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Introduction

This compliance statement has been prepared by Transpower New Zealand Limited
(“Transpower”) to demonstrate to the Commerce Commission (the “Commission”) its
compliance, or otherwise, with the Commerce Act (Transpower Thresholds) Notice
2008 (“the Gazette Notice”) at the assessment date 30 June 2009.

In the Deed of Settlement (Deed)*, the Commission acknowledged that Transpower
had set its AC forecast revenue requirement and HVDC forecast revenue
requirement for the assessment period ending 30 June 2009, before the final
settlement terms were agreed. Clause 7.1 of the Deed requires that, when
calculating the AC and HVDC ex post economic gain or loss for the assessment
period, Transpower makes appropriate adjustments to align the AC year end
revenue requirement and HVDC year end revenue requirement with the Thresholds.
Clause 7.2 of the Deed provides that if these adjustments are applied Transpower
will be deemed to not be in breach of the transmission (revenue requirement)
threshold.

Unless the context otherwise requires, terms used in this compliance statement
have the same meanings as in the Commerce Act 1986 or the Deed or the Gazette
Notice and references to clauses are references to clauses in the Gazette Notice
unless otherwise specified.

As required by clause 9 of the Gazette Notice, this compliance statement comprises
a written statement, an Auditor’s Report and a certificate executed by two directors
of Transpower.

In this compliance statement, Transpower:

demonstrates that it has complied with the transmission (revenue requirement)
threshold for 2008/09%;

demonstrates that it has complied with the transmission (non-Part F capex)
threshold during 2008/09;

demonstrates that it has complied with the system operator services threshold
during 2008/09.

demonstrates that it has not complied with the quantitative elements of the
quality threshold relating to the number of unplanned interruptions and the total
interruptions calculated in system minutes during 2008/09, but that it has
complied with the qualitative requirements of the quality threshold relating to
customer communication on price / quality trade-offs.

Schedule 1 of this compliance statement demonstrates how Transpower has
determined its AC forecast revenue requirement and HVDC forecast revenue
requirement for the 2008/09 assessment period.

A definition of Transpower's specified services is provided in Appendix 3.

! Transpower New Zealand Ltd and Commerce Commission, Deed of Settlement dated 24 June 2008.
% Revenue received during the period 1 April 2008 to 31 March 2009 is assumed to be received in the period
1 July 2008 to 30 June 2009 when assessing compliance, consistent with the Gazette Notice.
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2.1.

2.2.

10.

11.

12.

13.

14,

2.3.

Transmission (Revenue Requirement) Threshold

Introduction

This section demonstrates Transpower's compliance with the transmission (revenue
requirement) threshold set out in clause 5 of the Gazette Notice. Compliance has
been achieved by making ex post adjustments to the economic value (“EV”)
accounts to ensure that the revenue received by Transpower is consistent with the
requirement of the Gazette Notice. A copy of the EV statements and accompanying
notes, which explain the basis on which the statements have been prepared, is
included in this section.

Transpower has calculated and allocated the ex post economic gains and losses
between AC and HVDC customer accounts, and/or to Transpower in accordance
with the requirements of the Gazette Notice. This section should be read in
conjunction with the Auditor's Report appended as Appendix 4 and the Directors’
Statement appended as Appendix 5, which confirm that Transpower has complied
with the transmission (revenue requirement) threshold for 2008/09.

Threshold Compliance

The AC revenue received for the assessment period was $511m and the HVDC
revenue for the assessment period was $83m. The ex post economic gain
(attributable to AC customers) for AC revenue during the assessment period was
$3m and the ex post economic loss (attributable to HVDC customers) for HVDC
revenue during the assessment period was $4m. The ex post economic gain or loss
is calculated as the difference between the year end revenue requirement and the
actual revenue received by Transpower through the transmission charges.

The sum of received AC revenue and received HVDC revenue less the net ex post
economic gain or loss (attributable to customers) for AC revenue and HVDC
revenue during the assessment period was $595m.

The AC year end revenue requirement for the assessment period was $508m and
the HVDC year end revenue requirement for the assessment period was $87m. The
sum of AC year end revenue requirement and HVDC year end revenue requirement
for the assessment period was $595m.

Clause 5 requires the total of Transpower’s received AC revenue and received
HVDC revenue, less the net ex post economic gain or loss (attributable to
customers) for each of AC revenue and HVDC revenue not to exceed the total of the
amount of the AC year end revenue requirement and HVDC year end revenue
requirement for the assessment period.

Therefore, Transpower has complied with clause 5: transmission (revenue
requirement) threshold.

Determination of AC and HVDC Revenue Requireme nts

2.3.1. Regulatory Asset Base

15.

All transmission fixed assets used to provide specified services as at 30 June 2006
are included in the asset base as at 30 June 2006. The total regulatory asset base
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at 30 June 2006 amounted to $2,006m with AC fixed assets at $1,690m and HVDC
fixed assets at $316m.

16. System fixed assets and other assets used to provide specified services acquired
subsequent to 30 June 2006 were recorded at cost in a manner consistent with
GAAP.

17. Fixed assets used solely for providing system operator services are excluded from

the regulatory asset base. In addition, where assets have an incremental cost
(assessed in accordance with the avoidable cost allocation methodology) due to the
activities of the system operator then this portion is excluded from the regulatory
asset base.

2.3.2. Capital Expenditure

18. The following fixed assets used to provide specified services and acquired since 30
June 2006 have been included in the regulatory asset base.

Assets approved by the Electricity Commission under the procedures of Part F;
Assets which are within a class of assets to which the transmission (non-Part F
capex) threshold applies and did not result in the transmission (non-Part F
capex) threshold being exceeded;

Assets which are business support assets.

19. It is confirmed that in the assessment period no additions have been included in the
regulatory asset base which relate to:

AC or HVDC assets resulting from non-Part F capital expenditure incurred as a
direct result of a force majeure event or a security of supply event confirmed by
the Commerce Commission in accordance with clause 9(2) of the Notice;

Assets resulting from non-Part F capital expenditure which the Commerce
Commission has otherwise determined to be justified notwithstanding that the
expenditure incurred exceeded the transmission (non-Part F capex) threshold;

Assets resulting from non-Part F expenditure which are the result of an
insurance event and which have been recovered by insurance income.

20. Part F capex and non-Part F capex was held in works under construction accounts
until the relevant assets were commissioned. Interest on these expenditures has
been accrued at Transpower’'s cost of debt and capitalised in accordance with
GAAP.

21. Capital expenditure in relation to specified services associated with:

transmission corridor investments;
land and easement investments; and
any associated resource consents or designations, that form part of, or are

otherwise required for, investments that are subject to approval processes under
Part F (whether such investments have been included in, or are required in

Compliance Statement Assessment Date (30 June 2009) 6



22.

23.

24,

25.

26.

27.

anticipation of, a grid upgrade plan proposal) or that are acquired for strategic
option value for purposes for future grid investment —

has been included in the regulatory asset base used to determine the AC or HVDC
revenue requirement only when the purchase has been approved by the Electricity
Commission and the capital expenditures have actually taken place and, in the
case of land acquired for strategic option value purposes, meets the requirements
of Rule 4.2 of the Grid Investment Test in Schedule F4 of Section Il of Part F of the
Electricity Governance Rules.

Transpower has excluded from the regulatory asset base the value of land held for
re-sale, and the costs and income associated with purchasing, holding, developing,
and selling the land.

The capital value of easements over land held for re-sale, together with any injurious
affection payments and all other costs of establishing the easements has been
included in the regulatory asset base subject to the purchase costs being approved
by the Electricity Commission. The amounts brought into the asset base were $18m
for AC and $0m for HVDC.

The capital value of the easements and any injurious affection payments was valued
at $18m by Crighton Anderson, an independent appraiser.

The inclusion in the regulatory asset base of the full cost of establishing those
easements occurred at the date of the next valuation of the regulatory asset base
following either purchase of the land or the approval of the purchase by the
Electricity Commission, whichever was the later. The amount was $0m for AC and
$0m for HVDC.

Only easements with a limited life or those which are required for a limited period of
time have been depreciated. Land has not been depreciated. The depreciation was
$0m for AC and $0m for HVDC.

The costs of developing and funding transmission alternatives, which have been
approved by the Electricity Commission under Part F and where these costs are
operating expenditure, have been added to the indexed opex. During the
assessment period these costs amounted to $4m for AC only.

2.3.3. Operating Costs

28.

29.

30.

31.

Seventy-five percent of the savings in administration costs due to the alignment of
the regulatory and financial accounts have been deducted from the 2008/09 indexed
opex. The deduction amounted to $0.1m for AC and $0 for HVDC.

Expenditure relating to investigation and feasibility work, accounted for as an
expense for financial reporting purposes, was included as an actual expense. This
expenditure amounted to a net $14m for AC and $0 for HVDC.

Operating leases costs have been excluded from the indexed opex.

Future operating lease costs have been capitalised and a WACC return on the
average net present value of leased assets included in the AC or HVDC revenue
requirement. The amount added to the AC revenue requirement regulatory asset
base was $25m and $0 for HVDC revenue requirement. The amount added to
depreciation expense was $7m for AC customers and $0m for HVDC customers.
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32. Capitalised operating leases entered into after 30 June 2006 have been treated as
capital expenditure.

2.3.4. Economic Value accounts

33. The balance of the existing customer accounts for AC and HVDC customers as at
30 June 2008 was carried forward to form the opening balance as at 1 July 2008.
The opening balance as at 1 July 2008 was $98m for the AC account and $(92)m
for the HVDC account. The closing balance was $109m credit for the AC account
and a $103m debit balance for the HVDC account. This means inter alia, that
through the application of the EV adjustment Transpower expects to reduce the
revenue required from AC customers to lower the AC balance over time and
increase the revenue required from HVDC customers to progressively recover the
HVDC balance.

34. The Economic Value accounts presented below show the details of the
determination of the ex-post revenue requirement. The nature and size of the
economic gains and losses, their treatment and the impact on the Customer
Accounts and on Transpower are shown in the accounts. The Economic Value
accounts were calculated using the parameters set out in schedule 1 of the Gazette
Notice.

