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Transpower releases 2014/15 Interim Report

Transpower New Zealand today released its 2014/15 Interim Report which describes
Transpower's financial and operational performance for the six months to 31 December
2014.

This report can be found at https://www.transpower.co.nz/resources/interim-report-2014-15.

For further information, please contact: Rebecca Wilson, Corporate Communications
Manager, 04 590 6695; 021 578 608
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Financial performance
Net profit after tax before net changes in the fair value of financial instruments, 
was $107.7 million, an increase of 8% on the prior period of $99.7 million. 
The increase reflects the completion of our major capital build programme, 
resulting in higher transmission revenue but also higher depreciation and 
finance costs, and our focus on costs.

Total revenue increased 6.7% to $526.9 million (Dec 2013: $493.8 million) 
as newly commissioned assets are included in the revenue base. While 
transmission revenue increased $34 million to $496.2 million (+7.4%) on 
the prior period, future growth in transmission revenue is expected to be  
flat to declining in real terms. This is due to a reduced capital expenditure 
programme, lower regulated allowable return on assets and the reset of a 
number of parameters determined by the Commerce Commission for the 
next five years.

Operating expenses declined by 3.2% from $140.3 million in the prior 
period to $135.8 million, reflecting initial gains from a number of business 
improvement and efficiency initiatives being implemented across the 
company. The key drivers of the reduced operating costs were a reduction 
in business support costs and employee costs.

While operating costs reduced, transmission expenses increased 5.9%, 
largely reflecting some unplanned maintenance requirements as well as 
various planned maintenance projects to ensure a reliable transmission 
service. Planned maintenance projects reflect our commitment to PAS 55 
standards and our improved asset management practices.

Increased revenue and lower operating costs improved earnings before 
interest, tax, depreciation, amortisation, asset write-offs, impairments and 
changes in the fair value of financial instruments (EBITDAIF) to $391.1 million 
(Dec 2013: $353.5 million), an increase of $37.6 million or 10.6%. 

Depreciation, amortisation, impairments and write-offs increased 11.6% to 
$127.7 million (Dec 2013: $114.4 million), reflecting the higher asset base.
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ALISON ANDREW  MARK VERBIEST 
CHIEF EXECUTIVE CHAIRMAN 

Gross finance expenses were in line with the prior period. However a 
significant reduction in capitalised interest expense, as our major projects 
are now operational, resulted in a $11.5 million (11.4%) increase in finance 
expenses to $112.0 million (Dec 2013: $100.5 million). 

Net profit after tax including net changes in the fair value of financial instruments, 
was $73.8 million (Dec 2013: $153.6 million). The net loss in the fair value of 
financial instruments was $47.9 million, compared to a gain of $75 million 
in the prior period, predominantly the result of movements in market interest 
rates. We are not in the business of trading financial instruments, which are 
generally held to maturity. Fair value movements are non-cash in nature and 
do not reflect the underlying operating performance of the business. 

Capital expenditure was $147.9 million – a 45% reduction on prior period 
capital expenditure of $267.4 million, reflecting the completion of our major 
projects. The majority of the expenditure relates to base capital expenditure 
on replacement and refurbishment of our existing transmission assets.

Funding
We continue to access a range of debt capital markets to fund our grid 
investment programme and refinance maturing debt. In August 2014,  
we secured long term funding through an offshore bond issue totalling 
NZ$165 million. The debt issue has a maturity of seven years, helping  
to maintain our prudent and diversified funding profile. Net debt at  
31 December 2014 was $3.1 billion. 

Dividend payments
The Board has declared an interim dividend of $75.2 million (2013/14:  
$60 million), to be paid to the Crown in March 2015. This is in line with  
the dividend forecast in our 2014/15 Statement of Corporate Intent.
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Key balances

KEY BALANCES $ MILLION

AS AT  
31 DECEMBER 

2014

AS AT  
30 JUNE  

2014

AS AT  
31 DECEMBER 

2013

NON CURRENT ASSETS, INCLUDING 

ASSETS HELD FOR SALE 5,050.7 5,034.0 4,956.6

EXTERNAL DEBT BALANCE AT FACE VALUE

NEW ZEALAND DOLLAR DEBT 1,404.0 1,400.0 1,400.0

FOREIGN DEBT AFTER ADJUSTING 

FOR RELATED FOREIGN EXCHANGE 

DERIVATIVES
1,729.4 1,899.9 1,899.9

TOTAL EXTERNAL DEBT BALANCE  

AT FACE VALUE 3,133.4 3,299.9 3,299.9

Financial performance against Statement of Corporate Intent targets

FINANCIAL PERFORMANCE TARGETS

2014/15 
6 MONTHS 

ANNUALISED

2014/15 
ANNUAL 
TARGET

EBITDAIF MARGIN (%) 74.0 70.2

FREE FUNDS FROM OPERATIONS  

INTEREST COVERAGE (X) 3.3 3.0

RETURN ON CAPITAL EMPLOYED (%) 7.3 6.8

RETURN ON EQUITY (%) 13.5 11.8

AVERAGE TOTAL TRANSMISSION COSTS (CENTS/KWH) 2.55 2.59

ESTIMATED ECONOMIC VALUE ADDED ($ MILLION) 231 43

1 NOTE: ECONOMIC VALUE ADDED IS FOR THE SIX MONTHS TO 31 DECEMBER 2014 AND IS NOT ANNUALISED.
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1 THIS IS SEPARATE TO THE MORE WIDE-RANGING REVIEW OF THE TPM THAT THE ELECTRICITY AUTHORITY 
IS LEADING.

Regulation

Regulatory Control Periods
This is the final year of Transpower’s first Regulatory Control Period (RCP1) 
and we have now completed the process of establishing the parameters for 
the next five year Regulatory Control Period (RCP2) to 2020. 

Transpower’s proposal to the Commerce Commission for RCP2 outlined 
what we believe to be efficient levels of capital and operating expenditure  
to maintain appropriate service levels. After completing a robust evaluation 
process, the Commission’s final decision required some further efficiency 
gains over the five year period in addition to those already built into the 
original proposal. 

In RCP2, Transpower is incentivised to achieve agreed service levels that 
reflect our varied customer base. Our revenue during RCP2 is linked to 
performance against 17 measures. Our revenue will also be linked to 
delivery of certain specified asset replacement projects, and for the first  
time we will have balanced incentives in place to improve operating and 
capital expenditure efficiency. 

