statements

NZ IFRS 11 Joint Arrangements

NZ IFRS 12 Disclosure of Interests in Other Entities
NZ IFRS 13 Fair Value Measurement Statements

For the above four standards, The Transpower Lines Business anticipates that the changes will not have
a material impact on the financial statements in the period of initial application other than increased
disclosure.

New standards adopted during the period

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

New policies adopted during the period

The Transpower Lines Business has adopted a revenue recognition policy for Government Grants.
Refer section b).
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2. Operating revenue

2012
$M
Transmission revenue
HVAC interconnection 512.7
HVAC connection 121.0
EV (rebate) charge - HVAC (40.8)
HVDC 78.9
EV (rebate) charge - HVDC 16.8
Customer investment contracts 26.2
Other transmission 104
Total transmission revenue 7252
Non transmission renenue
Insurance claim revenue 35
Totai operating revenue 728.7

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 voltage 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 {ime as EV (rebates) or charges.

Customer investment contracts are contracts entered into with customers to build grid connection

assets.
Electricity regulations additional disclosures: LINES BUSINESS

e oy ‘ 2012

$M

Revenue provided to Lines Business from
other Transpower businesses -
Revenue - electricity loss rental rebates 100.2
Expense - electricity loss rental rebates (100.2)

Electricity loss rental rebates not passed
through to customers
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3. Deferred income

LINES BUSINESS
)13 2012
$M
Customer investment contracts 16.8
Transmission realignment 32.3
Other 1.5
Total deferred income 50.6

Customer investment contracts

Customer investment contracts are contracts entered into with customers to build grid connection
assets. Where the customer pays upfront to construct the asset, 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 realignments

The Group has entered into contracts with third parties to underground and realign some transmission
line assets. Where appropriate deferred income is recognised over the life of the related transmission
assets. Related imputed interest expense is based on the rate of return in the year the payment was
received. Certain non-governmental realignments have the resulting revenue recognised immediately.

Other
Other deferred income principally consists of future property settlements.
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4. Operating expenses

LINES BUSINESS

2013 2012

< $M $M

Transmission charges - -

Transfer payments to "other Transpower businesses” e -

Transmission asset maintenance: = -

Disconnection/reconnection services ) -

Metering data e -

Consumer-based load control services CEn = -

Rovyalty and patent expenses R -

Avoided transmission charges on account of own generation 3 e -
Other - T support s
Other - insurance 13.2

Total 13.2

Expenses to entities that are not related parties for:

Transmission asset maintenance: 127.4
Disconnection/reconnection services e R -
Information technology costs including lease costs 27.8 27.3
Metering data - -
Consumer-based load control services i i -
Royalty and patent expenses R -
Total 1562 154.7
Employee salaries and redundancies 51.8 43.7
Consumer billing and information system expense - -
Corporate and administration expenses 134 13.5
Human resource expenses s 6.3 5.8
Marketing / advertising expenses 0.3 0.2
Merger and acquisition expenses S -
Takeover defence expenses . - -
Research and development expenses - -
Legal and consultancy expenses o 16.3 12.4
Study grants and donations B 1.3
Directors' fees .05 0.5
. 887 77.4
Audit fees
Audit fees paid to principal auditors 04 0.3
Audit fees paid to other auditors - -
Fees paid for other services provided by principal and other auditors 0.2 0.3
Total 0.6 0.6
Cost of offering credit S nes
Bad debts written off P -
Increase in estimated doubtful debts - -
Total = -
Local authority rates expense i 40 3.4

AC loss-rental rebates (distributed to retailers/customers) expense = -
Rebates to consumers due to ownership interests S -
HVDC share of reserves 84 175
Subvention payments - -
Unusual expenses - -

Other expenses not listed - Industry related expenses 6.7
Total operating expenses 271.6
Depreciation, amortisation and write-offs

Depreciation of system assets 1411

Depreciation of other assets 7.7
Total depreciation expense 148.8
Amortisation of intangibles 8.1
Other expenses not listed - Stock and asset write-offs 12.1
Total depreciation, amortisation and write-offs 169.0

Operatings expenses including asset write-offs, depreciation and amortisation 472.2 440.6
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5. Net finance expenses

LINES BUSINESS

2013 2012
$M $M
Finance revenue e
Interest received .08 3.1
Finance expenses e
Interest paid and associated fees S M95 T 155.4
Capitalised interest BT (72.4)
imputed interest 28 2.4
‘ 136.8 85.4
Total net finance expenses - 136.8 85.4

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

Imputed interest
Imputed interest is on customer investment contracts, 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

2012
$m
Accounting hedges
Foreign exchange forward contracts - hedge accounted (5.8)
Hedge commitment 5.8
Other
Foreign debt 16.7
Cross currency interest rate swaps (75.5)
Foreign interest rate swaps 2.3
Basis swaps 26
NZD interest rate swaps 169.1
Foreign exchange forward contracts - not hedge accounted 0.2
investments -
NZD debt 58
Fair value movement FX Swaps -
Available for sale assets 0.6
121.8
Total fair value (gain) loss 121.8

The above fair value movements are as a resuit of the Transpower Lines Business recognising the financial
instruments at fair value through profit or loss or as fair value hedges.