Compliance Statement Assessment Date (30 June 2009) 8



Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
STATEMENT OF ECONOMIC GAIN (LOSS)

For the year ended 30 June 2009

Notes 2009 HVAC HVDC
$000 $000 $000
Operating revenue 2 A 594,205 511,317 82,887
Operating expenses 3 245,135 202,517 42,618
Operating expenses shareholder gain / (loss) 8 (33,648) (27,798) (5,850)
Total Opex per Administration Settlement Allowance 211,487 174,719 36,768
Pass through expenses 13,205 13,155 50
Total Opex B 224,692 187,874 36,818
Depreciation & write offs 4 C 155,032 130,950 24,082
214,480 192,493 21,987
Tax charge 5 D 56,225 48,888 7,337
Net Operating Profit After Tax (NOPAT) 158,256 143,605 14,650
Capital charge on operating capital 6 E 159,355 140,623 18,732
Customer Economic gain (loss) F (1,099) 2,982 (4,082)
Shareholder Economic Gain (loss) 8 (33,648) (27,798) (5,850)
Total Economic Gain (loss) for the period (34,748) (24,816) (9,932)
Restatement of EV Gain (Loss)
Year End Revenue Requirement B+C+D+E 595,304 508,335 86,969
Actual Operating Revenue Received A 594,205 511,317 82,887
Ex Post Economic Gain / (Loss) attributable to customers F (1,099) 2,982 (4,082)
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
STATEMENT OF CAPITAL INVESTED
As at 30 June 2009
Notes 2009 HVAC HVDC
$000 $000 $000
Operating capital
Long term assets (incl capitalised op leases) 7 2,128,984 1,903,584 225,400
Short term assets 70,720 62,874 7,846
Non-interest bearing current liabilities (93,672) (90,120) (3,552)
Net working capital (22,952) (27,247) 4,295
Total operating capital 2,106,032 1,876,338 229,695
Capital invested is funded by:
Equity 1,263,619 1,125,803 137,817
Debt 842,413 750,535 91,878
2,106,032 1,876,338 229,695
The capital invested is "notional" as it is based on the Commerce Commission ratio used for its WACC calculation and
equals the Operating capital .
Compliance Statement Assessment Date (30 June 2009) 9



Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009

ECONOMIC VALUE REPORTING POLICIES

Basis of Economic Value Reporting

Traditional accounting financial statements, based upon Generally Accepted Accounting Practice (GAAP), include notional transactions to
report financial performance and position. These transactions alter the recognition of income and expenses to determine the accounting
measure of earnings for the period. Economic value reporting generally reflects cash flows and, accordingly, the GAAP financial statements

are modified to adjust for certain notional or non cash transactions.

A consequence of these accounting transactions is to alter the measurement of equity. The reversal of these transactions results in the

measurement of equity at its economic value. In economic value reporting terms, these adjustments are referred to as "equity equivalents”.

These economic value statements have been prepared in accordance with the GAAP-based accounting policies disclosed in the financial

statements of the Transpower Group, but have been modified, where necessary, to align with the following economic value reporting policies:

The EV statements comply with the requirements of the Administrative Settlement (AS) offer represented in the Commerce Act

(Transpower Thresholds) Notice 2008, gazetted on 26 June 2008. The EV statements should be read in conjunction with the gazette notice.
a) Financing Costs

Financing costs do not form part of the measurement of the economic return, or Net Operating Profit After Tax (NOPAT), resulting from the

company's operations. Financing costs represent part of the application of the economic retum to the providers of capital. Accordingly, no

financing costs are included in the determination of NOPAT.

b) Capital Charge

The capital charge is the required dollar return on average capital employed for the period. A separate capital charge is determined in respect

of operating capital and non-operating capital.
The capital charge on operating capital is used to determine the economic gain or loss achieved in each period by comparing this with
NOPAT. The non-interest bearing assets and liabilities that comprise operating capital are directly related to the revenue and costs that

contribute to NOPAT.

The capital charge in respect of non-operating capital is offset against the net revenue flowing from this non-operating capital in determining

the economic gain or loss of shareholder value.

Part of the capital charge on non-operating assets is calculated in respect of works under construction to reflect the return the providers of
capital expect to earn on their investment. The capital charge is added to the value of the works under construction in the form of capitalised
interest based on GAAP and recovered from customers over the life of the assets from the time the assets become operational.

Once assets are commissioned they no longer incur capitalised interest, as they form part of the Operating Capital.

The capital charge is only calculated on those assets which can be included as part of the Administrative Settlement terms.

Compliance Statement Assessment Date (30 June 2009) 10



Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009

c) Cost of Capital

The cost of capital is the weighted average of the risk adjusted rates of return expected by the providers of debt capital and equity capital. The
cost of capital is set out in the Administrative Settlement between Transpower and the Commerce Commission.

d) Net Operating Profit After Tax (NOPAT)

NOPAT is a measure of the economic income from operations, after tax but before financing costs. Material accruals and other non-cash

adjustments arising from traditional accounting treatment are not always included within NOPAT.

e) Economic Gain (Loss)

The economic gain or loss represents the value gained or lost during the period. Value is gained or lost when Transpower achieves a return
on operating capital above or below its cost of capital. Transpower aims, over time, to maintain the economic value of the shareholders'
investment. Economic gains or losses are accumulated in the Accumulated Economic Gain (Loss) Memorandum Account shown in Note

8.

f) Taxation

The tax charge represents the tax paid or currently payable in respect of the current year, plus any additional tax payable in respect of prior
years.

The tax calculations assumes the actual revenue rather than the pricing year revenue. The tax calculation also uses actual expenditure rather
than operating allowance expenditure. The tax charge does not include any deferred tax provisioning in respect of timing differences.

g) Leases

Operating leases are capitalised by discounting the future cash commitment at the cost of debt to determine the implicit asset value. The
value of the assets is then included in operating capital by adjusting fixed assets. An estimate for the depreciation on these assets is then
added to the depreciation expense.

h) Pseudo Assets
In the transition to historical cost five pseudo assets have been created that align the financial book to the ODV at 30 June 2006. The
pseudo assets combined value at 30 June 2006 was $112m, these assets are depreciated between 4 and 10 years.

i) Revenue Recognition
Transmission revenue has been recognised on pricing year basis, which aligns the revenue requirement to the costs to which they relate. This
means that transmission revenue charges for the period April to March are for EV purposes recognised as being received in the periods July
to June.

j) The Operating Allowance
The Operating Allowance is set out in the Administrative Settlement between Transpower and the Commerce Commission. The level of
Opex was set in 2006/07 as $199.61m. The opex is increased in each year by the CPI, sourced from Statistics New Zealand.

The SE9A as at 30 June 2008 was

1,061
The SE9A as at 30 June 2009 was 1,081
The percentage increase is 1.9%

k) Changes in Policies
The EV statements comply with the requirements of the Administrative Settlement (AS) offer represented in the Commerce Act
(Transpower Thresholds) Notice 2008, gazetted on 26 June 2008. There are no changes in Policy between the 2008 EV statements and 2009
EV statements.
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Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009

1. COST OF CAPITAL 2009

C Cost of capital 7.80%

The cost of capital was agreed as part of the AS.

2. REVENUE 2009 HVAC HVDC
$000 $000 $000
629,881 548,154 81,727

Transmission revenue for the year ending 30 June 2009

Other Revenue

less customer projects & NIA (28,161) (28.161) )
add revenue for period 1 April - 30 June 2008 148,406 127,661 20,745
less revenue for period 1 April - 30 June 2009 (155,921) (136,336) (19.585)
Regulated transmission revenue for the year ending 31 March 2007 594,205 511,317 82,887
3. OPERATING EXPENSES 2009 HVAC HVDC
$000 $000 $000
Direct Transmssion
Maintenance of HVAC substations 54,983 54,983 )
Maintenance of HVDC substations and cables 7,494 ) 7,494
Maintenance of HVAC lines 38,244 38,244 )
Maintenance of HVDC lines 1,304 ) 1,304
HVDC share of reserves 28,548 ° 28,548
Comms and Control 3,645 3,645
Allocations adjustment (Primarily Synchronous Condenser) - 336 (336)
Less Rates (2,765) (2,715) (50)
131,453 94,492 36,960
Investigations
Total 19,545 19,545 }
Less Customer investigations (1,361) (1,361) -
Non-transmission Investigations (22) @2 °
Demand Side Participation (4,362) (4.362) °
13,799 13,799 -
IST Operations 27,721 27,721 -
Insurance 9,226 3,844 5,383
Intercompany 2,727 2,727 -
Other 68,990 68,715 275
Other Business Costs 108,666 103,008 5,658
Operating costs relating to the operating cost allowance 253,918 211,299 42,618
less Transmission Portion of operating leases 8,782 8,782 -
Total operating costs subject to the Allowance 245,135 202,517 42,618
add pass through costs
Rates 2,765 2,715 50
Insurance related Opex - - -
Demand Side Participation 4,362 4,362 -
Electricity Commission Levies 6,078 6,078 -
Total pass through costs 13,205 13,155 50
TOTAL Operating Costs 258,341 215,672 42,668
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Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009

4. DEPRECIATION 2009 HVAC HVDC
$000 $000 $000
Depreciation 130,956 111,234 19,723
less NIA depreciation (5,098) (5,098) -
Depreciation on commissioned but yet to be approved assets (490) (490) -
add Regulatory pseudo asset depreciation 10 13,150 10,834 2,317
Capitalised operating lease depreciation 7,462 7,462 -
Write-offs 7,385 7,008 377
Dismantling Provision Movement 1,666 - 1,666
Total depreciation, write-offs 155,032 130,950 24,082
5. TAXATION 2009 HVAC HVDC
$000 $000 $000
EBIT and Shareholder Gain 180,832 164,695 16,137
Revenue Timing Adjustment 7,515 8,675 (1,160)
timing/permanent differences (931) (10,410 9479
Net Interest Expense, allocated on asset value (68,636) (61.216) (7.420)
118,780 101,743 17,037
Tax at 30% 35,634 30,523 5,111
Net Interest Expense, allocated on asset value 68,636 61216 7,420
Interest Tax Shield 20,591 18,365 2,226
Total Regulated Tax Expense 56,225 48,888 7,337
6.  CAPITAL CHARGE Notes 2009 HVAC HVDC
$000 $000 $000
Closing operating capital 2,106,032 1,876,338 229,695
Opening operating capital 1,979,999 1,729,376 250,623
Average operating capital 2,043,016 1,802,857 240,159
Cost of capital 1 7.8% 7.8% 7.8%
Capital charge on operating capital 159,355 140,623 18,732
7. LONG TERM ASSETS 2009 HVAC HVDC
$000 $000 $000
Property, Plant and Equipment 2,212,535 1,989,451 223,084
less New Investment Agreement assets (153,050) (153,050) -
Commissioned but yet to be approved under Part F assets (6,696) (6,696) -
add Regulatory pseudo assets 10 51,550 49,234 2,317
Capitalised operating leases 24,645 24,645 -
2,128,984 1,903,584 225,400
Compliance Statement Assessment Date (30 June 2009) 13



Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009
8 ACCUMULATED ECONOMIC GAIN (LOSS) 2009 HVAC HVDC

MEMORANDUM ACCOUNT $000 $000 $000

Breakdown of economic gain (loss)

Economic gain (loss) for the period (34,748) (24,816) (9,932)

- attributable to the customer (1,100) 2,983 (4,082)

- attributable to the shareholder (33,648) (27,798) (5,850)
(34,748) (24,816) (9,932)

Accumulated Economic gain (loss) from monopoly acti vities attributable to customers

Opening balance 6.603

Interest on opening balance sheet at WACC 515 7,657 (7,142)

Economic gains (losses) attributable to customers (1,100) 2,982 (4,082)

Closing balance 6,018 108,803 (102,785)

Accumulated Economic gain (loss) from monopoly acti vities attributable to shareholders; Administrative Settlement Opex

Opening balance 5,597 5,329 268

Correction to opening balance - - -

Interest on opening balance sheet at WACC 437 416 21

Economic gains (losses) attributable to shareholders (33,648) (27,798) (5,850)

Closing balance (27,615) (22,054) (5,561)
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Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009
9 RECONCILIATION BETWEEN THE REVENUE REQUIREMENT 2009 HVAC HVDC
AND THE ECONOMIC VALUE STATEMENTS $000 $000 $000

2008/09 Revenue Requirement

Average Operating Capital 2,136,990 1,890,187 246,803
WACC 7.8% 7.8% 7.8%
Capital Charge 166,685 147,435 19,251
Operating Costs (non-pass through) 210,848 194,348 16,500
Operating Costs (pass through) 16,252 16,252 -
Depreciation 154,000 129,100 24,900
Tax 68,000 53,300 14,700
Revenue Before EV Adjustment 615,785 540,435 75,351
EV Adustment (24,300) (31,800) 7,500
Revenue After EV Adjustment 591,485 508,635 82,851

Economic Gain/Loss Attributable to:

Customer Gains / (Losses)

Average Operating Capital forecast variance 7,330 6,812 518
WACC forecast variance - - -
Revenue received forecast variance 2,719 2,683 37
Opex Forecast variance (639) 19,629 (20,268)
Pass through operating cost forecast variance 3,047 3,097 (50)
Depreciation forecast variance (1,032) (1,850) 818
EV adjustment (24,300) (31,800) 7,500
Tax impact of customer gains / losses 6,061 2,472 3,589
Tax (residual) 5714 1,940 3,774
Customer Total (1,200) 2,983 (4,082)
Economic Gain/Loss (34,748) (24,816) (9,932)

Shareholder Gains / Losses

Opex per 2008/09 A 207,633 185,269 22,364
2009 Opex Allowance (Base Opex Increased by CPI) 211,547 188,761 22,786
less ODV Adjustment (60) (60) -
2009 Opex Allowance 211,487 188,702 22,786
Actual Opex B 245,135 202,517 42,618
Reallocation of 2009 base opex based on actual spend C 211,487 174,719 36,768
Shareholder Total; Variance Actual to Opex Allowanc e (B-C) 33,648 27,798 5,850

Gain/loss per statement of economic gain/loss (34,748) (24,816) (9,932)

Compliance Statement Assessment Date (30 June 2009) 15



Transpower New Zealand Limited
TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
NOTES TO THE ECONOMIC VALUE STATEMENTS
For the year ended 30 June 2009
10 THE PSEUDO ASSETS

30/06/2006  Rem life NBV NBV Depreciation

Asset value  30/06/2006 30/06/2008 30/06/2009 2008/09
HVDC subs 9,532 4 4,766 2,383 2,383
Synchronouse Condensers 7,468 4 3,734 1,867 1,867
Mercury Arcs 21,000 4 - -
HVDC lines (4,000) 4 (2,000) (1,000) (1,000)
HVAC subs 14,000 4 7,000 3,500 3,500
HVAC lines 64,000 10 51,200 44,800 6,400

112,000 64,700 51,550 13,150
The Mercury Arc Pole 1 assets were removed from service on 21/09/07 No further depreciation applies from this date.

From this same date it was determined that 50% of the value of the Synchronous Condensers which had previously been
classified as DC assets would be reclassified as AC assets as they are required to provide AC voltage stability.

Compliance Statement Assessment Date (30 June 2009)
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3. Non-Part F Capital Expenditure Threshold

3.1. Introduction

35. This section demonstrates Transpower's compliance with the non-Part F capital
expenditure threshold set out in clauses 5.3(c) and 5.3(d) and clause 6 of the Deed.
Compliance has been achieved by Transpower’s expenditure not exceeding the
threshold amount, of $202.8m, in the 2008/09 year.

36. This section should be read in conjunction with the Auditor's Report included in
Appendix 4 which confirms compliance with the terms of the Non-Part F capital
expenditure threshold.

37. The following is a summary of the scope of the audit:

Review and verification of the classification of expenditures to non-specified
services, Part F and non-Part F; and

Review and verification of the categorisation of non-Part F expenditure to
replacement, refurbishment, enhancement and development, and operational
network information and technology services; and

Review and verification of the recorded non-Part F expenditure amounts; and

Identification of any expenditure associated with force majeure, insurance or
security of supply events; and

Identification of any expenditure not to be brought into the regulatory asset
base

3.2.  Compliance with the Non-Part F Capital Expendi  ture Threshold
3.2.1. Expenditure by category
38. Transpower spent $109.1 million on non-Part F capital expenditure during 2008/09.

This was less than the allowed cap of $202.8 million. The breakdown of expenditure
against the target used to establish the cap is shown in the table below.

Table 1: Actual versus target non-Part F capex in 2 008/09

Category Target Actual
Expenditure ($m) Expenditure ($m)

Asset replacement 40.7 34.4

Asset refurbishment 24.3 23.0

Asset enhancement and development 28.2 12.7

Subtot al 93.2 70.2
Operational network information and 109.6 38.9
technology services

Total 202.8 109.1

Note: Figures may not add up exactly due to rounding
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39.

Transpower did not incur any non-Part F expenditure relating to force majeure
events, security of supply events or insurance events during the 2008/09
assessment period.

3.2.2. Commentary

40.

41.

3.3

42.

Actual expenditure of $109.1m is significantly below the target expenditure of
$202.8m. An assessment of the reasons for this under spend formed a large part of
the Commission’s review of the 2009/10 non-Part F threshold allowance (the 2009
Strata Review).

Around 54% of the non-Part F capex threshold for 2008/09 related to IST
expenditure and of this 86% ($94.1m) was associated with planned expenditure on
the Telecommunications & Networking Programme (TNP). The actual expenditure
on the TNP was $29.9m (of which $8.0m related to the capitalised value for
telecommunications operating leases). This significant variance against the planned
expenditure resulted from decisions to delay the development of lease
arrangements in order to exploit future option value and from the rescheduling of
work within the overall 5 year programme window. The 2009 Strata report provides
a more detailed commentary on Transpower’s “mid-year” performance against the
2008/09 non-Part F capex threshold.?

Threshold reset for 2009/10

In April 2009, Transpower proposed to the Commission a non-Part F expenditure
threshold level for 2009/10 of $209.6m. The Commission’s final determination
reduced the threshold allowance to $189.6m.* The process used to determine the
threshold amount is set out in Part 2, Schedule 2 of the Gazette Notice.

% Review of Transpower’s Capital Expenditure Plans, Strata Energy Limited, 2009 (refer. Commerce Commission

website)

* Commerce Commission, Decision on 2009/10 Non-Part F Capital Expenditure Threshold for Transpower dated
20 August 2009
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4.1.

43.

44,

4.2.

45,

46.

47.

48.

49.

50.

System Operator Services Threshold

Introduction

This section demonstrates Transpower's compliance with the system operator
services threshold set out in clause 7 of the Gazette Notice.

This section should be read in conjunction with the Auditor's Report included in
Appendix 4.

Compliance with the System Operator Services T  hreshold

Clause 7(1) of the Gazette Notice requires that Transpower’s system operator
services revenue received for the period 1 July 2008 to 30 June 2009 is not to
exceed the following:

B+V+FC
where:
B = the base fee under the SOSPA

V = the variable fees under the SOSPA, which are compliance investigation
and proceedings fees, development fees, identification costs, information
system access fees and audit fees, as set out in Schedule 1 of the
SOSPA; and

FC = any adjustment to the price under the SOSPA made as a result of a fee
change event under clause 5 of the SOSPA.

The system operator revenue under the SOSPA for the period 1 July 2008 to 30
June 2009, calculated as B + V + FC, is $22.5m where B is $22.5m°, V is $0.04m,
and FC is $0.

The revenue received by Transpower for services provided under provisions of the
SOSPA for the period 1 July 2008 to 30 June 2009 was $22.5m.

Clause 7(2)(a) requires Transpower to allocate costs to its system operator services
business using the ACAM.

Costs were allocated between the system operator and the transmission services
business using the avoidable cost allocation methodology (ACAM) based on the
Commerce Commission guidelines.

Transpower has therefore complied with clauses 7(1) and 7(2)(a) of the Gazette
Notice.

®> Made up of the base fee from the EC of $21.4m and the pricing manager fee of $1.1m
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5.1.

51.

52.

5.2.

53.

54.

55.

56.

57.

5.3.

58.

59.

60.

61.

62.

Quality Threshold

Introduction

This section demonstrates that Transpower has not complied with the requirements
of the quality threshold described by clauses 8(1)(a) and 8(1)(b) of the Gazette
Notice, but has complied with the requirements of the quality threshold described by
clause 8(1)(c) of the Gazette Notice. Specifically:

a. Transpower has not complied with the parts of the quality threshold relating to
the number of unplanned interruptions and the total interruptions calculated in
system minutes;

b. Transpower has complied with the part of the quality threshold relating to
customer communication.

This section should be read in conjunction with the Auditor's Report included in
Appendix 4.

Number of unplanned interruptions

Clause 8(1)(a) requires that Transpower’s total number of unplanned interruptions
for the 12 month period ending on the assessment date does not exceed the
average annual number of unplanned interruptions that occurred in the June years
from 1 July 1998 to 30 June 2003 inclusive.

Transpower’s total number of unplanned interruptions for the 12 month period
ending on the assessment date of 30 June 2009 was 112.

Transpower’s average annual number of unplanned interruptions for the June years
from 1 July 1998 to 30 June 2003 was 92.4.