Our allowable rate of return is reset as we enter RCP2 and will reduce  
from 7.19% to 6.44% (post-tax). This reflects a reduction in funding costs 
between 2010 and 2014 and the Commerce Commission’s decision in 
October 2014 to alter its methodology for setting allowable returns for 
regulated suppliers.

The overall outcome of the RCP2 process is that we expect our revenue to 
reduce by 3.5% from 1 April 2015 and to be flat to falling in real terms over 
the RCP2 period.

We are prioritising our expenditure as well as looking at safe, smarter ways 
to deliver a reliable supply of electricity within the financial parameters set 
by the Commission. We will balance costs and service to provide a grid that 
delivers the most value to our customers while maintaining a fair return to 
our shareholder. 

Transmission pricing
Transpower is progressing an operational review of the transmission pricing 
methodology (TPM) and has consulted on options for change.1 These options 
are more suitable for the current grid and market conditions while providing 
a basis for future evolution, should conditions require that. The proposed 
changes are designed to deliver benefits for market participants and 
consumers from September 2015. We plan to put our final proposals  
to the Electricity Authority in February 2015 for their consideration. 

This process is complementary to the larger review process being undertaken 
by the Electricity Authority and we are in regular contact with the Authority, 
keeping them up to date with our transmission pricing work while continuing 
to engage in their own ‘big picture’ transmission pricing methodology review.
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Pending regulatory decisions
The critical new transmission project through the Waikato to increase capacity 
into Auckland, the North Island Grid Upgrade project (NIGU), incurred higher 
costs than those forecast when they were approved by the regulator in 2006. 
The Commerce Commission is currently considering an application to recover 
$52 million of the $70 million cost increase. The Commission’s final decision 
is expected by August 2015 following a draft decision in April 2015.

Investigations are ongoing into the power outage in the Auckland area in 
October 2014 as a result of a fire in a Vector cable duct at Transpower’s 
Penrose substation. Transpower and Vector are continuing to work through 
their joint investigation into the cause of the fire. Transpower is also assisting 
the Electricity Authority with information they require to complete their own 
inquiry as requested by the Minister of Energy and Resources. 

Negotiations are ongoing with the Electricity Authority regarding a refresh of 
our contract with the Authority for System Operator services. The objective is 
to ensure the contract supports alignment of objectives and value-for-money 
delivery of what is an essential service.

Safety
Transpower’s aim is to deliver a safe, zero harm workplace. Over the period 
16 medical treatment injuries and lost time injuries occurred – the same as 
last year. We continue to prioritise safety in all our activities. Our current 
focus includes engagement with our service providers about the importance 
of safety and improving analysis and mitigation of the root cause of serious 
injuries or near misses.

An important part of our safety journey is recognising the proactive, positive 
safety behaviours exhibited by our people and service providers. The biennual 
STAR (Safety, Thanks and Recognition) Awards, held in August 2014, 
recognise achievement and excellence in safety in the electricity transmission 
industry and are open to all companies and individuals working on  
New Zealand’s high voltage transmission system. It was pleasing that our 
industry peers recognised our approach to safety, awarding Transpower 
representatives the Best Safety and Health Leadership Award and the 
Wairakei Ring Project Team the Best Safety Innovation Award.

SAFETY PERFORMANCE TARGETS

2014/15 
ACTUAL FOR 

6 MONTHS

2014/15 
ANNUAL 
TARGET

ACC WORKPLACE SAFETY AUDIT STATUS TERTIARY TERTIARY

NUMBER OF FATALITIES OR INJURIES CAUSING 

PERMANENT DISABILITY 0 0

TOTAL RECORDABLE INJURY FREQUENCY RATE (TRIFR) 8.9 <8
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Operational performance

Reliability 
During the six month period to December 2014, there were five loss of supply 
events greater than 0.05 system minutes of which one was greater than  
1 system minute. Our annual target is no more than 15 events greater than 
0.05 system minutes, and no more than three greater than 1 system minute.

The event greater than 1 system minute resulted from an unforeseen  
outage at the Whirinaki substation of more than 11 hours to replace the 
switchboard – equivalent to about 5 system minutes. We appreciate the 
cooperation and collaboration from Pan Pac during this outage.

A bird’s nest in the 110 kV structure at Masterton substation also caused  
a loss of supply of approximately 50 MW in Masterton, Greytown and  
Upper Hutt. The event is estimated to have resulted in 0.8 system minutes 
of non-supply. Supply was restored to Upper Hutt after 42 minutes, 
Greytown after 54 minutes and Masterton after 139 minutes. 

HVDC availability was below target due to an unplanned outage on Pole 2  
in the early morning, which was resolved in just under four hours.

OPERATIONAL PERFORMANCE TARGETS

2014/15 
ACTUAL FOR 

6 MONTHS

2014/15 
ANNUAL 
TARGET

HIGH VOLTAGE ALTERNATING CURRENT (HVAC) 

CIRCUIT AVAILABILITY 98.9% 98.8%

HIGH VOLTAGE DIRECT CURRENT (HVDC) CIRCUIT 

AVAILABILITY 95.5% 97.0%

NUMBER OF LOSS OF SUPPLY EVENTS GREATER THAN 

0.05 SYSTEM MINUTES 5 15

NUMBER OF LOSS OF SUPPLY EVENTS GREATER THAN 

1 SYSTEM MINUTE 1 3

MATERIAL BREACHES OF SYSTEM OPERATOR 

PERFORMANCE OBLIGATIONS REPORTED TO THE 

ELECTRICITY AUTHORITY
0 <4

NOTE: THESE STATISTICS DO NOT INCLUDE THE PENROSE EVENT DUE TO ONGOING INVESTIGATIONS 
INTO THE CAUSE OF THE EVENT.

A new 220 kV 
substation at 
Paraparaumu 
– helping to 
provide greater 
capacity while 
removing 23 km 
of tranmission 
line for the local 
community.
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Planning the grid
Potential changes in electricity consumption, generation economics and 
customer response technologies create greater uncertainty to future grid 
loading. This leads to higher levels of uncertainty which must be factored  
in to our grid planning. We see technology, rather than new costly major 
build projects, playing a critical role in the development of the future 
transmission grid.

Transmission Tomorrow is our 20 year strategy document produced in 2011, 
which discusses the long term role of the transmission grid. We are currently 
refreshing this document to align it to the current energy environment  
and to ensure we can plan an enduring grid that delivers smart solutions 
cost effectively. 