The Transpower Lines Business experiences fair value movements principally through movements in underlying
interest rates and exchange rates. The Transpower Lines Business generally seeks to fix interest rates to provide
certainty of interest rate costs. This means that, prima facie, a decrease in market interest rates will result in the
Transpower Lines Business sustaining fair value losses and conversely an increase in market interest rates will result
in fair value gains.

Credit spread impact

Corporate debt has a credit spread built into the pricing that is applied by the market, over and above the

swap curve. This spread represents the additional risk of a corporate debt obligation compared with a liquid net
settled swap transaction. Note 17 Debt, financial Instruments and risk management, part iv credit risk, includes
discussion of 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 foreign exchange forward contracts. The "hedge commitment" represents the non derivative fair value
movement, attributable to foreign exchange movements, on the commitment to buy the goods, i.e. before the goods
or an invoice are received.

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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TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

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

Total income tax expense (credit)

Reconciliation of effective tax

Operating surplus before tax
Income tax at 28c

Tax effect of:

Non deductible expenses

Tax exempt income

Adjustment for prior periods

Total income tax expense (credit)

NEW ZEALAND GAZETTE, No. 155

LINES BUSINESS
2013

sM

2012
$M

16.7
3.7

204

5.4
(2.9)

25

22.9

80.1
22.4

(o.é)
0.8

22.9
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8. Trade and other receivables

LINES BUSINESS

G 2043 2012
 em M

Current e
Trade and other receivables L 116.0: 71.3
Prepayments e o 1B 5.7
Total trade and other receivables - 1235 77.0

Non current
Prepayments

Total trade and other receivables k Lo 150.8: 101.0

There was no impairment of receivables during the year (2012: nil).

The prepayments predominantly relate to telecommunication lease connection fees.

25 NOVEMBER 2013
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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

2013 ST LT ST LT Total
asset asset (liability) (liability) “asset (liabilit
$M $M $M $Mo

Debt related derivatives

Cross currency interest rate swaps - 81.3 - (22.4)
Interest rate swaps 19.4 375 (96.7) (253.0)
Basis swaps - - - (1.1)
FX swaps 129.3 - (129.1) -
148.7 118.8 (225.8) (276.5) - .
Purchasing related derivatives and hedge commitment
Foreign exchange forward contracts 0.9 - (11.0) -
Total derivatives 149.6 118.8 (236.8) (276.5)
Commitment on fair value hedges 11.0 - (0.9) - R
Total derivatives and hedge commitment 160.6 118.8 (237.7) (276.5)
LINES BUSINESS
2012 ST LT ST LT - - = Total
asset asset (liability) (liability) - asset{liability)

$M $M $M $M -

Debt related derivatives

A

Cross currency interest rate swaps - 105.9 - (37) 1022

Interest rate swaps 16.0 59.6 (68.6) (331.1) - (324.1)

Basis swaps - - - (18) = . (18)

FX swaps 0.1 - - S i
16.1 165.5 (68.6) (336.6) . (2236)

Purchasing related derivatives and hedge commitment

Foreign exchange forward contracts - - (31.6) (4.3) =

Total derivatives 16.1 165.5 (100.2) (340.9) -

Commitment on fair value hedges 31.6 4.3 - - EEsES Y

Total derivatives and hedge commitment 47.7 169.8 (100.2) (340.9) (2

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 settlement 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,
attributable to foreign exchange movements, 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).
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11. Inventories

Substations
Transmission lines
Communications
Other

Total inventories

Inventories expensed during the period

NEW ZEALAND GAZETTE, No. 155

LINES BUSINESS
2013 2012
o sm sM
e 89 9.5
Heeral 10
S e 0.5
01 0.3
25 113

27 38

All inventory is classified as finished goods i.e. no further processing is carried out.

4341
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12. Other financial assets

LINES BUSINESS

2013 2012
L sM $M

Non current S
Property loan assets 39 39
Fonterra shares KL 3.8
Total non current financial assets Lt B 7.7

Property loan assets

The Transpower Lines Business has a property portfolio as a result of the North Island Grid
Upgrade (NIGU) project. Properties were purchased between Whakamaru and South Auckland
for the purposes of establishing easements and then on-selling. As part of the selling
programme, the Transpower Lines Business has two vendor finance loan assets. These loan
assets are carried at amortised cost. No impairment is expected.

Fonterra shares

As a result of the NIGU property portfolio, the Transpower Lines Business holds Fonterra
shares. 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 any other financial instruments category.