Therefore, Transpower did not comply with the requirements of clause 8(1)(a) in the
year ending 30 June 2009.

Appendix 1 provides further information on the calculation of Transpower's
unplanned interruptions.

Total interruptions

Clause 8(1)(b) requires that Transpower’s total interruptions, calculated in system
minutes, for the 12 month period ending on the assessment date does not exceed
the annual average total interruptions in system minutes recorded for the June years
from 1 July 1998 to 30 June 2003 inclusive.

Transpower’s total interruptions figure calculated in system minutes, for the 12
month period ending on the assessment date, was 18.1.

Transpower’s annual average total interruptions figure, calculated in system
minutes, for the June years from 1 July 1998 to 30 June 2003 inclusive, was 8.3.

Therefore, Transpower did not comply with clause 8(1)(b).

Appendix 1 provides further information on the calculation of Transpower’s total
interruptions.
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5.4. Customer communication

63. Clause 8(1)(c) sets out Transpower's customer communication requirements.
Transpower is required to consult with its customers to determine customers’
requirements with respect to the price and quality of the services available to them
and to consider their views properly and take them into account adequately when
making asset management decisions.

64. For the purposes of compliance with the 2003 Gazette Notice, Transpower has
developed and implemented a thorough set of policies and processes to:
advise customers of the price-quality trade-offs available to them;

b. consult with customers about the quality of the goods and services they
require with reference to the prices of those goods and services;

consider customer’s views properly during and after the consultation; and

take those views into account adequately when making asset management
decisions.

These processes have become part of Transpower’s normal business processes
undertaken annually. Appendix 2 outlines how Transpower complies with the
requirements of the customer communication part of the quality threshold.

65. Therefore, Transpower has complied with clause 8(1)(c).
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Appendix 1. Quality Threshold: Reliability Informa tion

66. Clauses 8(1)(a) and 8(1)(b) of the Gazette Notice require that Transpower’s total
number of unplanned interruptions and total interruptions calculated in system

minutes, for the 12 months ending on the assessment date, do not exceed the

average of the annual totals recorded in the five Junes years between 1 July 1998 to

30 June 2003 inclusive.

Number of unplanned interruptions
67. Clause 8(1)(a) requires that:

| l1999 + l2000 + 2001 + l2002 + l2003
year

5

where:

lyear = the total number of unplanned interruptions for the period of 12 months ending

on 30 June in that calendar year.

68.  The number of unplanned interruptions used to calculate the five year average is set

out in table 2 below:®

Table 2: Five year average unplanned interruptions from 1999 to 2003

Year to 30 June Number of unplanned interruptions
1999 110.0
2000 62.0
2001 105.0
2002 113.0
2003 72.0
Total 462.0
Five year average 92.4

69. The number of unplanned interruptions for the period of 12 months ending on the

assessment date was 112.

70. 112 exceeds 92.4. Therefore, Transpower has not complied with the requirement in

clause 8(1)(a).

® The number of unplanned interruptions recorded for 2000/01 has increased to 105 from the 102 disclosed in the
2002/03 Information for Disclosure. This increase is due to a technical reclassification of the Waipawa

substation as having two points of supply (originally one) for interruption reporting purposes.
reclassification affects the number of unplanned interruptions in 2000/01 only.
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Total interruptions

71. Clause 8(1)(b) of the Gazette Notice requires that:

SM [SMlQQQ + SMag00 + SMago1r + SMagz + SMagos ]
year

5
where;:

SMyeqr = the total interruptions, calculated in system minutes, for the period of 12
months ending on 30 June in that calendar year.

72. The number of interruptions, calculated in system minutes, used to calculate the five
year average is set out in the table 3 below:

Table 3: Five year average total interruptions from 1999 to 2003

Year to 30 June Total interruptions calculated in
system minutes*
1999 9.7
2000 4.9
2001 12.7
2002 8.1
2003 6.3
Total 41.7
Five Year Average 8.3

* Rounded to one decimal place.

73. The total interruptions, calculated in system minutes, for the 12 month period ending
30 June 2009 was 18.1.

74. 18.1 exceeds 8.3. Therefore, Transpower has not complied with the requirement in
clause 8(1) (b).

75. When deriving the statistics for total interruptions and number of unplanned
interruptions Transpower has applied the definitions set out in the Gazette Notice
and the Electricity (Information Disclosure) Requirements 2004 (“Information
Disclosure Requirements”). When applying these definitions, interruptions that were
backfed via alternate connection points, or through embedded generation, and
interruptions to controllable load or interruptible load, have been excluded from the
statistics where one or more of the following applied:

a. there was no cessation of supply;
b. load was shifted rather than lost;
C. load had the same function as spinning reserve.

76. Transpower considers its application of the definitions in these circumstances to be
consistent with the overall purpose of the Gazette Notice and Information Disclosure
Requirements. This application has been consistently applied across the period 1
July 1998 to 30 June 2009.
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Analysis of Transpower’s performance

77.

78.

79.

The threshold for the number of unplanned interruptions (determined in accordance
with clause 8(1)(a) of the Gazette Notice) is 92 and, although this was exceeded by
20 interruptions (or 21 per cent of the threshold), the 2008/09 result of 112 is similar
to the number of interruptions recorded in two of the years that were used to
establish the threshold (110 in 1998/99; 113 in 2001/02).

The threshold for the total interruptions calculated in system minutes (clause 8(1)(b)
of the Gazette Notice) is 8.34 (based on the 5 year historical average) and the total
for 2008/09 exceeded this by 9.8 system minutes (117 per cent of the threshold
value.)

Of the total 18.1 system minutes, 9.0 system minutes were the results of two
interruptions associated with upgrade or refurbishment work at two of the largest
GXPs on the grid. For both of these incidents there was a planned outage of one of
the supply transformers at the site, in one case to allow an 11 kV switchgear
upgrade, and in the other to allow a transformer refurbishment. While operating with
reduced security subsequent faults resulted in interruptions to supply. In both cases
the customers were not able to significantly mitigate the impact of the interruption by
transferring the load to other feeders or points of supply.

Analysis of the number of unplanned interruptions

80.

The following events contributed significantly to the number of interruptions during
the 2008/09 assessment period:

a. There were 12 supply interruptions which resulted from unplanned outages
on the 50 kV Te Kaha-Waiotahi circuit and associated substation equipment
in the Eastern Bay of Plenty. During the period over which the threshold was
calculated this circuit had only 2.5 interruptions per annum. The circuit is 66
km long and passes through hilly, isolated country, and is exposed to strong
winds from the north. Deteriorating performance of this circuit was noted in
the 07/08 statement, and in January 2009 Transpower completed a large
amount of remedial work on this circuit, however the performance has
continued to be disappointing.

b. A number of circuits in the Bay of Plenty were tripped to clear a line fault
caused by lightning which resulted in interruptions at eight points of supply
(totalling 1.13 system minutes). The protection systems on these circuits are
intended to limit the impact of such a fault, but a protection setting error at the
new switching station at Kaitimako near Tauranga resulted in an incorrect
protection operation when a line fault occurred. The impact of the fault was,
as a result, greater than expected.

c. A fault on the Ohakune-National Park-Ongarue circuit resulted in interruptions
to supply at eight points of service between Hangatiki and Waipawa. The fault
was not detected by the line protection on that circuit because of the
combination of very high fault impedance and the type of protection scheme
installed on the circuit. Protection relays further back in the system at Arapuni
and Bunnythorpe tripped to clear the fault. A damaged conductor and
insulator were subsequently identified but the initial cause of the failure
remains unknown.
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81. Figure 1 below shows the number of unplanned interruptions over an eleven year
period from 1998/09 to 2008/09.

Figure 1: Transpower’s annual number of unplanned interruptions from 1998 to 2009
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Analysis of the planned and unplanned system minute S

82.  There were two events in 2008/09 which contributed significantly to the total system
minutes lost during the assessment period. These two events were:

a.

An interruption of 4.9 system minutes resulted when an 11kV cable
termination failed at Whirinaki substation. This occurred during a planned
outage of a supply transformer and the fault caused one of the two remaining
transformers and switchboards to trip resulting in a partial interruption to
supply of approximately 2.8 system minutes. Although supply to the
remaining switchboard was maintained by Transpower, the load on that
supply was rejected by the customer and a further 2.1 system minutes was
not supplied.

The substation at Whirinaki was designed to operate with three 11 kV supply
switchboards interconnected so that a failure of one transformer would not
result in a supply interruption. During the planned outage one of the three
220/11 kV supply transformers and the associated 11 kV switchboard were
taken out of service to allow replacement of the switchboard. Feeder
connections had been remade to allow all load to be supplied from the two in-
service boards. During the planning for this outage the direct-connected
customer identified a pre-existing fault level risk in his system and asked that
Transpower operate without an interconnection between the remaining two 11
kV switchboards to lower this risk. This reduced the security of supply and the
interruption was inevitable when the cable subsequently failed. The upgrade
to the switchboard has since been completed but the customer continues to
operate with the 11 kV switchboards separated and therefore with half the
load supplied at N security. Although there would have been some loss of
supply if the 11 kV boards had been operated in parallel, the customer’s
requirement that Transpower operate with the 11 kV switchboards separated
effectively increases Transpower’'s system minute exposure in a manner
which is not reflected in the threshold value.

At Penrose a transformer fault resulted in an interruption totalling 4.1 system
minutes. At the time there was a planned outage of one of three 220/33 kV
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supply transformers in progress to allow for refurbishment of one unit of the
transformer. During this outage an age related fault, which had not been
detected during routine maintenance, caused one of the remaining
transformers to trip on fault. The remaining in-service transformer tripped on
overload causing a supply interruption. One transformer was returned to
service approximately one hour later, but load restrictions continued for more
than 24 hours until a second transformer was returned to service. During this
time some load was transferred to other points of supply via interconnections
within the customers system.

83. Figure 2 below shows Transpower’s total annual interruptions in system minutes
from 1998 to 2009.
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Figure 2: Total annual interruptions (system minutes) from 1998 to 2009
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Transpower’s interruption recording process

84. Clause 9(1)(b)(vi) of the Gazette Notice requires that Transpower describes the
process by which the total number of unplanned interruptions and total interruptions
are determined for the assessment period.

85. Transpower records interruptions to connection in accordance with Transpower
Policy TP.GG 10.08 “Interruption to connection performance reporting policy”
(Schedule 2). A flowchart outlining Transpower’s interruptions recording process is
shown below.