Work continues on securing transmission line buffer corridors in local 
authority long term planning documents as required under the National 
Policy Statement on Electricity Transmission. Transmission line buffer 
corridors are critical to managing third party activity around transmission 
lines and ensuring that the national electricity transmission network is 
protected. This is a long-term, multi-year project, and 21 of the 76 councils 
now have buffer corridors in their district plans. 

The Commerce Commission has approved the purchase of land for two 
switching stations in the Upper South Island region. This signals support  
for prudent investment for future requirements, which will improve our 
ability to plan the transmission grid. 

Strengthening the grid
With our major capital build projects now completed, our focus is on 
replacement and refurbishment of existing transmission lines. 

A new 220 kV substation at Paraparaumu was completed in December 
which connects to our existing 220 kV Bunnythorpe to Haywards transmission 
line. This enables us to remove 23 km of existing 110 kV transmission  
lines through Transmission Gully, between Pauatahanui and Paraparaumu, 
clearing the way for the NZ Transport Agency (NZTA) to construct a new 
section of highway out of Wellington. This project is a win-win for all involved 
– the local community has increased capacity for future growth and fewer 
transmission towers, NZTA has a site clear of transmission towers for the 
new regional highway and overall costs for the smarter simpler solution  
were lower than realigning the existing transmission towers.

Work is progressing on two of the five projects that make up the Clutha 
Upper Waitaki Lines Project. We have nearly completed stringing the  
new duplex conductor on the Clyde-Roxburgh 220 kV line. Stringing  
of the Aviemore-Livingstone line is expected to begin in March 2015.  
The remaining three components of this programme remain on hold  
as an expected increase in generation capacity has not materialised.  
The status of these components is dependent on regional demand  
changes. For example, if it became clear that a significant reduction  
in electricity demand from the Tiwai Point smelter was likely to occur,  
we would re-commence the work on the remaining components required 
to bolster transmission capacity in the lower South Island as quickly as 
possible. The objective would be to enhance transmission of freed up 
southern generation capacity for consumption further north. Unless and 
until we have that clarity, to finish the remaining components of the projects 
would not be an efficient use of capital.
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Preparations are under way on the Bunnythorpe-Haywards project, which  
will see new, higher capacity conductors replace existing, ageing conductors. 
Some foundation refurbishment, tower strengthening, minor tower lifts and 
earthworks to maintain ground clearance are also required. Work begins in 
March 2015, with project completion expected in 2020.  

Operating and maintaining the grid
We are starting to see some benefits from our efforts to seek continuous 
improvement and deliver a cost-effective transmission service.

After a wide-ranging review of our spare stock across the country, we have 
optimised our inventories. By working more closely with our suppliers of 
local service transformers and being more specific about our testing and 
operating requirements, we have been able to reduce the costs of this 
equipment by about a fifth without impacting quality or reliability.

As well as improved day-to-day management of the grid, we are developing 
a work plan for the successful delivery of maintenance projects from the 
start of RCP2. Service providers have received the first iteration of our 
tender for RCP2. The new work plan, which provides more detail on 
scheduling and resource required, is helping our service providers improve 
safety outcomes, drive efficiencies, deliver long-term cost savings, allow 
better resource certainty and optimise our network availability.

We continue to focus on reducing operational costs and inefficiencies in our 
business to ensure we continue to deliver a reliable service at an efficient cost. 

Managing the electricity system in real time
Work is continuing on realising benefits for the electricity market from  
the new control systems for the HVDC link. We are continuing to test 
functionality to reduce the amount of frequency keeping required by 
generators, which will lower costs to consumers.

Relationships are important to running an effective electricity market.  
We recently started publishing easily accessible technical reports to  
ensure our customers and stakeholders can be well informed about  
the cause and consequences of unplanned events. These are available  
at www.systemoperator.co.nz. 

Hutt Valley Youth 
Health Trust, Vibe, ran 
a ‘masterchef’ cooking 
competition to open 
their new kitchen 
facilities funded  
by Transpower’s 
CommunityCare Fund.
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Our relationships with our regulators are important, and this year,  
a Relationship Charter was developed between the Electricity Authority  
and Transpower to help underpin discussions to finalise a new System 
Operator Service Provider Agreement over the next six months.

We issued the first dispatch instruction to a demand-side participant to 
reduce load under the Dispatchable Demand market initiative – a joint work 
programme with the Electricity Authority. Dispatchable Demand allows 
participants to signal, via bids, the maximum price they are willing to pay  
to drop their load in each trading period. Dispatchable Demand helps to 
provide more certainty in the wholesale electricity market and increase 
competitive pressure on spot prices. This is one example of where electricity 
consumers – in this case, a large industrial user – are able to take more 
control of their electricity usage. 

Our communities
Transpower’s assets are hosted by approximately 26,000 landowners.  
Our annual independent satisfaction survey is an important tool for 
measuring whether we are meeting landowner expectations and identifying 
areas for improvement. We are pleased that the results of this year’s survey 
showed an improvement in satisfaction – now at 91% compared with 88% 
last year. We continue to identify and focus on further improvements. 

In September 2014, the CommunityCare Fund awarded grants totaling 
$450,328 to 26 community-based projects nationwide. Projects included 
assisting with upgrades of playgrounds, cycling and walking tracks, 
swimming pools, halls and club facilities.

Financial outlook
While we have recorded a sound financial result for the first half of 2014/15, 
the last quarter of this financial year will include the first downward impact 
on revenue as a result of the Commerce Commission’s regulatory reset 
decision for Transpower’s RCP2 period. This impact will continue through 
the remainder of RCP2, until 31 March 2020, and will result in lower profits 
and likely lower dividends for at least part of the RCP2 period compared 
with our targets in the 2014/15 Statement of Corporate Intent.

Our financial outlook is also dependent on the pending regulatory decisions 
from the Commerce Commission and Electricity Authority described in this 
report, which could result in further revenue and dividend downside for 
Transpower. These should be resolved during 2015.

Our management team and the Board are focused on optimising our 
financial performance within these regulatory settings.