25 NOVEMBER 2013
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14. Trade and other payables

LINES BUSINESS

2013 2012

M $M

Trade creditors T 802 171.6
Employee entitlements s 1090 9.5
Current portion of external finance leases e 0.1

Total trade and other payables = 12 181.2
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15. Provisions

Balance at 1 July 2012

Provisions made during the period
Provisions used during the period
Provisions reversed during the period
Balance at 30 June 2013

Current portion of provisions
Non current portion of provisions
Balance at 30 June 2013

Employee benefits

LINES BUSINESS

Employee . ; - Total
benefits Redundancy Dismantling - i
M $M M. $M
56 0.2 107 165
6.5 1.1 -
(5.6) (0.5) (5.8) =
6.5 0.8 49
65 0.8 21 94
. - 28 028
65 0.8 49 122

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

Dismantling

In September 2007, the Transpower Lines Business removed from service the HVDC Pole 1 (Pole 1) due to the low
probability, high consequence risks posed by continuing operation of the aging technology.

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 2015. Actual decommissioning costs may vary from the figures indicated.
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LINES BUSINESS

2013 2012
o sM
One to five years : 04 0.4
Greater than five years e L L 0.3

Reconciliation to lease payments:

Total future minimum lease payments on1h 1.8
Interest expense o 0.9) (1.0)
Total lease liability recognised s 0.8
This is represented by: NN TR

Current lease liability 01 0.1
Non current lease liability 05 0.7

T 06 0.8
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17. Debt, financial instruments and risk management

(@)

(b)

(c)

The following items are described in the financial statements in the following notes:

Item Note
Derivative balances split between short term and long term assets and liabilities 10
Debt security and guarantees 23
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 at balance date, 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 porifolio 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 risks; being liquidity, interest rate, currency, and credit; and those that are operating
related risks, being currency, commodity, customer credit, insurance and regulatory.

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 observable market prices, and 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 exampie, 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.

Transpower has certain debt issues listed on the New Zealand debt exchange (NZDX). The volume of trades is considered insufficient
to use quoted market prices for valuation purposes.

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 $750 million. No more than 50% of debt can mature within the next three years and at least 30% of debt must mature
after five years.

Term debt
The Group has five debt facilities. The aggregate principal amount of the debt outstanding may not exceed the following:
Currency Foreign currency NZD
equivalent
$M M
- Domestic medium term note programme NzZD - 1,500
- Australian medium term note programme AUD 750 954
- European commercial paper programme uUsD 500 629
- Domestic commercial paper programme NZD - 500
- Revolving cash advance facility NZD - 200

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 two year Standby Facility for NZD $250 million, maturing 7 December 2014, undrawn since inception.
- a three year Standby Facility for NZD $250 million, maturing 7 December 2015, undrawn since inception.

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.

Movements in interest rates will also impact on the fair values of the debt and derivatives portfolio. Prima facie, a market increase in interest
rates will cause a decline in the net debt and derivative portfolio. Conversely a market decrease in interest rates will cause an increase in the
net debt and derivative portfolio.

The Group's policy sets minimum and maximum hedging parameters expressed as a percentage of forecast 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.

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 denominated borrowings is managed using cross currency interest rate swaps and basis swaps.

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.

iv.  Credit risk
Credit risk is the risk of adverse impact on the Group through the failure of a counterparty 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 lesser 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 Standard and Poor's credit rating of A or above or Fitch, Moody's equivalent. The exception to
these minimum credit ratings is for RRL investments, which are discussed in ¢) i. above. Credit exposures against these limits are monitored
on a daily basis.

For those counterparties with which 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 (2013:
none; 2012: none). Any collateral posted by Transpower would be included in Note 8 Trade and Other Receivables. (2013 none and 2012:

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 Swaps and Derivatives Association (ISDA). 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 net valuation is positive, as follows:

2013 2012

M M

Cross currency interest rate swaps 814 103.0
Interest rate swaps T - -
Basis swaps ! - -
CP FX swaps o038 -
Foreign exchange forward contracts 0.4 -
Total - 821 103.0
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compensate them for the perceived risk inherent in the counterparty and transaction. For derivative transactions, the impact of credit
spreads is substantially 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:

2013 2012

$M $M

Fair value Profit / (loss) impact Con (4B3) 159.4
Statement of financial position impact - (increase)/decrease in liabilities SR 172 2 2155

Statement of financial position impact - (increase)/decrease in assets SR e -
Sensitivity analysis

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

Fair value risk
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 and market
perceptions on credit risk. For debt, derivatives and investments the relevant yield curve is effectively adjusted for the credit risk (or spread).

A parallel shift in the yield curve by 1% (100 basis points) would create the following fair value movements based on net debt held at 30 June
2013.

2013 2013 2012 2012
Yield curve interest rate change: +100bp -100bp +100bp -100bp
™ ™ ™M M

Yield curve impact on pre-tax
profit / (loss) / equity 58.2 (60.1) 155.9 (168.5)

The significant change in yield curve impact is due to medium to fong term interest rates now being floating rather than fixed.

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

2013 2012
M $M

68.9 171.8

Within one year

One to two years 18.7
Two to five years -
Greater than five years -

190.5

Total foreign exchange forward contracts
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i Commodity risk
Commodity risk is the risk of an adverse impact in commaodity prices such as prices for aluminium and copper. These are some of the raw
materials used in the construction of the electricity transmission network. Generally, Transpower has contracts in which commodity risk is
borne by the supplier.

iii.  Customer credit risk
Transpower's customers comprise predominantly of electricity generators, electricity distribution companies and some large industrial users.
There is a high concentration of credit risk with respect to trade receivabies due to the small number of significant customers from which the
majority of revenue is received. 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 2013 (2012: none).