86. The process by which Transpower collects supply interruption data is as follows:

a
b.
c
d

identification of interruptions;
collation of supply interruption data;
processing of interruptions data by Transpower;

end of year work.
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Identification of interruptions

87.

88.

89.

Transpower’s operating contractor is required to record a range of operational events
in accordance with Transpower Service Specification TP.SS 01.01 “Reporting by
Contractors”. The contractor is required to prepare an Interruption to Connection
Report (“ITCR”) for each Transpower initiated event that results in an interruption to
connection (“ITC") in accordance with Appendix H of TP.SS 01.01 (Schedule 3).
This applies to both planned and unplanned interruptions.

Planned interruptions are notified to customers in accordance with Section 7 -
Outage Protocol of EGRs Part F.

SCADA (Supervisory Control And Data Acquisition) records showing switching
operations and manually entered operator notes are time-tagged and recorded in
TPIX (Transpower Information eXchange). Time series analogue data from the
SCADA system are recorded in Transpower’'s HabConnect database.

Collation of supply interruption data

90.

Transpower engages a Technical Report Analyst contractor (“TRA”) to check and
collate the ITCRs at the end of each month. The collation and coding of
interruptions by the TRA are performed according to Transpower's “Coding
Instructions for Interruptions”. The TRA:

scans TPIX data to ensure all ITCs have been collected;

b. checks ITCRs for accuracy using TPIX to confirm time and duration;

C. adds additional data (customer details, cause codes, etc) from TPIX
information and by contacting Transpower staff and contractors as
necessary;

d. codes and formats the interruptions data for addition to Transpower

interruptions database; and

e. dispatches the data to Transpower’s Performance Analysis Engineer (PAE) in
batches two or three times each month.

Processing of interruptions data by Transpower

91.

92.

On receipt of the data file from the TRA:
a. the ITC data are again checked against ITCR notices and TPIX, and checked
for consistency with “Coding Instructions for Interruptions”;

b. data from HabConnect is used to estimate the MW interrupted and the MW-
minutes not supplied as a result of the interruption; and

C. the interruptions are added to Transpower’s Interruptions database.

At the end of each month check sheets for the planned and unplanned interruptions
are circulated to the Operations Co-ordinators at each of Transpower’s three Field
Services Offices, seeking confirmation that:

i. the interruptions did occur as shown;

ii. the interruptions were Transpower caused; and

iii. there were no other interruptions that have not been recorded.
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End of year

93. At the end of each financial year:

a. the system maximum demand (peak MW) for the financial year is provided by
EMS Ltd;
b. Transpower engages an independent contractor to review the supply

interruptions data in accordance with the Scope of Work (Schedule 4);
changes are agreed and the database is updated; and

the interruptions data are summarised for:

i. reporting against targets in Transpower’s Statement of Corporate Intent;
ii. reporting as required by the Information Disclosure Requirements; and
iil. the Threshold Compliance Statement for the Gazette Notice.

Compliance Statement Assessment Date (30 June 2009) 28



Figure 3: Flowchart of Transpower’s interruption recording process
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Appendix 2: Quality Threshold: Customer Communicati on

94.

95.

96.

Clause (8)(1)(c) requires Transpower, during the assessment period, to have:
a. properly advised its customers about the price-quality trade-offs available to
them in relation to the goods and services provided by Transpower; and

b. consulted with its customers about the quality of goods and services that they
require, with reference to the prices of those goods and services; and

C. properly considered the views expressed by customers during and after that
consultation; and

d. adequately taken these views into account when making its asset
management decisions.

To ensure compliance in the 2008/09 assessment period, Transpower updated its
Policy on customer consultation on quality (attached as Schedule 5) (“the policy
document”) and its Procedure for Customer Communication on Quality (attached as
Schedule 6) (“the procedure document”). The policy and procedure set out in these
documents form part of Transpower’s normal business processes and are part of
ongoing communications with customers about quality of service and price. In
addition, Transpower communicates regularly with customers on specific issues.
These communications may be initiated either by Transpower or the customer.

The following terms used in the attachments have the following meanings:

a. Quality :

‘Quality’ is defined as the total number of unplanned interruptions and the total
duration of customer interruptions, measured in system minutes.

b. Price-quality trade-offs available to customers:

The price-quality trade-offs that are available to customers are described in
Transpower’s:

- Grid Upgrade Plans;
- Asset Management Plan;
- Annual Planning Report;

- Connection Contract agreements (either a Connection Contract or a
Transmission Agreement); and

New Investment Contract agreements.

These are described in more detail below.

Price-quality trade-offs available to customers

Grid Upgrade Plans

97.

Transpower’'s Grid Upgrade Plans (GUPSs) identify, among other things, plans
relating to network upgrade policies and particular network upgrade proposals, as
well as projects relating to the customer stream of the capital works process, which
relates to the delivery of work driven by customers’ requirements. In summary:
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98.

99.

the Policy and Network Development Stream is a process that seeks to
ensure that the grid reliably, efficiently and economically satisfies
Transpower’s service quality (and capacity) obligations; and

the Customer Stream is a process that seeks to meet customer-driven
changes to quality or security (or capacity requirements for growth in demand)
over and above existing levels of service/asset capability. Required changes
are identified by working with individual customers or groups of customers.

Each GUP comprises:

a Comprehensive Plan for Asset Management and Operation of the Grid
(Asset Management Plan);

Investment Contracts which detail the new investment contracts which have
been agreed between Transpower and transmission customers; and

Grid Upgrade Investment Proposals, including those for which Electricity
Commission approval is being sought as part of the GUP submission.

The Grid Upgrade Plans are publicly available at www.gridnewzealand.co.nz .

Asset Management Plan

100.

101.

Transpower's Asset Management Plan (AMP), which is incorporated into
Transpower’s Grid Upgrade Plans, sets out the programmes of work relating to the
management of and investment in Transpower’s existing grid assets. Included in the

AMP are:

a. Transpower’s understanding of customer and stakeholder requirements;
b. Transpower’s knowledge of the existing and projected grid assets;

C. the measured and expected condition of the assets;

d. the required and expected asset performance requirements;

e. the status of existing assets and programmes for their maintenance;

f. routine maintenance and repair plans for assets; and

g. a summary of capital and operating expenditure.

Transpower's  Asset  Management  Plan is  publicly available at
www.gridnewzealand.co.nz .

Annual Planning Report

102.

Transpower’s Annual Planning Report (APR) provides information about:

a.
b.

C.

the capabilities of the existing National Grid;
demand and generation forecasts for the next ten years;

the National Grid’s ability to meet future demand and generation needs;
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103.

104.

105.

d. National Grid investment that may be required to meet future needs for the
next ten years and beyond, by way of:

i. thirteen regional plans; and

ii.  grid backbone transmission plans for the main North and South Island
transmission corridors, and for the HVDC link;

e. the role of the transmission grid in facilitating renewable energy; and

Transpower’s earlier work on a long term strategic development plan for the
National Grid.

The APR also includes all the requirements of the Grid Reliability Report (GRR) and
Grid Economic Investment Report (GEIR) as defined by Part F of the EGRs.

The role of the APR is to signal proposed and possible transmission investments
within a ten year horizon, to provide current and future market participants with
information about Transpower’s plans.

Transpower’s Annual Planning Report is available at www.gridnewzealand.co.nz .

Connections contract agreements

106.

107.

From 1 April 2008, connection customers are required by the EGRs to have a
Transmission Agreement with Transpower (based on the Benchmark Agreement in
the EGRs). During the assessment period the following connection contract
agreements were in force:

a. Transmission Agreements
b.  Connections Contracts.
Connection Contracts include an obligation on Transpower to:

a. maintain the grid and design and construct any replacement grid assets to
meet the”Required Service Capability” in accordance with good industry
practice. When an asset needs to be replaced in order to meet the Required
Service Capability, Transpower must notify the customer of options for
replacement, including any associated charges. This information enables the
customer to identify the price-quality trade-offs available to it.

b. advise customers of the number and duration of interruptions in the previous
year ending 30 June. This informs customers of the performance achieved
with respect to Transpower’'s connections obligation to provide the Required
Service Capability, in terms germane to the quality threshold;

c. advise customers of the steps it intends to take or other options available to it
or the customer to help reduce unplanned interruptions. This informs
customers of the price-quality trade-offs available to them in relation to
unplanned interruptions; and

d. prior to 30 November each year, propose a new point of service schedule
(identifying a forecast loading table and voltage table) for the financial year
ahead. Either party may call a meeting to discuss the schedule. This
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provides a basis for Transpower to consult with customers on the quality that
they require, with reference to Transpower’s prices.

108. Transmission Agreements (based on the Benchmark Agreement in the EGRS)
include the following obligations.

Transpower:

a. must at all times make the connection assets available

i.  atthe Capacity Service Levels;

ii. in the configuration set out in Schedule 4 (Connection Assets) of the
Benchmark Agreement; and

b. must at all times make the connection assets available;

Except if:

a. permitted under the Outage Protocol;

b. a connection asset has been replaced or enhanced as a result of an
investment undertaken in accordance with clause 40.2 of the Benchmark
Agreement or rule 5.6 of section Il of part F of the Electricity Governance
Rules; or

C. a connection asset is permanently removed from service or the connection
assets are permanently reconfigured in accordance with clause 40.3 of the
Benchmark Agreement.

109. The Transmission Agreements also mean Transpower is required to report to the
customers by 30 November each year on performance in respect of each connection
location for the preceding period from 1 July to 30 June, using the following indices
of performance:

a. Capacity of connection assets

I.  in respect of each capacity service level, the number of times the capacity
service level was not met; and

ii. in respect of each branch listed in Schedule 5 (Service Measures) of the
Agreement, the design maximum fault level in Amps per second.

b.  Availability of connection assets
i.  Unavailability due to planned outages
ii.  Unavailability due to unplanned outages
iii.  Unavailability due to momentary outages
c. Reliability
i.  Number of interruptions
ii.  Duration of interruptions
iii.  Unserved energy
Customer service measures
Identify source of failure
f.  Advise intended remedial steps.

° o
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New investment contracts

110. Transpower's New Investment Contracts are arranged by Transpower through the
Customer Stream of its Capital Works Planning Process. They are the outcome of
customer-driven changes in quality or security (or capacity requirements for growth
in demand) and are entered into as bilateral contracts once the customer and
Transpower have discussed and agreed the appropriate price-quality outcome and
once Transpower has fulfilled its obligations under the EGRs.

111. The EGRs require Transpower to check whether the outcome of the New Investment
Contract is consistent with the Grid Reliability Standards.