ALISON ANDREW 
CHIEF EXECUTIVE

MARK VERBIEST
CHAIRMAN
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Statement of comprehensive income
For the six months ended 31 December 2014

GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

NOTES $M $M

Operating revenue

Transmission revenue 2  496.2  462.2 

Other revenue 2  26.7  27.1 

Finance revenue 4  4.0  4.5 

 526.9  493.8 

Operating expenses

Transmission expenses 3  62.4  58.9 

Employee benefits 3  31.9  35.8 

Other operating expenses 3  41.5  45.6 

 135.8  140.3 

Earnings before interest expense, tax, depreciation, amortisation, impairment, 
asset write-offs and changes in the fair value of financial instruments  391.1  353.5 

Depreciation 6  100.2  90.9 

Amortisation  15.9  12.6 

Asset write-offs  11.6  10.9 

Finance expenses 4  112.0  100.5 

Earnings before changes in the fair value of financial instruments and tax  151.4  138.6 

Loss (Gain) in the fair value of financial instruments 5  47.9  (75.0)

Earnings before tax  103.5  213.6 

Income tax expense (credit)  29.7  60.0 

Net profit (loss)  73.8  153.6 

Other comprehensive income for the period net of tax  -  - 

Total comprehensive income for the period  73.8  153.6 

Total comprehensive income for the period is attributable to:

Non controlling interest (NCI)  (0.4)  0.2 

Owners of the parent  74.2  153.4 

Total comprehensive income  73.8  153.6 

Reconciliation of net profit (loss) specifying the net impact of fair value movements

Earnings before changes in the fair value of financial instruments and tax  151.4  138.6 

Income tax expense (credit) excluding changes in the fair value of financial 
instruments  43.7  38.9 

Earnings before net changes in fair value of financial instruments 10  107.7  99.7 

Loss (Gain) in the fair value of financial instruments  47.9  (75.0)

Income tax (credit) expense on changes in the fair value of financial instruments  (14.0)  21.1 

Net profit (loss)  73.8  153.6 

These statements are to be read in conjunction with the accompanying notes.
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Statement of changes in equity
For the six months ended 31 December 2014

GROUP UNAUDITED

ORDINARY 
SHARES

RETAINED
EARNINGS

OWNERS  
OF THE
PARENT NCI  TOTAL 

$M $M $M $M $M

Equity at 1 July 2014  1,200.0  229.5  1,429.5  (0.5)  1,429.0 

Profit for the period  -  74.2  74.2  (0.4)  73.8 

Other comprehensive income  -  -  -  -  - 

Total comprehensive income  -  74.2  74.2  (0.4)  73.8 

Transactions with owners (dividends)  -  (91.0)  (91.0)  -  (91.0)

Total equity at 31 December 2014  1,200.0  212.7  1,412.7  (0.9)  1,411.8 

Equity at 1 July 2013  1,200.0  212.5  1,412.5  (2.3)  1,410.2 

Profit for the period  -  153.4  153.4  0.2  153.6 

Other comprehensive income  -  -  -  -  - 

Total comprehensive income  -  153.4  153.4  0.2  153.6 

Transactions with owners (dividends)  -  (137.0)  (137.0)  -  (137.0)

Total equity at 31 December 2013  1,200.0  228.9  1,428.9  (2.1)  1,426.8 

These statements are to be read in conjunction with the accompanying notes.
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Statement of financial position
As at 31 December 2014

GROUP

UNAUDITED
31 DEC 2014

AUDITED
30 JUN 2014

NOTES $M $M

ASSETS EMPLOYED

Current assets

Cash and cash equivalents  66.2  203.0 

Trade and other receivables  123.6  138.7 

Other investments  71.2  59.5 

Derivatives and hedge commitment in gain  11.8  63.1 

Other financial assets  0.3  0.7 

Non current assets held for sale  30.3  44.1 

Inventories  3.7  5.8 

 307.1  514.9 

Non current assets

Trade and other receivables  27.0  27.7 

NZPCL investment  120.2  104.0 

Derivatives and hedge commitment in gain  63.1  31.9 

Other financial assets  -  - 

Property, plant and equipment 6  4,496.5  4,451.3 

Capital work in progress 6  146.5  165.3 

Intangibles  377.4  373.3 

 5,230.7  5,153.5 

TOTAL ASSETS EMPLOYED  5,537.8  5,668.4 
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GROUP

UNAUDITED
31 DEC 2014

AUDITED
30 JUN 2014

NOTES $M $M

FUNDS EMPLOYED

Current liabilities

Cash and cash equivalents  -  - 

Trade and other payables  85.8  97.0 

Current tax liability  12.2  9.6 

Current debt 7  289.3  499.4 

Derivatives and hedge commitment in loss  89.5  74.6 

Deferred income  75.2  65.5 

Provisions  3.1  3.5 

 555.1  749.6 

Non current liabilities

Trade and other payables  0.9  0.9 

Finance lease liabilities  0.5  0.6 

Derivatives and hedge commitment in loss  264.1  345.6 

NZPCL debt  121.5  104.7 

Non current debt 7  2,895.7  2,756.4 

Deferred tax  276.2  268.3 

Provisions  12.0  13.3 

 3,570.9  3,489.8 

Total liabilities  4,126.0  4,239.4 

Equity

Capital  1,200.0  1,200.0 

Accumulated surplus  212.7  229.5 

Non controlling interest  (0.9)  (0.5)

Total equity  1,411.8  1,429.0 

TOTAL FUNDS EMPLOYED  5,537.8  5,668.4 

The board of directors of Transpower New Zealand Limited authorised these financial statements for issue on 
26 February 2015.

For, and on behalf of, the board

 

Statement of financial position continued
As at 31 December 2014

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

MARK VERBIEST 
CHAIRMAN

DON HUSE
DIRECTOR
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Cash flow statement
For the six months ended 31 December 2014

GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

CASH FLOW FROM OPERATIONS

Cash was provided from:

Receipts from customers  527.5  480.8 

Interest received  4.0  4.5 

Cash was applied to:

Payments to suppliers and employees  (150.6)  (173.7)

Tax payments  (19.2)  (9.6)

Interest paid  (114.8)  (115.5)

Net cash inflows from operations  246.9  186.5 

CASH FLOW FROM INVESTMENTS

Cash was provided from:

Sale of property, plant and equipment  8.6  14.8 

Short term investments  21.2  33.3 

Cash was applied to:

Purchase of property, plant and equipment  (143.5)  (254.6)

Short term investments  (32.9)  (123.9)

Net cash outflows to investments  (146.6)  (330.4)

CASH FLOW FROM FINANCING

Cash was provided from:

Net decrease in collateral posted 18.6 -

Increase in loans  465.5  828.7 

Cash was applied to:

Dividends paid  (91.0)  (137.0)

Repayment of loans  (630.2)  (462.8)

Net cash inflows (outflows) from financing  (237.1)  228.9 

Net increase (decrease) in cash held  (136.8)  85.0 

Opening balance brought forward  203.0  1.0 

Closing net cash carried forward  66.2  86.0 

Closing net cash carried forward comprises:

Cash and cash equivalents – assets  66.2  86.0 

Cash and cash equivalents – liability  -  - 

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

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

Net profit (loss)  73.8  153.6 

Add (deduct) non-cash items:

Change in fair value of financial instruments  47.9  (75.0)

Depreciation and amortisation  116.1  103.5 

Deferred tax  7.9  48.2 

Movements in working capital items:

Decrease (increase) in trade and other receivables  (7.5)  (6.4)

Decrease (increase) in inventories  2.1  (4.6)

(Decrease) increase in trade and other

liabilities, interest payable and deferred income  (1.1)  (21.6)

(Decrease) increase in taxation payable  2.6  2.3 

(Decrease) increase in provisions  (1.7)  (8.0)

Add (deduct) items classified as investing activities:

Property, plant and equipment write-offs and loss on sale  11.6  10.9 

Capitalised interest  (4.8)  (16.4)

Net cash flow from operations 246.9  186.5 

Reconciliation of net profit (loss) with net cash flow from operations
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1.  STATEMENT OF ACCOUNTING POLICIES 

Reporting entity and statutory base

Transpower New Zealand Limited (Transpower) is a State-Owned Enterprise registered in New Zealand  
under the Companies Act 1993. The financial statements are in New Zealand dollars and are of Transpower 
New Zealand Limited and its subsidiaries (together, the Group).

Nature of operations

Transpower is the owner and operator of New Zealand’s national electricity grid. The Group is a for-profit 
entity in accordance with XRB A1 Accounting Standards Framework.

Basis of preparation

The financial statements included in this half yearly report have been prepared in compliance with  
NZ IAS 34 Interim Financial Reporting and IAS 34 Interim Financial Reporting and should be read  
in conjunction with the 2013/14 audited annual financial statements.

The accounting policies used in preparation of these financial statements are consistent with those used  
in preparation of the 2013/14 audited annual financial statements. The 2013/14 audited annual financial 
statements can be viewed at www.transpower.co.nz.

Transpower’s operations are not considered seasonal or cyclical in nature.

New standards not yet adopted

Transpower has elected not to early adopt the following standards (or revisions to standards) considered to 
be relevant to the financial statements but not yet effective.

NZ IFRS 9 Financial Instruments, effective from 1 July 2017
There is no material impact on the Group’s financial statements. Hedge accounting may have a material 
impact upon the Group’s financial statements in the event that Transpower chooses to adopt hedge accounting.

NZ IFRS 15 Revenue from contracts with customers, effective from 1 July 2017
Management has not yet assessed whether this standard will cause any material measurement, recognition 
or disclosure changes for Transpower.

New standards adopted during the period

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

Notes to the financial statements
For the six months ended 31 December 2014
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Notes to the financial statements continued
For the six months ended 31 December 2014

2.  OPERATING REVENUE GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

Transmission revenue

HVAC interconnection 344.3  319.9 

HVAC connection 65.5  69.3 

EV (rebate) charge – HVAC (14.1)  (32.9)

HVDC 65.8  64.4 

EV (rebate) charge – HVDC 6.5  16.8 

Customer investment contracts 20.7 17.0 

Other transmission 7.5  7.7 

496.2  462.2 

Other revenue

System operator 20.1  19.2 

Rental income 1.9  3.8

Risk Reinsurance Limited investment income 1.7  1.7 

Other 3.0  2.4 

26.7  27.1 

Total operating revenue 522.9  489.3 

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).

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 regulated transmission activities attributable to 
customers (the EV balance) is passed on to or claimed from customers over time as EV (rebates) or charges.

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

Other revenue

System operator
System operator income relates to payments received for the provision of real-time services to ensure the 
short term security of the New Zealand electricity system.

Rental income
This includes rental income on various transmission land and buildings and also communications 
equipment. Assets are not held primarily to earn rental income.

Risk Reinsurance Limited investment income 
Transpower has a captive insurance company, Risk Reinsurance Limited (RRL). RRL invests premiums 
received from the Parent company. RRL reinsures externally and maintains sufficient investments to meet 
expected claims.
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Notes to the financial statements continued
For the six months ended 31 December 2014

3.  OPERATING EXPENSES GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

Transmission expenses

HVAC substations maintenance 24.6 22.7 

HVDC substations and cables maintenance 3.7  3.2 

HVAC lines maintenance 18.0  13.6 

HVDC lines maintenance 0.6  0.6 

Communications network maintenance 5.4 6.1

HVDC share of reserves 0.7  0.9 

Investigations 4.4 5.8

Other direct transmission expenses 5.0  6.0 

62.4  58.9 

Employee benefits

Short-term benefits 29.5  31.3 

Defined contribution schemes 1.7  2.1

Other 0.7  2.4 

31.9 35.8 

Other operating expenses  

Information technology costs 11.5  10.6 

Industry levies 5.0  4.2

Other business support costs 12.2 17.8

Operating lease and rental costs 9.2  9.0 

Fees paid to external auditor 0.3  0.3 

Insurance 3.3  3.7 

Bad debt write-off -  -

41.5  45.6 

Total operating expenses 135.8  140.3 

Maintenance includes inspection, servicing and repair costs.

HVDC share of reserves – The wholesale electricity market provides reserves to cover for the loss of the 
largest operating generation unit in each trading period. These reserves are charged to generators. At times, 
particularly when it is operating with only one pole, the HVDC link faces reserve charges. These are charged 
to the Group (as grid asset owner). Under Transpower’s regulatory arrangements, these costs are generally 
recoverable from customers.

Investigations include work that the Group conducts prior to the commencement of a capital project.

Other direct transmission expenses include maintenance support, system modelling costs and training for 
service providers and third parties.

Information technology costs include such items as software licences, maintenance, application support and 
project investigations.

Other business support costs include such items as legal fees, office equipment, communications, vehicles, 
travel, consultants, donations and study grants.

Operating lease and rental costs comprise predominantly the leases of the Group’s administrative buildings 
and various items of communication equipment.
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Notes to the financial statements continued
For the six months ended 31 December 2014

Fees paid to external auditor

GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$000 $000

Audit of financial statements

Audit and reviews of financial statements  234  237 

Other services

Regulatory audit work  20  22 

Trust deed requirements  13  13 

Financial model assurance  -  17 

Agreed upon procedures  27  28 

Total other services  60  80 

Total fees paid to external auditor  294  317 

4.  NET FINANCE EXPENSES GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

Finance revenue

Interest received 4.0 4.5 

4.0  4.5 

Finance expenses

Interest paid and associated fees 114.8  115.5 

Capitalised interest (4.8)  (16.4)

Imputed interest 2.0  1.4 

112.0  100.5 

Total net finance expenses 108.0  96.0 

Interest paid and associated fees

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

Capitalised interest

Interest is capitalised based on Transpower’s weighted average cost of borrowing which for 2014/15 was 
7.2% (2013/14: 7.2%). 