Significant receivables at balance date were:

2013 2012

$M $M

Vector Limited 16.2 121
Meridian Energy Limited -10:8 5.8

iv. Insurance risk
Transpower insures its grid assets up to a cap of $500 million under a material damage policy. From 1 September 2013, this cap was raised to
$750 million. Transmission lines are not insured because the premium cost exceeds the probability of significant loss. Submarine cables are
separately insured to a cap of $90 million.

Transpower operates a captive insurance company through its subsidiary Risk Re-insurance Ltd (RRL). Under the material damage policy RRL
is liable for the first $9 million of insurance cost for grid assets and up to $23.75 million for submarine cables. A $1million excess applies under
the material damage policy. No excess applies under the submarine cables policy.

RRL maintains an investment portfolio to meet any insurance claims.

V.  Regulatory risk
Transpower is a natural monopoly and is regulated by the Commerce Commission (CC). The CC determines what rate of return applies to
Transpower's assets. It also determines the level of operating expenditure and capital expenditure that can be recovered from customers.

There is a risk that Transpower’s rate of return may be set at too low a level to compensate Transpower for undertaking investments in grid
assets. There is also a risk Transpower overspends against its operating expenditure and capital expenditure thresholds and cannot recover
these costs.
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19. Equity

Capital

25 NOVEMBER 2013

Transpower has 1,200,000,000 issued and fully paid $1 ordinary shares. Transpower's authorised capital is
$1,200,000,000 (2012: $1,200,000,000). The shares confer on the hoiders the right to vote at any annuai

general meeting of Transpower. The shares have no par value and rank equally.

The group manages capital to maintain its strong credit rating. Surplus capital is returned by way of dividends to

shareholders.

Dividends
The following dividends were declared and/or paid relating to the 2013 financial year.
Declared = Amount $M Cents per share Paid
18/02/2013 92.0 8 27/03/2013
15/08/2013 137.0 11 25/09/2013

$205 million was paid on 18 September 2012 relating to the 2011/12 financial year.
imputation credits

The Group imputations credits have been adopted for this analysis.

2013
$M
Balance at 1 July 2012 341.2
Net tax payments/transfers made/refunds received 31.1
Imputation credits attached to dividends paid to shareholders (141.1)
Balance at 30 June 2013 231.2
Terminal tax accrued at 30 June 2013 (to pay July 2013) 1.4
232.6

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 Transpower 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.
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21. Operating lease commitments

LINES BUSINESS
Commitments in respect of non-canceiiabie 2013 2012
operating leases payable: $M $M
Within one year 15.4 15.7
One to two years ; “14.8 15.2
Two to five years k 353 375
Later than five years ‘ 117.1 124.6
Total operating lease commitments 182.6 193.0

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

25 NOVEMBER 2013
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22. Capital commitments

Capital commitments in respect of

confracts for property, plant and equipment:

Within one year

One to two years

Two to three years
Three to four years
Four to five years
Greater than five years

Capital commitments in respect of
contracts for intangible assets:
Easements and right to access assets
Software

Total capital commitments

~ LINES BUSINESS
2012
$M

4449
31.0

5.5

21
483.5

0.1

0.1

483.6

4359
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23. Contingencies

(i) Regulation and Capital Projects

Transpower is allowed to recover from Transmission customers the project costs set out in Grid Upgrade Plans
(GUPs). Since 2010 the GUP's have been approved by the Commerce Commission (CC). Prior to that date the
Electricity Commission (EC) approved GUP's. If project expenditure exceeds the amount initially approved,
Transpower must apply to the CC for approval to recover the additional amount.

NIGU Project
The NIGU Project (NIGU) which involved the construction of a new 400kV capable transmission line between
Whakamaru and Auckland was commissioned in October 2012.

The current maximum cost approved by the regulator for NIGU is $824 million. The final cost of the project will
exceed this amount, by around $70 million. Transpower has made an application to the Commerce
Commission with respect to the majority of the additional NIGU costs.

There is uncertainty over the extent to which the final costs of NIGU will be approved by the Commerce
Commission. Under regulations introduced in January 2012, the Commerce Commission has discretion;
(a) to increase the maximum cost approved above $824 million;
(b) to review the original EC approved amount of $824 million and make adjustments,
retrospectively, for movements in CPI and foreign exchange inputs.

If the latter adjustment were applied, the original approved amount could reduce by approximately $80 million.
Transpower does not believe such an adjustment applies.

To the extent that the Commerce Commission determines that some of the additional project expenditure was not
efficiently incurred and does not increase the final approved amount, Transpower would not be able to recover the
full project cost and an asset impairment may result.