112. Where the New Investment Contract is consistent with the Grid Reliability Standards,
Transpower simply notifies the Electricity Commission that a New Investment
Contract has been entered into.

113. Where the New Investment Contract is not consistent with the Grid Reliability
Standards, Transpower has to comply with the requirements of the EGRs.

Procedure for customer communication on quality

114. Set out below is a brief outline of:

a. the Procedure Document with reference to clause 8(1)(c) (see Schedule 6);
and
b. the outcomes achieved by implementing the Policy Document and

Procedures Document.

Properly advise its customers about the price-quality trade-off (clause 8(1)(c)(i)):

115. The first limb of the customer communication component of the quality threshold
requires Transpower to “properly advise its customers about the price-quality trade-
offs available to them in relation to the goods and services provided by Transpower”.
Paragraph 6 of the Procedure Document outlines the process Transpower follows to
advise its customers about price quality trade-offs.

116. Pursuant to paragraph 6 of the Procedure Document:

a. on 28 November 2008 Transpower wrote to each of its customers in relation
to:

i their Performance Indicators report;

i. information on the price-quality trade-off options available to customers;
and

iii. if the customer was on a Transmission Agreement then the letter also
included a report on the performance against specified Service Levels.

The letter included a summary of the Policy and Network Development
Stream, and Customer Stream of the Capital Works Process.

b. Information concerning Transpower’s policy in relation to its customer
consultation process was posted on Transpower’'s website under Customer
Information.
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117. Customers were invited to contact their Account Manager if they required any further
information concerning Transpower’s practices in relation to the quality threshold.

118. In addition Transpower has held stakeholder forums including:

a. 10 October 2008 - Lower South Island Reliability Forum at Stadium
Southland, Invercargill;

b. 29 October 2008 - Demand Side Participation (DSP) Trial and Grid Security
Contracts (GSC) Introduction at Transpower Offices, Wellington;

C. 3 November 2008 - Transmission 2040 Workshop at Heritage Hotel,
Auckland,;

d. 4 November 2008 - Wairakei Ring Grid Investment Test (GIT) Consultation at
Copthorne Hotel, Auckland,

e. 4 November 2008 - Wairakei Ring Grid Investment Test (GIT) Consultation at
Duxton Hotel, Wellington;

f. 5 November 2008 - Transmission 2040 Workshop at Westpac Stadium,
Wellington;

g. 6 November 2008 - Transmission 2040 Workshop at Chateau on the Park

Hotel, Christchurch;

h. 28 November 2008 - South Taranaki/Wanganui transmission reliability
stakeholder workshop at PowerCo Offices, New Plymouth;

i 2 December 2008 - GSC workshop at Chateau on the Park Hotel,
Christchurch;

j- 4 December 2008 - GSC workshop at Transpower Offices, Wellington;
K. 22 January 2009 - GSC workshop at Mighty River Power Offices, Auckland;

l. 5 March 2009 - Lower Waitaki Reliability Project Stakeholder Forum at Opera
House, Oamaru;

m. 30 April 2009 - HVDC Pole 1 Operation at Transpower Offices, Wellington;

n. 15 May 2009 - HVDC Industry briefing teleconference at Transpower Offices,
Wellington;

0. 9 June 2009 - HVDC Operational Arrangements at Transpower Offices,
Wellington;

p. 18 June 2009 - Technology 2040 Seminar at Christchurch Convention Centre.

Consult with its customers about the guality of goods and services that they require,
with reference to the prices for those goods and services (clause 8(1)(c)(ii)):

119. The second limb of the customer communication component of the quality threshold
requires Transpower to “consult (or ensure that another person consults on its
behalf) with its customers about the quality of goods and services that they require,
with reference to the prices of those goods and services”. Paragraph 7 of the
Procedure Document outlines the process Transpower follows to consult with its
customers.

120. Transpower's Account Managers have consulted with customers on the level of
service they require with reference to Transpower’s prices at a meeting called by
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Transpower to discuss the customers’ Point of Service Schedules. At this meeting,
the Account Managers invited input from customers on the quality of service they
require in terms consistent with the quality threshold.

121. This process is described in paragraph 7.1 of the Procedures Document.
Properly consider the views expressed by customers during and after consultation

and take these views into account adequately when making asset management
decisions (clause 8(1)(c)(iii) and (iv)):

122. The third limb of the customer communication component of the quality threshold
requires Transpower to "properly consider the views expressed by customers during
and after that consultation”. Paragraphs 8 and 9 of the Procedure Document outline
the process Transpower follows to consider the views expressed by its customers.

123. The process followed depends on the responses received from customers, viz.:

a. a number of customers had no issues with the current level of quality and
price being provided by Transpower (or the issues that were raised were
outside the scope of consultation on price-quality issues). In this case,
Transpower determined that no further asset management decision making
was required. With respect to these customers, Transpower fulfilled its
obligation under clause 8(1)(c) after advising and meeting with the customers
and determining that no further action was required;

b. input from customers who suggested changes to services delivered under the
Connections Contract or Transmission Agreements were forwarded by the
Account Managers to the appropriate person in Transpower for consideration.
Feedback was then provided to customers via the Account Managers and any
asset management actions taken were recorded. Where the customers’
views have been considered but a decision made to take no further
investment action, the reason for the decision has been recorded and
communicated to the customers;

C. inputs from customers seeking investigation of a service change are
considered as part of the Customer Stream of the Capital Works Process (see
paragraph 97(b)). As described in paragraph 7.2 of the Procedure Document,
the Customer Stream of the Capital Works Process requires Transpower to:

i. develop transmission solutions and calculate charges to meet the
customer driven changes in quality or security;

. notify the customer of the price-quality trade-offs available to provide a
transmission solution to meet the customer-driven changes in quality or
security; and

iii. negotiate an investment contract with the customer including charges
for any agreed investment option.

124. The Customer Stream of the Capital Works Process involves the same elements as
those required by clause 8(1)(c). Customers have requested investigations of new
and upgraded plant on an ongoing basis as part of business as usual during the
assessment period (1 July 2008 to 30 June 2009). These requests reflected a need
for increased capacity to cater for load growth and/or a required change to security
of supply. Where requested, consideration was also given to broader asset
management planning issues, including customers’ expected load increases,
specific customer augmentations and wider network augmentation.
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125. In conclusion, Transpower has complied with the customer communication
component of the quality threshold by following the processes set out in the Policy
and Procedure Documents and by maintaining regular communication with
customers on specific price and/or quality issues as they arise.
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Appendix 3: Definition of Transpower’s Specified Se rvices

A. Introduction

126. This Schedule lists Transpower’s charges for specified services.

B. Transmission asset owner services
127. Transpower's charges for the provision of transmission asset owner services
comprise:

d. Charges levied in accordance with the transmission pricing ,methodology that
comprises Schedule F5 to Section IV of Part F of the Electricity Governance
Rules 2003, namely:

connection charges;
interconnection charges; and
HVDC charges; and

e. Other charges, namely:
new investment charges;
notional embedding fees; and
input connection contract charges.

C. System operator services
128. Transpower's charges for system operator services are capped by the Commerce

Commission through the system operator services threshold, as discussed in section
5 of this compliance statement.
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Appendix 4: Auditor's Report

PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers
113-119 The Terrace
PO Box 243

Wellington

New Zealand

Telephone +64 4 462 7000
Facsimile +84 4 462 7001

AUDITOR’S REPORT ON THRESHOLD COMPLIANCE STATEMENT

To the readers of the threshold compliance statement of Transpower New
Zealand Limited for the assessment period ended on 30 June 2009,

We have examined the attached statement, which is a threshold compliance statement in respect
of the transmission (revenue requirement) threshold, the fransmission {non-Part F capex)
threshold, the system operalor services threshold and the quality threshold prepared by
Transpower New Zealand Limited for assessment as at 30 June 2009 and dated 28 September
2009 for the purposes of information requirements set out in clause 9 of the Commaerce Act
(Transpower Thresholds) Notice 2008 (“the Notice"). In this report the attached statement is called
“the threshold compliance statement”.

Directors’ Responsibilities

Directors of Transpower New Zealand Limited are responsible for the certification of the threshold
compliance statement in accordance with the Notica.

Auditor’s Responsibilities
It is our responsibility to express an independent opinion (in the form prescribed in the Notice) on

the threshold compliance statement and report our opinion to you.

We conducied our audit in accordance with the Auditing Standards issued by the Institute of
Chartered Accountants of New Zealand.

Basis of Opinion — Transmission (revenue requirement) Threshold, Transmission (Non-Part
F Capex) Threshold, System Operator Services Threshold and Quality Threshold: Number of
Unplanned Interruptions and Total Interruptions for the assessment period, and Quality
Threshold: Customer Communication

Qur audit included examination, on a test basis, of evidence relevant to the amounts and
disclosures contained on pages 4-38, 44-48, and 51-95 of the threshold compliance statement and
which relate to:

. the transmission (revenue requirement) threshold set out in clause 5 of the Notice; and

. the transmission {non-Part F capex) threshold set out in clause 6 of the Notice; and
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PRICEVATERHOUSE(QOPERS

. the system operator services threshold set out in clause 7 of the Motice: and

. the number of unplanned interruptions and total interruptions for the assessment periad
which are relevant to those parts of the quality threshold that are set out in clause 8 of the
Notice; and

. the customer communications criterion of the quality threshold set out in clause 8 of the
Notice.

It also included assessment of the significant estimates and judgments, if any, made by
Transpower New Zealand Limited in the preparation of the threshold compliance statement and
assessment of whether the basis of preparation has been adequately disclosed.

We planned and performed our audit of the threshold compliance statement so as to obtain all the
information and explanations which we considered necessary, including for the purpose of
obtaining sufficient evidence to give reascnable assurance that the threshold compliance statement
is 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 threshold compliance
statement.

Basis of Opinion = Quality Threshold: Number of Unplanned Interruptions and Total
Interruptions for the Years Ended 30 June 1999, 2000, 2001, 2002 and 2003

In relation to the number of unplanned interruptions and total interruptions for the years ended 30
June 1989, 2000, 2001, 2002 and 2003 which are relevant to those parts of the quality threshold
that are set out in clauses 8(1)(a) and 8(1)(b) of the Notice, we have undertaken procedures to
provide reasonable assurance that:

. the amounts and disclosures In the threshold compliance statement relating to those
performance measures have been correctly taken from the information disclosed by
Transpower New Zealand Limited in accordance with the Electricity (Information Disclosure)
Regulations 1999; and

. those performance measures have been calculated based on the source data provided to
us. We have not performed audit procedures on the source data.

