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REPORT OF THE AUDITORS

TO THE READERS OF THE FINANCIAL STATEMENTS OF TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS FOR THE
YEAR ENDED 30 JUNE 2008

We have audited the financial statements of Transpower New Zealand Limited Lines Business. The financial statements provide information
about the past financial performance of Transpower New Zealand Limited Lines Business and its financial position as at 30 June 2008. This
information is stated in accordance with the accounting policies set out in the Statement of Accounting Policies.

Directors’ responsibilities

The Commerce Commission's Electricity Information Disclosure Requirements 2004 made under section 57T of the Commerce Act 1986
require the Directors to prepare financial statements which give a true and fair view of the financial position of Transpower New Zealand
Limited Lines Business as at 30 June 2008, and results of operations and cash flows for the year then ended.

Auditors’ responsibilities

It is our responsibility to express an independent opinion on the financial statements presented by the Directors and report our opinion to you.

Basis of opinion

An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in the financial statements. It also includes
assessing:

. the significant estimates and judgements made by the Directors in the preparation of the financial statements; and
whether the accounting policies are appropriate to Transpower New Zealand Limited Lines Business’ circumstances, consistently
applied and adequately disclosed.

We conducted our audit in accordance with generally accepted auditing standards in New Zealand. We planned and performed our audit so
as to obtain all the information and explanations which we considered necessary. We obtained sufficient evidence to give reasonable
assurance that the financial statements are free from material misstatements, whether caused by fraud or error. In forming our opinion, we
also evaluated the overall adequacy of the presentation of information in the financial statements.

We carried out other assignments for Transpower New Zealand Limited in the areas of taxation compliance and other assurance services,
taxation advice and financial advisory services. Other than these assignments and in our capacity as auditor, we have no relationship with or
interests in Transpower New Zealand Limited.

Unqualified opinion

We have obtained all the information and explanations we have required.

In our opinion:

. proper accounting records have been kept by Transpower New Zealand Limited Lines Business as far as appears from our
examination of those records; and

. the financial statements of Transpower New Zealand Limited Lines Business:
(a) comply with generally accepted accounting practice; and
(b) give a true and fair view of Transpower New Zealand Limited Lines Business’ financial position as at 30 June 2008 and

the results of its operations and cash flows for the year ended on that date; and
(c) comply with the Electricity Information Disclosure Requirements 2004.

Our audit was completed on 27 November 2008 and our unqualified opinion is expressed as at that date.

PricewaterhouseCoopers
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AUDITORS OPINION ON THE PERFORMANCE MEASURES OF TRANSPOWER NEW ZEALAND LIMITED LINES BUSINESS

We have examined the attached information, being:

(a)
(b)
()
(d)

the derivation table; and
the annual depreciated historic cost reconciliation report; and
financial performance measures; and

financial components of the efficiency performance measures,

that were prepared by Transpower New Zealand Limited Lines Business and dated 27 November 2008 for the purposes of the Commerce
Commission’s Electricity Information Disclosure Requirements 2004.

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

PricewaterhouseCoopers
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INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2008

~ LINES BUSINESS
Notes . 2008 2007
. %000 $000

Operating revenue 2 583884 539,480
Operating expenditure 4 . 373824 333,415
Earnings before interest, tax and changes in the fair
value of financial Instruments 220,060 206,065
Net finance costs 5 58,169 58,639
Earnings before changes in the fair value of financial 161,891 147,426
instruments and tax
Gain (loss) in the fair value of financial instruments 6 __ (44,533) 107,742
Earnings before tax . 117,358 255,168
Income tax expense 7 . A7 s 68,677
Net profit - 80,205 186,491

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2008

LINES BUSINESS

2007

$000
Equity at the beginning of the year 966,710
Available for sale financial assets 213
Net income (expenses) recognised directly in equity 213
Net profit for the year 186,491

Total recognised income and expense for the year
Equity at the end of the year

186,704
1,153,414

These statements are to be read in conjunction with the accompanying notes.
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BALANCE SHEET
AS AT 30 JUNE 2008
LINES BUSINESS
Notes 2008 2007
$000
ASSETS EMPLOYED
Current assets
Cash and cash equivalents 1,919
Trade and other receivables 8 58,646
Current tax asset 8,402
Investments 10 65
Derivatives in gain 10 102,038
Other financial assets 10 529,928
Inventories 11 2,136
703,134
Non current assets
Non current receivables 5,409
Other financial assets 12 4,151
Works under construction 13 251,421
Property, plant and equipment 13 2,066,753
Intangibles 14 14,802
2,342,536
TOTAL ASSETS EMPLOYED 3,045,670
FUNDS EMPLOYED
Current liabilities
Trade and other payables 15 56,847
Current debt 16 758,659
Derivatives in loss 16 131,039
Deferred income 3 15,715
Provisions 17 25,921
988,181
Non current liabilities
Non current payables 2,535
Finance lease liabilities 18 1,495 1,643
Non current debt 19 1,035,607 719,090
Deferred tax 20 176,014 180,807
* 904,075
Total liabilities 1,892,256
Equity
Capital 21 1,200,000
Reserves 21 222
Accumulated surplus (deficit) 21 (46,808)
Total equity 1,163,414
TOTAL FUNDS EMPLOYED 3,045,670