(ii) Guarantees

NZPCL

In November 2009, the Group partially terminated the 2003 cross border lease in respect of the majority of the
HVAC transmission assets in the South Island. As a result of the partial termination, Transpower has
consolidated a special purpose vehicle, NZPCL. NZPCL has a deposit with a financial institution and a loan
from another financial institution. The cash flows from the deposit and loan offset. No consideration was
transferred. The loan to NZPCL is guaranteed by Transpower.

The substance of the transaction is such that Transpower rather that the non controlling interest would be
responsible for any shortfall between the value of the asset and the liability.

Debt

Tranannwar and in anma rnacna rnariain airthaidiarine hauva nravidad Anarantanc in racnant nf tha (Gronin'e
HAlIOPUWTL,; AU 11 SUTTIT LAOTO LTI dill SUUDIVIAINITY, TIAVTD PIUVIUTU YUAIdIITTO 1T TTOPTUL VI UIT WIVUY ©
honds, euro medium term notes (EMTN), Australian medium term notes, the US private placements, its bank

facilities and its domestic multi-option facility.
The likelihood of losses in respect of these matters is considered to be remote.

Note 17 Debt, financial instruments and risk management includes the outstanding amounts issued at
balance date.

Bonds - issued by Transpower Finance Limited

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.
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Pursuant to the Trust Deed, Transpower and its subsidiaries excluding RRL (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.

Bonds - issued by Transpower New Zealand Limited

Transpower has issued bonds which remain outstanding under a master trust deed dated 18 March 2011
between Transpower and The New Zealand Guardian Trust Company Limited, as amended from time to time
(Master Trust Deed), and a supplemental trust deed (no. 1) dated 17 November 2011 between Transpower
and The New Zealand Guardian Trust Limited.

Pursuant to the Master Trust Deed, Transpower has given a negative pledge that while any unsubordinated
notes are outstanding it will not (and its subsidiaries will not), subject to certain exceptions, create or permit
to subsist any charge or lien any of their respective assets to secure payment of debt securities.

Euro medium term notes

Under the euro medium term note (EMTN) programme, Transpower Finance has previously issued notes
guaranteed by Transpower. Transpower New Zealand rather than Transpower Finance, now issues notes
under this program. Transpower New Zealand Limited has given a negative pledge covenant that while any of
the notes issued under the EMTN programme remain outstanding it will not (and its subsidiaries will not),
subject to certain exceptions, create or permit to exist any charge or lien over any of its respective assets to
secure payment of certain indebtedness.

Australian medium term notes
Under the Australian medium term note programme, Transpower may issue notes. There were no
notes issued at balance date (2012: none).

US private placements - issued by Transpower Finance Limited

Bonds are issued by Transpower Finance under a note and guarantee agreement dated 27 September
2004. The Bonds are guaranteed by Transpower (the "Guarantor"), Halfway 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.

US private placements- issued by Transpower New Zealand Limited

Notes (“Transpower USPP Notes”) have been issued by Transpower under a note purchase agreement
dated 13 October 2011. The Transpower USPP Notes are guaranteed by Transpower Finance, Halfway
Bush and TB and T (together, “Subsidiary Guarantors”). Each Subsidiary Guarantor has unconditionally
guaranteed payment of the principal, interest and other amounts owing under the note purchase agreement
for the Transpower USPP Notes.

(iii) 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 thuse alliibulable Lo
customers. Under Commerce Commission regulations, Transpower is required to pass onto or claim from
customers the economic value of the net balance of any historical gains or losses incurred prior to 30 June
2012. In addition to the historical balances, further economic gains or losses arising are required to be passed
on or claimed from customers in the following pricing year.

4361
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The following are the balances and expected cashflows from the EV account, by HVAC and HVDC customers.

30 June 2013 balance HVAC HVDC Total
$M $M $M

To be recovered (paid) over the period 1 July 2013 to 30 June 2020 (47.1) 94.0 46.9

To be recovered (paid) over the period 1 April 2013 to 31 March 2014 (39.1) 59 (33.2)

To be recovered (paid) over the period 1 April 2014 to 31 March 2015 (11.4) (7.5) (18.9)

Total to be recovered (paid) (97.6) 92.4 (5.2)

30 June 2012 balance HVAC HvVDC Total
$M $M $M

To be recovered (paid) over the period 1 July 2012 to 30 June 2020 (52.1) 104.1 52.0

To be recovered (paid) over the period 1 April 2013 to 31 March 2014 (36.5) 5.5 (31.0)

Total to be recovered (paid) (88.6) 109.6 21.0

(iv) Regulated rate of return

On 23 December 2010 the Commerce Commission (CC) announced the new regulatory framework that applies

to Transpower and which has been brought into effect by the Commerce Act (Transpower Individual Price-Quality
Path) Determination 2010 and the Commerce Act (Transpower Input Methodologies) Determination 2010. Under
this framework the CC has determined a regulated rate of return for Transpower of 7.19%, which was below a

level that the directors and their specialist advisors considered appropriate. The 7.19% applies for the period from 1
July 2011 to 30 June 2015.