Imputed interest

Imputed interest arises on customer investment contracts, transmission realignment and certain other 
prepaid transactions.

3.  OPERATING EXPENSES continued
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Notes to the financial statements continued
For the six months ended 31 December 2014

5.  CHANGE IN FAIR VALUE OF FINANCIAL INSTRUMENTS GROUP

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M

Accounting hedges

Foreign exchange forward contracts – hedge accounted  (1.5)  (7.1)

Hedge commitment  1.5  7.1 

 -  - 

Other

Foreign debt  86.8  (109.1)

Cross currency interest rate swaps  (100.7)  80.5 

Foreign interest rate swaps  0.8  4.1 

Basis swaps  - (1.0)

NZD interest rate swaps  29.9  (29.9)

Foreign exchange forward contracts – not hedge accounted  -  - 

Investments  (0.9)  0.2 

NZD debt  31.9  (20.9)

FX swaps  0.1  1.1 

 47.9  (75.0)

Total fair value (gain) loss  47.9  (75.0)

The above fair value movements are as a result of the Group recognising the financial instruments at fair 
value through profit or loss or as fair value hedges.

The Group experiences fair value movements principally through movements in underlying interest and 
exchange rates. The Group 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 Group sustaining fair 
value losses, and conversely, an increase in market interest rates will result in fair value gains. 

Credit spread impact

Corporate debt and derivatives normally have 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.
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Notes to the financial statements continued
For the six months ended 31 December 2014

Foreign purchases

The Group 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 invoices are received.

Fair value hierarchy    

Transpower’s financials instruments are level 2 in the NZ IFRS 13 hierarchy, except equity investments, 
discussed below. Fair value represents the price that would be received to sell an asset or paid to transfer  
a liability in an orderly transaction between market participants at the measurement date. 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 example, for USD debt the USD swap curve for similar rated entities 
would be used as the basis for discounting the expected cash flows. Debt, investment and derivative 
valuations are adjusted for credit spread.

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

For investments in equities, quoted market prices are used. This is the level 1 category as described by NZ 
IFRS 13.    

Fair values in 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.    

GROUP

UNAUDITED
31 DEC 2014

UNAUDITED
30 JUN 2014

$M $M

asset (liability) asset (liability)

Other investments  71.2  59.5 

Derivatives and hedge commitment in gain  74.9  95.0 

NZPCL investment  120.2  104.0 

Current debt  (289.3)  (499.4)

Derivatives and hedge commitment in loss  (353.6)  (420.2)

NZPCL debt  (121.5)  (104.7)

Non current debt  (2,895.7)  (2,756.4)

5.  CHANGE IN FAIR VALUE OF FINANCIAL INSTRUMENTS continued
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Notes to the financial statements continued
For the six months ended 31 December 2014

6.  NON CURRENT ASSETS

GROUP

HVAC  
TRANSMISSION  

LINES

HVDC  
TRANSMISSION  

LINES
HVAC  

SUBSTATIONS

HVDC  
SUBSTATIONS  

AND SUBMARINE  
CABLES COMMUNICATIONS

ADMINISTRATION 
ASSETS

TOTAL PROPERTY, 
PLANT AND 
EQUIPMENT

CAPITAL  
WORK IN PROGRESS

$M $M $M $M $M $M $M $M

At 31 December 2014

Cost  2,286.2  151.9  2,176.0  824.7  320.4  151.2  5,910.4  146.5 

Accumulated depreciation  (431.8)  (40.2)  (508.5)  (198.5)  (139.0)  (95.9)  (1,413.9)  - 

Net book value  1,854.4  111.7  1,667.5  626.2  181.4  55.3  4,496.5  146.5 

At 30 June 2014

Cost  2,254.1  150.4  2,103.3  811.9  305.2  141.9  5,766.8  165.3 

Accumulated depreciation  (403.2)  (38.2)  (475.0)  (181.0)  (127.5)  (90.6)  (1,315.5)  - 

Net book value  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

At 31 December 2013

Cost  2,061.9  147.7  1,985.9  798.7  261.3  134.3  5,389.8  427.5 

Accumulated depreciation  (381.2)  (36.1)  (460.7)  (171.3)  (120.2)  (86.9)  (1,256.4)  - 

Net book value  1,680.7  111.6  1,525.2  627.4  141.1  47.4  4,133.4  427.5 

31 December 2014 reconciliation

Opening net book value (1 July 2014)  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

Additions / transfers  44.8  1.5  77.5  12.9  15.4  9.6  161.7  147.9 

Disposals / transfers  (12.5)  -  (3.6)  -  (0.1)  (0.1)  (16.3)  (166.7)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (28.8)  (2.0)  (34.7)  (17.6)  (11.6)  (5.5)  (100.2)  - 

Closing net book value  1,854.4  111.7  1,667.5  626.2  181.4  55.3  4,496.5  146.5 

30 June 2014 reconciliation

Opening net book value (1 July 2013)  1,586.2  103.7  1,485.2  558.2  144.6  48.7  3,926.6  497.3 

Additions / transfers  352.2  12.8  239.7  116.5  54.4  15.3  790.9  501.9 

Disposals / transfers  (33.2)  (0.2)  (26.7)  (13.0)  (0.2)  (2.1)  (75.4)  (833.9)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (54.3)  (4.1)  (69.9)  (30.8)  (21.1)  (10.6)  (190.8)  - 

Closing net book value  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

31 December 2013 reconciliation

Opening net book value (1 July 2013)  1,586.2  103.7  1,485.2  558.2  144.6  48.7  3,926.6  497.3 

Additions / transfers  129.1  9.9  74.2  93.3  6.3  4.9  317.7  265.7 

Disposals / transfers  (9.0)  -  (1.3)  (8.8)  -  (0.9)  (20.0)  (335.5)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (25.6)  (2.0)  (32.9)  (15.3)  (9.8)  (5.3)  (90.9)  - 

Closing net book value  1,680.7  111.6  1,525.2  627.4  141.1  47.4  4,133.4  427.5 

Property, plant and equipment

Administration assets include computer hardware, plant, equipment, furniture and motor vehicles.