The Board of Directors of Transpower New Zealand Limited authorised these Financial Statements for

issue on 27 November 2008. For, and on behalf of, the Board
/
[ P

GREGORY FORTUIN MARK TUME
DIRECTOR DIRECTOR

These statements are to be read in conjunction with the accompanying notes.
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2008

LINES BUSINESS
-PNE | 2007
$000
CASH FLOW FROM OPERATIONS
Cash was provided from:
Receipts from customers 536,030
Dividends received from subsidiaries -
Interest received 36,929
Cash was applied to:
Payments to suppliers and employees (220,511)
Tax payments (38,130)
Interest paid (101,345)
Net cash inflows (outflows) from operations 212,973
CASH FLOW FROM INVESTMENTS
Cash was provided from: : \
Sale of property, plant and equipment 102 547
Short term investments 452,728 285,724
Cash was applied to: ~ .
Purchase of property, plant and equipment . (208 (276,732)
Short term investments I (552230 (285,723)
Net cash inflows (outflows) from investments (276,184)
CASH FLOW FROM FINANCING
Cash was provided from:
Increase in loans 891,503
Cash was applied to:
Increase in long term investments -
Dividends paid -
Repayment of loans (828,461)
Net cash inflows (outflows) from financing - 108,792 63,042
Net increase (decrease) in cash held . 991 (169)
Opening balance brought forward . 1919 2,088
Closing net cash carried forward , 2,910 1,919
Closing net cash carried forward comprises:
Cash and bank 1,919

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

RECONCILIATION OF "NET PROFIT" WITH "NET CASH FLOW FROM OPERATIONS"

LINES BUSINESS
2008 2007
( $000
Operating surplus after tax 186,491
Add (deduct) non-cash items:
Change in fair value of financial instruments (107,742)
Depreciation and amortisation 116,064
Deferred tax 27,637
Impairment 1
Imputed interest 1,118
Movements in working capital items:
Decrease (increase) in trade and other receivables 4,687
Decrease (increase) in prepayments (876)
Decrease (increase) in stocks of materials 2,889
(Decrease) increase in trade and other
payables, interest payable and deferred income (16,948)
(Decrease) increase in taxation payable 2,903
(Decrease) increase in provisions (1,133)
Add (deduct) items classified as investing activities:
Fixed asset write-offs and loss on sale 7,043
Capitalised interest (9,161)
Net cash flow from operations 212,973

These statements are to be read in conjunction with the accompanying notes.
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1. Statement of Accounting Policies

Reporting Entity and Statutory Base

These financial statements are for the lines business of Transpower New Zealand Limited
Lines Business (the Lines Business). The financial statements are in New

Zealand dollars.

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.

Nature of Operations
Transpower is the owner and operator of New Zealand’s national electricity grid. Transpower is not
a public benefit entity for the purposes of NZ IAS 1 "Presentation of Financial Statements".

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

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

The Financial Reporting Act 1993 requires compliance with generally accepted accounting practice
(GAAP) in New Zealand.

In December 2002, the New Zealand Accounting Standards Review Board announced that
International Financial Reporting Standards (IFRS) will apply to all New Zealand entities for periods
commencing on or after 1 January 2007. New Zealand has adopted its own version of IFRS, being
the New Zealand equivalents to IFRS (NZ IFRS). The Group has adopted NZ IFRS for the period
commencing 1 July 2007 and these financial statements have been prepared in compliance with NZ
IFRS. In complying with NZ IFRS, the Group is also in compliance with IFRS.

Transition from existing GAAP to NZ IFRS has been made in accordance with NZ IFRS 1
“First-time Adoption of New Zealand Equivalents to International Financial Reporting Standards”.
Comparative information has been restated to conform to the requirements of NZ IFRS.

Measurement Basis

The measurement basis adopted in the preparation of these financial statements is historical cost
except as maodified by 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
subsidiaries which undertake lines business activities using the purchase method. All significant
intercompany accounts and transactions are eliminated on consolidation.

b) Goodwill

Goodwill, representing the excess of the cost of acquisition over the fair value of the identifiable
assets, liabilities and contingent liabilities acquired, is recognised as an asset and not amortised,
but tested for impairment annually. Any impairment is recognised immediately in the income
statement and is not subsequently reversed.

c) Revenue
The Transpower Lines Business recognises revenue as it provides services or delivers products to
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customers. A significant stream of revenue that is received up-front but deferred over the
service period is certain “new investment agreements".