The process leading to the decision on the rate of return has been subject to judicial review. The High Court
released its judgment on this review on 21 December 2011. The Court found that the CC had erred in that part of
the process that related to the leverage rate used to calculate Transpower's regulated rate of return. The Court
ordered that the CC reconsult on its leverage assumptions. Transpower has also appealed the merits of the rate of
return decision itself. The appeal was heard in late 2012 and a judgment is expected in late 2013. As a resuit of
these actions it is possible (but by no means certain) that the regulated rate of return may be changed
retrospectively. An increase in the regulated rate of return of 10 basis points approximates to revenue of $4m per
annum.

(v) 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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24. Lines business entities
All subsidiaries are wholly owned, are incorporated in New Zealand and have a balance date of 30 June 2013.

As at balance date the group entities are as follows:

Transpower New
Zealand Limited

Transnower
Franspower

Finance Limited

Transpower Finance Limited - Used for financing
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25. Related parties

Transactions with key management personnel
The Transpower Lines Business did not conduct any business with key personnel.

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

2013 2012

; $M
Directors' fees 0.5
Other key management personnel 4.7
Defined contribution schemes 0.1

There were no termination payments to key management personnel in 2013 (2012: $0.4 million).

Government-related transactions
Transpower, being a State-Owned Enterprise, transacts with other government-related entities.
The most significant transactions and balances are as follows:

2013 2012
o §Mm $M
Meridian Energy Limited - revenue S1025 101.3

Meridian Energy Limited (Meridian), is a State-Owned Enterprise which is an electricity
generator and retailer. Meridian pays Transpower primarily for the transportation of electricity
across the national electricity grid.

Transpower also settles its income and indirect tax obligations with the Inland Revenue Department.

Some directors of the company may be directors or officers of other companies or
organisations with which Transpower may transact. Such transactions are carried out
aton an "arm’s length" and independent commercial basis.

25 NOVEMBER 2013
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26. Other items requiring specific disclosure under the
Electricity (Information Disclosure) Regulations 2004

LINES BUSINESS
oo 2013 2012
Assets G $M $M
Goodwill e -
Total intangible assets S 3168 283.9

Total tangible assets S 44145 4,001.0

4365



4366 NEW ZEALAND GAZETTE, No. 155

TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

27. Significant judgements / estimates

Regulation and the NIGU project

The NIGU project is forecast to exceed its initial approved amount by approximately $70 million.
The board have made the judgement that no impairment is required in the 2013 financial
statements. Note 23, Contingencies contains further details on this item.

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.

Non current assets
Transpower has exercised judgement, with assistance from independent engineers, in
determining the useful life of property, plant and equipment and finite life intangible assets.

25 NOVEMBER 2013
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28. Subsequent events

The Directors approved the payment of a year end dividend on 15 August 2013 of $137 million. The
dividend was fully imputed and was paid on 25 September 2013.

The Directors are not aware of any other 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. 155

FORM FOR THE DERIVATION OF FINANCIAL PERFORMANCE MEASURES FROM FINANCIAL STATEMENTS

25 NOVEMBER 2013

Input and Symbol in
Derivation Table [ q formuta ROF ROE ROI
Operating surplus before interest and income tax from financial statements
388.0,
Operating surplus before interest and income tax adjusted pursuant to regulation 18 (OSBIIT):
388.0
Interest on cash, bank and short-t ir (ISTH Q.0
OSBHT minus ISTI 388.0 a 388.0, 388.0
Net surplus after tax from financial statements 185.1
Net surplus after tax adjusted pursuant to reguiation 18 (NSAT) 185.1 n 185.1
Amortisation of goodwill and amortisation of other intangibles 12.0 g add 12.0 add 12.0] add 12.0]
1 payment 0.0 s add 0.0 add 0.0 add 0]
Depreciation of SFA at BV (x) 0.0
Depreciation of SFA at ODV (y) 0.0
ODV depreciation adjustment 0.0 d add 0.0 add 0.0l add 0.0
Subvention payment tax adjustment 0.0 <t deduct 00| deduct 0.0|
Interest tax shield 54.6 q deduct 546
Revaluations 0.0 r add 0.0]
Income fax 67.1 p deduct 67.1
Numerator 400.0 197.1 278.2
ADJ .
OSBIT™ ~arges+d INSAT™ =n+gessited |OSEIT "2T@qrrrond
Fixed assets at end of previous financial year (FA,) 4,284.9
Fixed assets at end of current financial year (FA,) 47313
Adjusted net working capital at end of previous financial year (ANWGCg) -83.8
Adjusted net working capital at end of current financial year (ANWC,) 26.0
Average total funds employed (ATFE) 4,479.2, c 4,479.2 4,479.2
{or regulation 33 time-weighted average )
Total equity at end of previous financial year (TE,) 1,339.8
Total equity at end of current financial year (TE;} 1,2285
Average total equity 1,284.2] k 1.284.2
{or regulation 33 time-weighted average )
WUC at end of previous financial year (WUC,) 1,287.2
WUC at end of current financial year (WUC,) 493.8|
Average total works under construction 890.5 e deduct 890.5] deduct 890.5| deduct 890.5]
(or regulation 33 time-weighted average )|
Revaluations 0.0 r
Half of revaluations 0.0 "2 deduct 0.0
Intangible assets at end of previous financial year (1A} 283.9
intangible assets at end of current financial year ({A;) 316.8,
Average total intangible asset 300.4} m deduct 300.4]
{or regulation 33 time-weighted average )
tion payment at end of previoy ial year {S;) 0.0
Subvention payment at end of current financial year (S,) 0.0]
Subvention payment tax adjustment at end of previous financial year 0.0
Subvention payment tax adjustment at end of current financial year 0.0]
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,,q) 0.0
System fixed assets at end of curent financial year at book vaiue {SFA,,) 0.0
Average value of system fixed assets at book value 0.0 f deduct 0.0 deduct 0.0§  deduct 0.0j
{or regulation 33 time-weighted average )
System Fixed assets at year beginning at ODV value (SFA40) 0.0l
System Fixed assets at end of current financial year at ODV value (SFAy,+) 0.0
Average value of system fixed assets at ODV value 0.0] h add 0.0] add 0.0] add 0.0]
(or regulation 33 time-weighted average ).
Denominator 3,588.7 93.3 3,588.7
ATFE™ =c-e-f+h  JAve TE*™ =k-e-m+v-f+ ATFE*™ =c-e-tr-f+h
Financiai Performance Measure: 11.1 211.3: 7.8
ROF = OSBIT"™/ATFE*™ [ROE = NSAT*/ATE*® x 100|ROI = OSBIT**/ATFE*™ x 100
X100
£ = maximum statutory income tax rate applying to corporate entities bv = book value ave = average odv = deprival {T1 p does not perform an ODV) subscript '0' = end of financial