Relationship and Interests

We have no relationship with or interests in Transpower New Zealand Limited other than in our
capacities as auditors of the threshold compliance staterment, as advisors in the areas of taxation
compliance and in the provision of other assurance, taxation and professional advisory services.
We are not aware of any relationships between our firm and Transpower New Zealand Limited that,
in our professional judgment, may reasonably be thought to impair our independence.
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Opinions

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

Transmission (revenue requirement) Threshold, Transmission (Non-Part F Capex)
Threshold and System Operator Services Threshold

In our opinion, having made all reasonable enquiry, to the best of our knowledge, the amounts or
details set out in the threshold compliance statement and related information have been prepared
in accordance with the Nofice, and give a true and fair view of the performance of Transpower New
Zealand Limited against each of the above thresholds for the assessment period ended on 30 June
2009,

Quality Threshold

In our opinion, having made all reasonable enquiry, to the best of our knowledge —

(a) the number of unplanned interruptions and total interruptions for the assessment
period ended on 30 June 2009 which are relevant to those parts of the guality
threshold that are set out in clauses 8(1)(a) and 8(1)(b) of the Notice and related
information have been calculated or prepared in accordance with the Notice and in
accordance with Transpower New Zealand Limited’s policies and procedures for
recording the number of unplanned interruptions and total interruptions as disclosed in
the threshold compliance statement, and fairly represent the performance of
Transpower New Zealand Limited for the assessment period ended on 30 June 2009;

{b) the number of unplanned interruptions and total interruptions for the years ended 30
June 1989, 2000, 2001, 2002 and 2003, which are relevant to those parts of the
quality threshold that are set out in clauses 8(1)(a) and 8(1}{b) of the Notice, have
been correctly taken from the information disclosed by Transpower New Zealand
Limited in accordance with the Electricity (Information Disclosure) Regulations 1999,
Those performance measures have been properiy calculated based on the unaudited
source data provided to us by Transpower New Zealand Limited:

(c) the number of unplanned interruptions and total interruptions for the assessment
period ended on 30 June 2009, together with the number of unplanned interruptions
and total interrupiions for the years ended 30 June 1999, 2000, 2001, 2002 and 2003,
give a true and fair view of the performance of Transpower New Zealand Limited
against those parts of the quality threshold that are set out in clauses 8(1){a) and
8(1)(b) of the Nolice for the assessment period ended on 30 June 2009.
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Quality Threshold: Customer Communication

In our apinion, having made all reasonable enquiry, to the best of our knowledge the information
set out in the threshold compliance statement relating to that part of the quality threshold that is set
out in clause 8(1)(c) of the Notice has been prepared in accordance with the Notice, and gives a
true and fair view of the performance of Transpower New Zealand Limited against that part of the
quality threshold for the assessment period ended on 30 June 2009.

Cur audit was completed on 28 September 2009 and our opinion is expressed as at that dats.

PricewaterhouseCoopers
Wellington
28 September 2009
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Appendix 5: Directors’ Statement

We, lan Donald and Don Brash, being directors of Transpower New Zealand Limited certify
that, having made all reasonable enquiry, to the best of our knowledge and belief, the
attached threshold compliance statement of Transpower New Zealand Limited, and related
information, prepared for the purposes of the Deed of Settlement and Commerce Act
(Transpower Thresholds) Notice 2008 complies with the requirements of that deed and
notice except in respect of clauses 8(1)(a) and 8(1)(b) of that notice.

7
,/\_.(J <. e A, 2,‘{_ Bresh & V'";_:i-h_._'__.-//jf
lan Donald ' Don Brash™—
Director Director

Date: 28 September 2009
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Schedule 1: Setting the Forecast Revenue Requiremen t for 2008/09
Introduction
1. Transpower announced its (forecast) revenue requirement for 2008/09 in December

2007. The revenue requirement was determined by reference to a formal
administrative settlement proposal made by Transpower in 31 August 2007.

2. This schedule demonstrates how Transpower determined its AC forecast revenue
requirement and HVDC forecast revenue requirement for the 2008/09 assessment
period.

3. As part of the revenue setting process Transpower engaged PWC to undertake an

independent review to assess the key calculations and inputs used to determine the
AC and HVDC forecast revenue requirement. A statement from PWC dated 20
November 2007 is attached to this schedule.

Key inputs to revenue requirement

4. The key revenue building blocks, split by AC and HVDC components, used to
determine the forecast revenue requirement for the 2008/09 assessment period are
summarised in Table 1 below. The inputs and assumptions are explained in more
detail in the following subsections.

Table 1: Forecast revenue requirement for 2008/09

AC HVDC Total

$m $m $m
Average capital employed 1,890.2 246.8 2,137.0
Post Tax WACC 7.8% 7.8% 7.8%
Capital charge 147.4 19.3 166.7
Capped Operating costs 194.4 16.5 210.8
Pass through 12.5 0 12.5
Transmission alternatives (Demand side 3.7 3.7
Participation Trial)
Total Operating Costs 210.6 16.5 227.1
Depreciation 107.2 16.4 123.6
Regulatory pseudo asset depreciation 9.9 8.5 18.4
Capitalised operating lease depreciation 12.0 0 12
Total Deprecation and write-offs 129.1 24.9 154.0
Total operating expenditure 339.7 41.4 381.1
Tax charge 53.2 14.8 68.0
General revenue requirement 540.4 75.4 615.8
EV adjustment (31.8) 7.5 (24.3)
Transmission revenue requirement 508.6 83.0 591.5

Note: Figures may not add exactly due to rounding
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Average capital employed

5. Average capital employed was calculated using the mean of the forecast opening
and closing operating capital for the relevant financial year. The forecast asset base
at 30 June 2007 was the historical cost value. The asset base at 30 June 2009
included assets that were expected to be commissioned during 2008/09 recorded at
cost (for non-Part F investments) or the lesser of the actual expected cost of a
project or the amount approved by the Electricity Commission for Part F
investments. Only investments for which Electricity Commission approval had been
obtained were included in the forecast asset base.

Table 2 shows opening and closing operating capital for 2009.

Table 2: Average operating capital for 2008/09

AC HvDC Total
$m $m $m
Closing 30/06/2008
Property Plant and Equipment 1751.7 234.0 1,985.7
Regulatory Pseudo Asset 58.2 17.0 75.2
Capitalised Operating Leases 58.7 0 58.7
Total Long term Assets 1,868.6 251.0 2,119.6
Short Term Assets 56.4 8.5 65.0
Non-Interest Bearing current liabilities (75.6) (1.3) (76.9)
Net working capital (19.2) 7.2 (11.9)
Total Operating Capital 1,849.4 258.3 2,107.7
Closing 30/06/2009
Property Plant and Equipment 1,844.9 219.6 2,064.5
Regulatory Pseudo Asset 48.3 8.5 56.8
Capitalised Operating Leases 56.9 0 56.9
Total Long term Assets 1,950.1 228.1 2,178.2
Short Term Assets 58.2 8.5 66.8
Non-Interest Bearing current liabilities (77.4) (1.3) (78.7)
Net working capital (19.1) 7.2 (11.9)
Total Operating Capital 1,930.9 235.3 2,166.2
Average operating capital (2008/09) 1,890.2 246.8 2,136.9
Note: Figures may not add exactly due to rounding.
WACC
6. A post tax nominal WACC of 7.8% was used to calculate the capital charge. This
was the WACC contained in Transpower's August 2007 administrative settlement

proposal.
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Operating costs

7. Consistent with Transpower's administrative settlement proposal of August 2007,
indexed operating costs were calculated as:

Base operating expense of $199.61m X annual average change in the CPI
(see table 2 below)

Table 2: Calculation of Opex Threshold for 2008/09

Year Opex Threshold Average Change
in CPI, % *
2006/07 $199.6
2007/08 $205.4 2.89% (forecast)
2008/09 $210.8 2.65% (forecast)

* These CPI percentages are forecast as per the NZIER forecast CPI
as at 17 September 2007

Forecast pass through costs of $12.5m broken down as follows $9.5m for
Electricity Commission levies, $3.0m local authority rates.

Forecast for transmission alternative services approved by the Electricity
Commission of $3.7m (Demand side Participation Trial).

Tax
8. The tax charge was calculated on a tax payable basis.
Depreciation

9. Depreciation (including asset write-offs) was calculated consistent with GAAP.
Pseudo asset depreciation was included to align the financial accounting asset
values to the historical ODV asset values.

EV adjustment

10. The EV adjustment was calculated according to the methodology set out in
Transpower’s settlement offer of August 2007.

11. The calculated EV adjustment for DC customers exceeded 10% of the DC forecast
revenue requirement prior to the adjustment being made. The EV adjustment for DC
was therefore capped at 10% of the DC forecast revenue requirement.

12. The calculated EV adjustment for AC did not exceed the 10% cap of the AC forecast
revenue requirement prior to the adjustment being made. Therefore, the calculated
EV adjustment for AC was used.

13. The EV adjustment for AC customers was ($31.8m) and for HVDC customers was
$7.5m, calculated as follows:
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Table 3: Calculation of the EV adjustment for 2008/ 09
Formula Accumulated Economic Gain/(Loss) AC HVDC Total
Reference from monopoly activities attributable $m $m $m
to customers
A Total customer account balance as at 125 6 (88.2) 374
30 June 2007 ' ' '
Interest on operating balance sheet at
WACC 9.7 (6.8) 2.9
Expected ex-post economic gain/loss
B for the assessment period 2007/08 (39.8) 4.3 (35.5)
Expected ex-post economic gain/loss
c for the assessment period 2008/09 0.0 0.0 0.0
A+B+C Forecast closing balance as at 30 June 95.4 (90.7) 47
2009
1/3 (A+B+C) 31.8 (30.2)
10% of revenue requirement 54.0 7.5
EV adjustment (<10% of AC revenue requirement for
AC customers and limited to 10% of HVDC revenue (31.8) 7.5
requirement for HYDC customers)

Note: Figures may not add up exactly due to rounding

Regulatory Asset Base

14. All transmission fixed assets used to provide specified services as at 30 June 2006
are included in the asset base as at 30 June 2006. The total regulatory asset base
at 30 June 2006 amounted to $2,006m with AC fixed assets at $1,690m and HVDC
fixed assets at $316m.

15. System fixed assets and other assets used to provide specified services acquired
subsequent to 30 June 2006 were recorded at cost in a manner consistent with
GAAP.

16. Fixed assets used solely for providing system operator services are excluded from

the regulatory asset base.

