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Transpower announces profit guidance following Commerce 

Commission decision on return on capital 
 

Transpower New Zealand Limited is issuing a profit guidance note following an interim decision 
by the Commerce Commission on allowable rates of return.  Transpower anticipates that its Net 
Profit After Tax (NPAT) will be $4m lower for the current financial year and $18m lower for the 
2011/2012 year.  
 
The Commission has advised that its decision relates to the inputs Transpower must apply to 
determine the Maximum Allowable Revenue (MAR) for its 2011/12 pricing year (the regulatory 
Transition Year).  The Commission requires Transpower to calculate its MAR for the Transition 
Year based on terms previously agreed with the Commission by way of an administrative 
settlement, modified to include the application of a Post Tax Weighted Average Cost of Capital 
(WACC) of 7.06%.  
 
Transpower’s Business Plan, as communicated to its shareholders (being the Ministers of 
Finance and State Owned Enterprises), assumes a WACC of 7.7%.  The Commission’s interim 
decision on WACC has the following financial impacts on the Transpower’s business plan 
projections. 
 

 2010/11 
$m 

2011/12 
$m 

REDUCED REVENUE: 6 25 

LOWER NPAT (Impact on Debt): 
 4 18 

 

Background 
Transpower is regulated under Part 4 of the Commerce Act 1986 by way of an administrative 
settlement with the Commission entered into on 13 May 2008.  The administrative settlement 
expires on 30 June 2011.  The Commission has determined that an individual price-quality path 
will apply to Transpower to take effect once the administrative settlement expires.  Under the 
price-quality path Transpower is subject to a cap on revenue over a fixed period (four years, 
initially and five years thereafter).  Transitional provisions will apply to the first year of the first 
period (Transitional Year).  The Commission’s decision on WACC relates to the Transitional 
Year.  Transpower will be permitted to apply an Economic Value wash-up at the end of the 
Transition Year in order to retrospectively align the 2011/12 MAR to the Commission’s final 

determination, once issued.  



 

 

 
 
 
 
 