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

has i

assets with fixed assets in the calculation of adjusted net working capitat reflecting the nature of the intangible assets.
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STATEMENT OF PERFORMANCE MEASURES
FOR THE YEAR ENDED 30 JUNE 2013

LINES LINES LINES LINES LINES
BUSINESS BUSINESS BUSINESS BUSINESS BUSINESS
2013 2012 2011 2010 2009
Financial Measures
Return on Equity * 211.3% 78.7% 8.5% 3.8% 8.0%
Return on Funds 11.1% 10.1% 9.3% 11.6% 10.5%
Return on Investment 7.8% 7.8% 7.1% 9.2% 8.6%

Efficiency Measures

Direct line costs per kilometre, which shail be calculated in accordance with the
following formuia:

$M $M M $M $m
a $156,200,000 $154,700,000 $157,500,000  $144,000,000 143,542,000
b 17,405 17,094 17,198 17,343 17,341
a* is direct expenditure (in dollars). and $8,974 $9,050 $9,158 $8,303 $8,278

b is system fength (in kilometres);

* The Return on Equity (ROE) figures set out above is calculated as prescribed by the regulations and set out in Schedule 1 part 7
of this report. Directors believe that the ROE figure, as calculated using the prescribed methodology, is misleading and is not an accurate
refection of the company’s underlying return on equity. The ROE as calculated is significantly higher than Transpower's regulated rate of return.

The ROE caiculation prescribed by the regulations deducts intangible assets and works under construction from equity. With these two
deductions, the adjusted average equity figure used in the ROE calcutation for 2013 is $93.3 million. This is below Transpower's average equity of
$1,284.2 million. Average Intangible assets {$300.4 million) are predominantly easements that form part of the reguiatory asset base and earn a
regulated return. Average works under construction in 2013 were $830.5million, due to several major capital projects in progress.

** all years restated to exclude HVDC share of reserves
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ANNUAL DEPRECIATED HISTORIC COST RECONCILIATION REPORT
YEAR ENDED 30 JUNE 2013

2013 2012
$M M
System fixed assets opening book value 1 July 3,057 2,920
Add system fixed assets acquired during the year at DHC 1,431 333
Less system fixed assets disposed of during the year at DHC (87) (48)
Less depreciation and amortisation on system fixed assets at DHC (162) (148)

Equals system fixed assets closing book value 30 June 4,239 3,057
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1 The Electricity Information Disclosure Requirements’

- 12 months ending 30 June 2013, 2012, 2011 and 2010)

Part 4

Energy Delivery Efficiency Performance Measures and 201213 201112 2010/ 200910
Statistics

(Disclosure under Requirement 20)
1. Energy delivery efficlency performance measures
a} Load factor (%) 68.45 65.51 89.47

-~

) Loss ratic 3.33 3.7¢ 3.7¢ 372
Transmission losses as percent:
(¢} Capacity utilisation (%)
Maximum demand as percentage of total transformer capacity 43.83 47.34 45.28 48,27