Land and buildings have a net book value of $236.1 million (June 2014: $236.5 million,  
December 2013: $173.7 million).
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Notes to the financial statements continued
For the six months ended 31 December 2014

6.  NON CURRENT ASSETS

GROUP

HVAC  
TRANSMISSION  

LINES

HVDC  
TRANSMISSION  

LINES
HVAC  

SUBSTATIONS

HVDC  
SUBSTATIONS  

AND SUBMARINE  
CABLES COMMUNICATIONS

ADMINISTRATION 
ASSETS

TOTAL PROPERTY, 
PLANT AND 
EQUIPMENT

CAPITAL  
WORK IN PROGRESS

$M $M $M $M $M $M $M $M

At 31 December 2014

Cost  2,286.2  151.9  2,176.0  824.7  320.4  151.2  5,910.4  146.5 

Accumulated depreciation  (431.8)  (40.2)  (508.5)  (198.5)  (139.0)  (95.9)  (1,413.9)  - 

Net book value  1,854.4  111.7  1,667.5  626.2  181.4  55.3  4,496.5  146.5 

At 30 June 2014

Cost  2,254.1  150.4  2,103.3  811.9  305.2  141.9  5,766.8  165.3 

Accumulated depreciation  (403.2)  (38.2)  (475.0)  (181.0)  (127.5)  (90.6)  (1,315.5)  - 

Net book value  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

At 31 December 2013

Cost  2,061.9  147.7  1,985.9  798.7  261.3  134.3  5,389.8  427.5 

Accumulated depreciation  (381.2)  (36.1)  (460.7)  (171.3)  (120.2)  (86.9)  (1,256.4)  - 

Net book value  1,680.7  111.6  1,525.2  627.4  141.1  47.4  4,133.4  427.5 

31 December 2014 reconciliation

Opening net book value (1 July 2014)  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

Additions / transfers  44.8  1.5  77.5  12.9  15.4  9.6  161.7  147.9 

Disposals / transfers  (12.5)  -  (3.6)  -  (0.1)  (0.1)  (16.3)  (166.7)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (28.8)  (2.0)  (34.7)  (17.6)  (11.6)  (5.5)  (100.2)  - 

Closing net book value  1,854.4  111.7  1,667.5  626.2  181.4  55.3  4,496.5  146.5 

30 June 2014 reconciliation

Opening net book value (1 July 2013)  1,586.2  103.7  1,485.2  558.2  144.6  48.7  3,926.6  497.3 

Additions / transfers  352.2  12.8  239.7  116.5  54.4  15.3  790.9  501.9 

Disposals / transfers  (33.2)  (0.2)  (26.7)  (13.0)  (0.2)  (2.1)  (75.4)  (833.9)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (54.3)  (4.1)  (69.9)  (30.8)  (21.1)  (10.6)  (190.8)  - 

Closing net book value  1,850.9  112.2  1,628.3  630.9  177.7  51.3  4,451.3  165.3 

31 December 2013 reconciliation

Opening net book value (1 July 2013)  1,586.2  103.7  1,485.2  558.2  144.6  48.7  3,926.6  497.3 

Additions / transfers  129.1  9.9  74.2  93.3  6.3  4.9  317.7  265.7 

Disposals / transfers  (9.0)  -  (1.3)  (8.8)  -  (0.9)  (20.0)  (335.5)

Impairment  -  -  -  -  -  -  -  - 

Depreciation  (25.6)  (2.0)  (32.9)  (15.3)  (9.8)  (5.3)  (90.9)  - 

Closing net book value  1,680.7  111.6  1,525.2  627.4  141.1  47.4  4,133.4  427.5 
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Notes to the financial statements continued
For the six months ended 31 December 2014

7.  DEBT GROUP

UNAUDITED
31 DEC 2014

AUDITED
30 JUN 2014

$M $M

Current debt

Short term debt  112.6  - 

Current portion of long term debt  176.7  499.4 

Total current debt  289.3  499.4 

Long term debt

Bonds  1,229.8  1,201.0 

Term borrowing  100.5  200.7 

Euro Medium Term Notes  356.1  738.6 

Australian Medium Term Notes  522.3  351.8 

US Private Placement  863.7  763.7 

 3,072.4  3,255.8 

Less current portion of long term debt  (176.7)  (499.4)

Total long term debt  2,895.7  2,756.4 

Total debt  3,185.0  3,255.8 

Debt is reported at fair value and therefore reflects value movements due to interest rate and exchange rate 
fluctuations.

Debt issuances during the period

During the six months to 31 December 2014 Transpower issued a seven year foreign bond maturing August 
2021, with a nominal value of AUD 150 million and a yield of 4.25%.

Debt at face value as amended by foreign exchange derivatives

GROUP

UNAUDITED
31 DEC 2014

AUDITED
30 JUN 2014

$M $M

Short term debt  112.0 -

Current portion of long term debt  175.0  443.9 

Total current debt  287.0  443.9 

Bonds  1,200.0  1,200.0 

Term borrowing  100.0  200.0 

Euro Medium Term Notes  380.7  724.6 

Australian Medium Term Notes  506.9  341.5 

US Private Placement  833.8  833.8 

 3,021.4  3,299.9 

Less current portion of debt  (175.0)  (443.9)

Total long term debt  2,846.4  2,856.0 

Total debt  3,133.4  3,299.9 
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Notes to the financial statements continued
For the six months ended 31 December 2014

8. CONTINGENCIES

(i) Regulation and capital projects

Transpower is allowed to recover from transmission customers the project costs approved by the regulator 
for major grid upgrades. Since 2010, major grid upgrades have been approved by the Commerce 
Commission (the Commission). Prior to that date, major grid upgrades were approved by the Electricity 
Commission (now the Electricity Authority). If expenditure on a major grid upgrade project exceeds  
the amount initially approved, Transpower must apply to the Commission for approval to recover the 
additional expenditure. 

NIGU project
The North Island Grid Upgrade project (NIGU), which involved the construction of a new double-circuit  
400 kV-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 
exceeds this amount by approximately $70 million. Transpower has made an application to the Commission 
to permit recovery of $876 million, $18 million less than the cost.

There is uncertainty over the extent to which the final cost of NIGU will be approved by the Commission. 
The Commission is required to determine whether or not the project expenditure was efficiently incurred. To 
the extent that the Commission determines expenditure was not reasonable or efficient, it may decline to 
approve that expenditure. In this event, Transpower would not be able to recover the full project cost and an 
asset impairment may result.

On 29 November 2013, the Commission published an issues paper and is currently gathering further 
evidence and carrying out analysis to support a draft decision. The Commission expects to make a final 
decision by August 2015.