New investment agreements are agreements between the Transpower Lines Business and
customers regarding the building of certain customer required grid connection assets. New
investment agreement revenue is recognised over the contract period.

Due to the service periods, in relation to above items, being greater than one year, revenue is
shown on a yield to maturity basis gross of an inferred interest expense.

Certain money relating to the operation of the electricity market, specifically non-Transpower
related ancillary services and losses and constraint payments, is “passed-through” and is therefore
not recorded in the income statement. This pass-through occurs when the Transpower Lines
Business does not carry out the service and it is deemed to act only as a collection agent.

d) Goods and Services Tax (GST)

The income statement and the cash flow statement are prepared so that all components are
stated exclusive of GST. All items in the balance sheet are stated exclusive of GST with the
exception of receivables and payables, which include GST.

e) Accounts Receivable
Accounts receivable are recorded initially at fair value and subsequently measured at amortised
cost using the effective interest rate method, less any provision for doubtful debts.

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

Q) Investments

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

Available for sale

Fonterra shares are designated as available for sale. This is because the shares are not held
for trading, have no maturity date, are not quoted in an active market, and have no fixed or
determinable payments.

Fair value is based on the annual price published by Fonterra, which is based on an independent
valuation.

Fair value through profit or loss

Investments (excluding Fonterra shares and derivatives) are designated as fair value through profit
or loss on the basis of preventing an "accounting mismatch". The Transpower Lines Business's net
debt and derivatives are managed as one integrated portfolio; therefore, measuring derivatives and
net debt on different bases would create a recognition inconsistency or accounting mismatch.

Fair values of quoted 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. Where the fair value of equity instruments cannot be reliably determined,
the investments are recorded at historical cost.

h) Other Financial Assets at Fair Value through Profit or Loss
Other assets at fair value through profit or loss are derivatives. Derivatives are designated as held for
trading unless they are designated as hedging instruments in a hedging relationship. Realised and
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unrealised gains and losses arising from changes in the fair values are included in the income
statement in the period in which they arise.

i) Loans and Receivables

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

j) Trade and Other Payables

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

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

k) Available for Sale Financial Assets

Available for sale financial assets are non-derivatives that are either designated as available for sale
by management or not designated in any of the other categories. These investments are carried at
fair value with, any unrealised gains and losses arising from changes in fair value recognised
directly in equity. On sale or on impairment, the accumulated fair value adjustments are included in
the income statement.

) Property, Plant and Equipment

Property, plant and equipment is recognised at cost less accumulated depreciation. Cost is
determined by including all costs directly associated with bringing the assets to their location and
condition for their intended use.

m) Capital Work in Progress

Capital work in progress is recorded at cost. Cost is determined by including all costs directly
associated with bringing the assets to their location and condition. 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 as they become
operational and available for use.

n) Depreciation

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

The estimated useful lives are as follows:

Transmission lines 20-75 years

Freehold buildings 30-55 years

Substations 8-55 years

HVDC 3-30 years

Communications 3-25 years

Administration assets 3-10 years
0) Non Current Assets Held for Sale

Non current assets (and disposal groups) classified as held for sale are measured at the 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
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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 groups) is
available for immediate sale in its present condition and is expected to be completed within one
year from the date of classification.

9)) Investment Property

Investment property is property held primarily to earn rentals and/or capital gain rather than used for
operational purposes. Measurement is at fair value at the reporting date. Gains or losses arising
from changes in the fair value of investment property are included in the income statement in the
period in which they arise.

q) 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 representative of the pattern of benefits derived from the leased assets
and are accordingly recognised in the income statement as expenses/revenue, in the period in
which the benefits are incurred/received.

r 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 3-7 years
Easements Indefinite

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
legal costs and also any injurious affection payments. 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.

s) 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.

Goodwill, 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
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impaired. An impairment of goodwill is not subsequently reversed.

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

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

t) Debt

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

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

u) Employee Benefits
Provision is made for benefits accruing to employees when it is probable that settlement will be
required and they are capable of being measured reliably.

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

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

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

V) Taxation

Current and deferred tax for the period is recognised as an expense or income in the income
statement. There are two exceptions to this. Firstly, when items are credited or debited directly to
equity, the deferred tax or current tax is also recognised directly in equity. Secondly, where

tax arises from the initial accounting for a business combination, it is taken into account in the
determination of goodwill or excess.

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).
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relationships, gains or losses on hedging instruments are included in the income statement
together with any change in the fair value of the hedged asset or liability.

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

y) 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 changes in value. Cash flows from certain
items are disclosed net, due to the short term maturities and volume of transactions involved.

Adoption of NZ IFRS
During the year ended 30 June 2008, The Transpower Lines Business adopted the requirements of
NZ IFRS in accordance with NZ IFRS 1 “First-time Adoption of New Zealand Equivalents to
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