2. Statistics
(a) System length. by voltags (km)
Total ? 17.408 17,094 17.188
350 kV (HVDC) 1,222 811 g1 611
270 kV (HVDC - 611 611
0 kV (HVDC es trod 31 31 31 31
220 kv 9,125 8,639 8,642 8,642
110 kV (HVAC) 6,082 6,157 6,152 8,302
66/50/33/11 kV { 944 1,045 1,151 1151
{b) Circuit length of ove :hea{f electric fines, by voltage (km).
Total * 17,108 17,258
350 kV (HVDCO) 571 571
270 kV {H‘\f’i‘)ﬁ; - 574 571
O kY (HVDC earth electrede) 31 31 31 31
220 kV (HVAC) 9,005 8,639 8642 8,642
110 kY (HVAC) 5,072 6,146 6,142 6,280
4 * 943 1.045 1,181 1,181
(c) Total circuit fength of underground cables (km)
220 kV (HVAC) 30 -
110 kV (HVAC) 11 11 11
88 kV (HVAC) 1 1 -
HVDC fink submarine power cables

350 kv (HVDC) 80 40 40 40
270 kV (HVDC) - 40 40 40

482x10°  14.61x10°  14.51x10°  14.26x10°
8.49x10°  se2x1c®  857x10°  8.60x10°
(kwh) 39.94x10°  39.70x10°  39.98x107  39.58x10°"

{d) Transformer capacity (KVA} 1

{&) Maximum demand

(f) Total slectricity enterlr

{c

bef 37 64x10° 38.47x10°

eie ricity rets iw: or both: ¢

{h) Total connected customers 53 53 53 53
Note‘:s

a nd gperated by Transpower.

n calcula
kwh in o and supplied include loads on circuits leased by Transpower, The effect
oi these urcwﬁ:& w'mot be measurad as n ing equipment is not installed at the inter-connection points with T ver-owned assets,
it the difference is estimated to be no more than 0.19% of totals, Loads on Transpower assets jeased to others are i
?gagzs,@@wes does not collect ope ﬁt onal data for these assets.
d  iIncdluding sales to direct ustomers
o Three cableg of 40 égmmh confioured ag two nn‘ Sy

) Ei@ciricﬁty nmrmam}ﬁ Disclosure Requirements issued 31 March 2004 as amended by the E

Amendment Requirements 2004, 2006, 2007, 2008, 2008 {Nozﬁ and 2008 (No3).

Discl

ectricity Information Disclos

Ure
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The Electrlc ty Information Disclosure Requirements

anding 3 2011 and 2010)

i &

Reliability Performance Measures to be Disclosad by 201213 201112 2010/ 2009/10
Transpower”

7.6
0.8 2.4
6.9 12.0
52 4.0 53
ot o HN
3.9 2.9 4.0
4. upply reflability (%)
{ by the energy supplied dividsd by the sum of the 59,8978 99,8986 99,9657 99,8932
Y iy SUpp Y
upplied and not supplied
8, Uneconomi wplanned - - - -
ransmissior
§. Uneconomic - - -
unavailabil
7. Unsconomic ¢ - -
unavailabd
8. 842 91.3 88.6 775
8. 1600 99.5 100.0 99.1

on complied ush estimated
documented
y performan

?‘rcifsm{m@; <§<§ex ot

of interrupt
a customer's network.

not ¢
ow @ calculation

woulk T was not present. AS ar
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TRANSPOWER

Keeping the energy flowing

ELECTRICITY INFORMATION DISCLOSURE REQUIREMENTS 2004
REGULATION 31(2)

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

We, Mo i< WUsem e BT ang 2on, Hase , 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
measures, efficiency performance measures, energy delivery efficiency
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 2013.
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Requirement 36(1)

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

I, Darcld Huse ,of Acciclia~cy 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 T 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 14

November 2013,

e
- / 5
7
/’ _Solicitor of the High Court
of New Zealand

Transpower New Zealand Ltd The National Grid
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Chartered Accountants
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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 2013.

We have audited the financial statements of the Business on pages 1 to 46, which comprise the statement of
financial position of the Business as at 30 June 2013, 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 2013, 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 narfnrmlnn nrocediurec to ohtain au
' Uit owes ming profeQures 1o odlal

+
financial statements. The procedures selected, depen t including the assessment of the
risks of material misstatement of the financial statem , whethe d to fraud or error. In making those
risk assessments, we have considered the internal cantro: 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’ internai controi. An audit also inciudes 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 on pages 1 to 46:
» comply with generally accepted accounting practice;

» give a true and fair view of the financial position of the Business as at 30 June 2013 and the
results of its operations and cash flows for the year then ended; and

» comply with the Electricity Information Disclosure Requirements 2004,

Our audit was completed on 14 November 2013 and our opinion is expressed as at that date.

End L0

Wellington
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Auditor’s Opinion on the performance measures of Transpower New Zealand
Limited Lines Business

We have examined the attached information, being:
2 a derivation table; and

> financial performance measures; and

\4
3

that were prepared by Transpower New Zealand Limited Lines Business and dated 30 June 2013 for the
purposes of the Commerce Commission’s Electricity Information Disclosure Requirements 2004.

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

6“/\/\*/ Q\ \%J%//

Weilington ( }
14 November 2013~ .7
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