Wairakei Ring project
The Wairakei Ring project involved the construction of a new double-circuit 220 kV line between 
Whakamaru and Wairakei to support new and existing geothermal generation developments in the central 
North Island.

The project cost, approved by the Electricity Commission, was $141 million. The final project cost is 
expected to be below this amount.

Under successor regulatory arrangements, for projects approved by the Commission, the original approved 
amount may be adjusted, retrospectively, to reflect differences between forecast and actual movements in 
CPI and foreign exchange inputs. Transpower’s firm view is that the Commission does not have discretion to 
retrospectively adjust amounts originally approved by the Electricity Commission.

Were the Commission to make such an adjustment, the project allowance would decrease by approximately 
$20 million. If the adjustment was to apply and the Commission determined that some of Transpower’s 
expenditure was not efficient, it may not approve this expenditure. In this event, Transpower would not be 
able to recover the full project cost and an asset impairment may result.
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Notes to the financial statements continued
For the six months ended 31 December 2014

(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 than the non controlling interest would be 
responsible for any shortfall between the value of the asset and the liability. The likelihood of losses in 
respect of these matters is considered to be remote.

Debt
Transpower has given a negative pledge covenant to certain debt holders that, while any debt issued 
remains outstanding, it will not, subject to certain exceptions, create or permit to exist any charge or lien 
over any of its assets. 

(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 those attributable to 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 over the 
regulatory periods until June 2020.  Historical balances are those that pre-date the input methodologies 
developed by the Commerce Commission.  In addition to the historical balances, further economic gains or 
losses arising from the beginning of Regulatory Control period one, which commenced on 1 July 2012 are 
required to be passed on or claimed from customers in the following pricing year.

The following are the balances and expected cash flows from the EV accounts for HVAC and HVDC customers:

8. CONTINGENCIES continued
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Notes to the financial statements continued
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HVAC HVDC TOTAL

$M $M $M

30 June 2014 balance

Pre input methodology EV balances to be recovered (paid)  
1 April 2014 to 31 March 2020  (41.7)  83.2  41.5 

Post input methodology EV balances to be recovered (paid)  
1 April 2014 to 31 March 2015  (12.0)  (8.0)  (20.0)

Post input methodology EV balances to be recovered (paid)  
1 April 2015 to 31 March 2016  (12.7)  3.2  (9.5)

Total to be recovered (paid)  (66.4)  78.4  12.0 

30 June 2013 balance

Pre input methodology EV balances to be recovered (paid)  
1 April 2013 to 31 March 2020  (47.1)  94.0  46.9 

Post input methodology EV balances to be recovered (paid)  
1 April 2013 to 31 March 2014  (39.1)  5.9  (33.2)

Post input methodology EV balances to be recovered (paid)  
1 April 2014 to 31 March 2015  (11.4)  (7.5)  (18.9)

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

(iv) 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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Notes to the financial statements continued
For the six months ended 31 December 2014

9. SEGMENT REPORTING

At December 2014, the segments and their measurement basis are unchanged from the 2013/14 audited 
annual financial statements.

TRANSMISSION OTHER ADJUSTMENTS TOTAL

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

UNAUDITED
6 MONTHS

31 DEC 2014

UNAUDITED
6 MONTHS

31 DEC 2013

$M $M $M $M $M $M $M $M

External revenue  494.5  461.0  26.7  27.0  1.7  1.3  522.9  489.3 

Total operating 
expenses  118.0  129.5  23.5  17.1  (5.7)  (6.3)  135.8  140.3 

Operating profit 
before tax  376.5  331.5  3.2  9.9  7.4  7.6  387.1  349.0 

10. ALTERNATIVE PROFIT MEASURE

Transpower discloses an alternative measure of profit, which is earnings before net changes in fair values of 
financial instruments.

Transpower discloses this information as it provides a different measure of underlying performance to the 
IFRS mandated profit measures, which are also disclosed.

The directors consider that this additional profit measure is useful additional information for users of the 
financial statements.

Changes in the value of financial instruments are driven by external interest rate movements and changes in 
Transpower’s or its counterparties’ creditworthiness. Transpower is not in the business of trading financial 
instruments and generally holds the financial instruments until maturity.

Transpower has consistently reported an alternative profit on this basis since its adoption of IFRS.
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Notes to the financial statements continued
For the six months ended 31 December 2014

11. SIGNIFICANT JUDGEMENTS / ESTIMATES

Regulation and the NIGU project

The NIGU project exceeded its initial approved amount by approximately $70 million. The directors have 
made the judgement that no impairment is required in these interim financial statements. Note 8 
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 or Transpower. 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.

12.  SUBSEQUENT EVENTS

On 26 February 2015, the board of directors approved the payment of a half year dividend of $75.2 million. 
The dividend will be fully imputed.

The directors are not aware of any other matter or circumstance since 31 December 2014 that has 
significantly or may significantly affect the operations of the Group.
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DEBT LISTINGS AND WAIVERS

Transpower has debt listed on the NZX Debt Market quoted under the ticker 
codes TRP010 and TRP020 (together, Bonds). As a listed issuer, Transpower is 
subject to certain requirements and obligations under the NZSX/NZDX Listing 
Rules (Listing Rules), including a continuous disclosure obligation. In addition, 
Transpower has obtained the following waivers:

 ■ Waivers from rule 5.2.3, which requires at least 25 per cent of the tranche of 
Bonds quoted on the NZX Debt Market to be held by at least 500 bondholders 
who are members of the public. Accordingly, the Bonds may not be widely 
held and there may be reduced liquidity in the Bonds. The waiver in respect 
of the TRP010 bonds is for a period of one year from 28 February 2015.  
In addition to disclosing the waivers and their implications and conditions  
in its half yearly and annual reports, Transpower is to notify NZX Regulation  
if there are any material changes to the spread of either tranche of Bonds.

 ■ A waiver from the previous rule 10.5.3 of the then current Listing Rules 
which requires an issuer to provide its half yearly report to NZX and quoted 
security holders within three months of the end of the first six months of 
each financial year of the issuer. NZX has recognised that SOEs are subject 
to reporting obligations that differ from those required of other companies.  
In particular, SOEs are not required to provide their annual reports to NZX 
and quoted security holders until they are provided to the responsible 
Minister and laid before the House.

 ■ A waiver from rule 11.1.1 to permit Transpower to restrict the transfer of the 
Bonds in anything other than parcels of $1,000 or if the transfer would result 
in any bondholder holding less than $5,000 (if not zero).
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