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Hon Shane Jones 
Minister of Forestry 	 Associate Minister of Finance 

Minister for Infrastructure 	 Associate Minister for State Owned Enterprises 

Minister for Regional Economic Development Associate Minister of Transport 

Hon Tony RyaII 
Chair 
Transpower New Zealand Ltd 
PO Box 1021 
WELLINGTON 6140 
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Dear Hon RyaII 

2019/20 SHAREHOLDER EXPECTATIONS OF TRANSPOWER NEW ZEALAND LTD 

I am writing on behalf of shareholding Ministers to outline the matters that we expect the 
Board of Transpower New Zealand Ltd (Transpower) to address in the business planning 
process for the 2019/20 financial year. 

The Government remains committed to resolving key long-term challenges facing the 
country including sustainable economic development, increasing exports, decent jobs 
paying higher wages, a healthy environment and a fair society and good government. 

Ministers expect that the Boards of entities that comprise the Crown's Commercial 
Portfolio will support the Government to resolve these challenges by continuing to 
maximise the value of the portfolio through improved financial performance and effective 
capital management. 

This letter contains the following information: 

• Ministers' specific expectations for Transpower, and 

• General expectations for the Crown's Commercial Portfolio 

Although some of the general expectations are highlighted below, the full expectations 
for the Crown's Commercial Portfolio companies are contained in the Owner's 
Expectations Manual (OEM). The OEM, and updates, can be found on the Treasury's 
website https://treasury.govt.nz/publications/quide/owners-expectations-manual   

Ministers expect that directors and the management of the companies will be familiar 
with the OEM to ensure shareholder expectations are being met. Attached to this letter 
is the timeline for the 2019/20 business planning process. 

Transpower specific expectations 

Continued engagement with regulatory authorities and the broader sector 
Ministers expect that Transpower will continue to engage with regulatory authorities and 
other Crown agencies in the 2019/20 year on the various regulatory and sector reviews 
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that are taking place, and keep shareholding Ministers advised of any changes and risks 
as they emerge. These reviews include the: 

• review of the Transmission Pricing Methodology (TPM) by the Electricity 
Authority 

• Commerce Commission's work on Regulatory Control Period 3, which will 
govern Transpower's price-quality path for each pricing year for the FY21-
FY25 regulatory period, and 

• Government's Electricity Pricing Review that will consider the entire 
electricity market, including transmission. 

Capital structure 

Ministers have previously supported Transpower's approach to reducing its debt 
following the review of its capital structure in the 2015/16. We understand that debt is 
now within the targeted level. 

Ministers expect Transpower will remain vigilant as to its debt management policy 
including maturity profile, debt level, and credit rating. We expect that Transpower will 
undertake an updated capital structure review at the appropriate time. 

Should you undertake any borrowing, ensure that all lenders are specifically made aware 
that the borrowing does not represent Crown debt, and accordingly is not guaranteed by 
the Crown. 

Entities are expected to return any surplus capital to the Crown so that it may be used to 
fund other Crown priorities. 

Continued monitoring of technological developments and the impact to the company 
Ministers acknowledge Transpower's efforts to develop a view of the future in order to 
implement strategies and plans to address the impact of technological developments on 
New Zealand's energy sector. 

We expect that Transpower will continue to monitor developments in this area, 
proactively engage with the industry's regulators on how new technologies will be treated 
in the regulatory framework, and keep shareholding ministers advised of any changes 
and the risks and opportunities as they emerge. 

Health and Safety 

Given the relatively high-risk industry Transpower works within, we endorse your 
objective of promoting a high standard of safety and improved workplace injury metrics. 

General expectations 

Expectations for Significant Capital Investment and Board Evaluations, which were 
previously included in this letter, have now been included in the OEM update, July 2018. 
Dividends 

Ministers expect positive business performance to result in dividend payments, and that 
an appropriate balance is maintained between dividends and reinvestment. Our 
preference is for dividends over new investment. 



Yo rs sinc 

A statement of the principles adopted by the Board in determining the annual dividend is 
required to be disclosed in the Statement of Corporate Intent (SCI). 

Shareholding Ministers will be placing a higher level of focus on the principles adopted 
by the Board to determine the annual dividend; in particular, the relationship between 
operating cash flow, sustaining capital expenditure, discretionary capital expenditure and 
dividends paid to shareholders. 

Commercial valuations 

Ministers place significant reliance on the Board's estimate of the SOE's commercial 
value. We expect these valuations to be robust, and either prepared or reviewed 
independently, where appropriate. The review should include the reviewer's view of key 
assumptions included in the model. Guidance on the commercial preparation and 
disclosure is provided in Annex 2 of the OEM. 

Diversity 

Consistent with government support for increased diversity and gender balance on 
Boards, entities are encouraged to support diversity and inclusion in the workplace and 
in leadership. 

Engagement 

Your Treasury relationship managers will be in contact shortly after you receive this letter 
to discuss Ministers' expectations in more detail. If you have any questions please 
contact Jam 	ilson (on  Alternatively, please contact Aaron Gill (Senior 
Analyst; C 	'al Performance on  

Hon Shane o s 
Associate Minister for State Owned Enterprises 
on behalf of shareholding Ministers 

cc: 	Ms Alison Andrews, CEO, Transpower Ltd 
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Annex 1 

Timetable for the Business Planning Process for 2019/20 

Table 1: Summary timetable for the Business Planning Process 

Due by 
	

Key Action 

January / February 

Thursday, 28 February 

Thursday, 28 February 

Tuesday, 30 April 

Friday, 28 June 

As soon as practicable 
after delivery of the 
final SCI to Ministers 

The Treasury to discuss the Letter of Expectations with the 
Chair 

Board sends Strategic Issues letter to Ministers 

Board provides Post Investment Reviews to the Treasury 

Board submits draft SCI and business plan 

Board delivers final SCI to shareholding Ministers 

Company to publish SCI on its website 

All entities are to provide shareholding Ministers with a Strategic Issues letter, by 
Thursday, 28 February 2019 in response to the Letter of Expectations. Should your 
company wish to engage with shareholding Ministers to seek clarification around their 
expectations, we would ask that you advise the Treasury as early as possible of such 
intentions. 

Entities are expected to provide shareholding Ministers with a draft SCI (if required), 
and Business Plan, consistent with the expectations as detailed in this letter, by no 
later than Tuesday, 30 April 2019. 

The final SCI should be delivered to shareholding Ministers on or before Friday, 
28 June 2019. 

Shareholding Ministers should be alerted as soon as possible if any of these deadlines 
cannot be met. 

Further guidance on the timetable is contained in section 5.6.4 of the OEM. The OEM 
is available from the Treasury's website. 
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