Capital Expenditure

17. The following fixed assets (existing and forecasted) used to provide specified
services and acquired since 30 June 2006 were included in the forecast regulatory

asset base.

The asset base at 30 June 2009 included assets that were expected to be
commissioned during 2008/09 recorded at cost (for non-Part F investments)

In the cases of investments subject to Electricity Commission approval (Part F
Investments), they were only included in the forecast rate base if the investment
was approved at the time the revenue requirement was set. They were recorded
at the lesser of the actual expected cost of a project or the amount approved by

the Electricity Commission for Part F investments.

Assets which related to business support assets which were forecast to be
commissioned during the assessment period;
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18. No additions to the forecast regulatory asset for the assessment period were
included for:

AC or HVDC assets resulting from non-Part F capital expenditure incurred as a
direct result of a force majeure event or a security of supply event;

Assets resulting from non-Part F capital expenditure which the Commerce
Commission had otherwise determined to be justified notwithstanding that the
expenditure incurred exceeded the transmission (non-Part F capex) threshold;

Assets resulting from non-Part F expenditure which are the result of an insurance
event;

Assets which have not been approved under the Part F approval process but in
respect of which the Electricity Commission has formally advised the Commerce
Commission that it considers the expenditures to be prudent.

19. Where applicable, forecast capital expenditure in relation to specified services
associated with: a) transmission corridor investments; b) land and easement
investments; and c) any associated resource consents or designations, that form
part of, or are otherwise required for, investments that are subject to approval
processes under Part F, were included in the forecast regulatory asset base used to
determine the AC or HVDC forecast revenue requirements only if the purchase had
been approved by the Electricity Commission and the capital expenditures had
actually taken place and, in the case of land acquired for strategic option value
purposes, if it met the requirements of the Grid Investment Test set out in Part F of
the Electricity Governance Rules.

20. The value of land held for re-sale, and the costs and income associated with
purchasing, holding, developing, and selling the land were excluded from forecast of
the regulatory asset base.

21. Only easements with a limited life or those required for a known, limited period of
time were depreciated. Land was not depreciated.

22. The cost of developing and funding transmission alternatives was added to the
indexed opex, but only, where these costs were operating expenditures. Subject to
approval from the Electricity Commission, under Part F, these costs can be
recovered from customers. These costs were forecasted to be $3.7m attributable to
AC customers only
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INDEFENDENT ASSURANCE REPORT

To: The Directors of Transpower New Zealand Limiled

Introduction

‘ Wa have been asked to provide a conclusion on the ealculation of Transpower's revenue
regquirement for the pricing year from 1 April 2008 to 31 March 2009. The revenue requirement result is set out in
Attachment A 1o this report.

Directors’ Responsibilities

The Directors are solely responsible for the ravenus requirement calculation and the maintenance and inlegrity of
the underlying records, models and application systams supporting the revenue requirement calculation,

Aucitors' Responsibilities

Our rasponsibility is to provide a conclusion on whether the revenue requirement coloulation for iha 2008/08
pricing vear is consistent with the Formal Administrative Settiemnent, the input data has been correctly exiracted
fror source documeants and the HVAC and HVDC calculations are mathematically correct and consistant with
Transpower's stated mathodology.

Basis of Conclusion

Our review procedures included examining, on a test basis, avidence supporting the ealculation of 2008/9 revenue
requirement, examination of internally and externally generated documents and records, interviewing selected
personnel and such other procedures as we considered necessary in the circumsiances.

Qur specific procedures have included:

+ Reviewing the principles used in the revenue requirement calculation and confirming these are in accordance
with the principles set out in the Formal Administrative Settleraent,

o ldentifying key inpuis to the revenue requirement calculation and reconciling or agreeing these o sourca
documents and systems.

+ Raviewing ihe allocation of costs between HVAC and HVDC and confirming that the allocation has been
zarried out in accordance with the paper presented to the September meeting of Transpower's Board uf
Directors titled "Praparation of the 2007 EV Statements ~ AC/DC Cost Allocation”.

In perfarming the procedures noted above, we have placed reliance an the undestying systems and business
records maintained by Transpower from which the inputs are sourced for the revenue requirement calculation,
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We based our approach in accordance with the International Standard on Assurance Engagements (ISAE) 3000
‘Assurance Engagements other than audits or reviews of historical financial information’, developed by the
International Federation of Accountants. We planned and carried out our work to obtain reasonable, rather than
absolute, assurance on the specific matters in relation to the revenue requirement caleulation that we have been
asked to report on,

We provide Internal Audit, Tax and Advisory services to Transpower.

Conclusion

We conclude that:

s Transpower has determined the overall revenue requirement calculation for the 2008/09 pricing year
consistent with the Formal Administrative Selilement Proposal dated 31 August 2007 submitted to and

accepled for consultation by the Commerce Commission.

« The inpui data to the revenue requirement calculation has been correctly extracted from the following source
documents:

= Transpower's 2007/08 Business Plan;
w  Transpower's TM1 Forecasting model and associated schedules supporting the Business Plan;
= Transpower's Economic Value Statements for the year ended 30 June 2007;
= The Formal Administrative Settlement Proposal;
s Transpower's revenue forecast for the 2007/08 pricing year;
o Transpower's list of New Investment Agreement conlracts.
s The 2008/09 HVAC and HVDC calculations are mathematically correct and consistent with Transpower's
methodology for allocating costs between AC and DC customers sef out in a paper presented fo the

September meeting of Transpower's Board of Directors titled "Preparation of the 2007 EV Statements -
ACI/DC Cost Allocation”.

We completed our work for the purposes of this report on 20 November 2007 and our conclusion is expressed as
at that dale.

Pﬂmumﬁme&ope@

PricewaterhouseCoopers
Chartered Accountants
Wellington
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Schedule 2: Transpower Policy TP.GG 10.08 “Interrup  tion to
connection performance reporting policy”

TRANSPOWER TP.GG 10.08

Jun 2009

Interruption to
connection
performance
reporting policy

Implementation date: June 2009

COPYRIGHT & 2009 TRANSPOWER NEW ZEALAND LIMITED. ALL RIGHTS RESERVED.
Thiz document it provected by copyright vested in Tranpower Now Zealend Limited (“Transpower”). No parr of the document may be
raproducad or transmited in any form by any maans including, without fmitation, elecironic, photocopying, recording or otherwise, without
the priar written permiziion af Tranipower. No ipfarmation embodied I the documents which is not aiready in the public domain thall be
CoOMMURIcated I QY Manmer WA oever fo any third pariy withour fie priar written consant gf Tranpower.

Any breach qf the above oblisarions may be resorained by legal proceedings seeking remedies including injunctions, damager and o5
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TP.GG 10.08

Issue 2
Jun 2009

PREFACE

Thiz document sets out the high level principles that Transpower uses to guide the interpretation and
recording of Interruptions to Conmection to Transpower Customers and the strategy for reporting
these. This policy is to be used to standardize the strategy and approach taken to recording and
reporting Intermuptions to Connection. It has been designed to ensure that Transpower reports its
performance in accordance with its current statutory and regulatory reporting requirements and
Transpower’s historical Interruption to Connection recording procedures and practices. Detailed
rules for the information to be collected about Interruptions to Connection, and how this is to be
recorded in Transpower databases, are contained in other supporting documents.

Mineor changes have been made to this issue (issue 2), June 2009, as listed in the Table of Changes at

Appendix C.

Keywords
categorisation
compliance
interruptions
recording
reporting

CONTACT

This document is the rerponsibiiny gf Performance Improvement
Group, Transpower New Zealand Limited, Weliington. [f you hme
any querier please comtact the Performance Tmprovement Manoger.
If you would iike to make suggestions fo mmprove this documaens,
Plerse wse the " Controlled Document Feedback Form ™ locaned at
the rear of thit document or online vig rhe Comrrolled
Docementation  homepage of e Trampower websie ar
WWW. TANSTOWET.C0.0T

CONFIDENTIALITY

All information dizciosed in this document thar is not general public
Imowledge musr be reared ar srictly conyfdenrial and may nor be
used or dociosed ercept for the pwpese o developing
dacumentarion for the bengffr of Transpower.

LIMITATION OF LIABILITY AND
DISCLAIMER OF WARRANTY

Tramspower New Zegiand Limited makes mo representaiion or
warTanties with respect to the accuracy or completeners of the
imformarion conteined in the dacumemr. Unless i s moe lawflly
parmitted to do so, Transpewer specjfically disclaoims @iy fmplied
warrranties of merchantehility or ffmac: for any particular purposa
and shail in no event be lfable for, any losx gf prafit or any ocher
commercial damage, incinding, buf mof imined fo, Ipecial,
meidemtal, contequential or othar demages.

MINIMUM REQUIREMENTS

The requirements tef out i Transpower s sondards are minimum
requirements that must be complied with by Transpower persomnal,
comfractars and othar comsultants ar applicable. Al parronnel are
wpected to implement @y practices which may mot be stated but
witlich can rexsonably be reparded ar seod practices relevant o the
pupose of iz siomdard.  Tronspower expecrs all personmel o
mprove EPoM hese miinnmm requirements where pomsible and o
miggraie these Improvements o thelr procedures ond quaility
QITUTARCE Pians.

© 2009 - Transpower New Zealand Limited
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1. CONTEXT
Intermptions to Connection are a key indicator of Transpower's performance. There are
intermal and external targets based on various measures for Interruptions to Connection.
Transpower is required to report information on Interruptions to Conmection to the
Commerce Commission, the Electricity Commission, Transpower Customers and
Stakeholders and also uses this information for internal reporting and management of the
transmission system and assets.
Transpower records Intermptions to Connection to:

- Support its policies and decisions on asset maintenance and replacement
. Monitor and trend the performance of both assets themselves and the processes and
procedures for managing these

- Comply with statutory, regulatory and contractual reporting requirements

- Monitor and report Transpower's quality priormance under the Administrative
Settlement with the Commerce Commission

. Allow comparisons with other similar crganisations

- Carry out root canse and other analyses

. Provide input to performance improvement, cost-benefit, risk and other studies

- Assist in prioritising future investment.

2. PURPOSE
This document sets out the policy for recording and principles for reporting Interruptions to

Connection.

3. DEFINITIONS
I this policy the following definitions are used:
direct consumer: An end user who is also a connecting party. (Transpower Glossary)
electricity distributor: An asset owner whose asset is predominantly for the distribution of
electricity to customers. {Transpower Glossary)
energy not supplied:* In relation to the transmission system, means the amount calculated
by subtracting energy supplied from the amount that represents the best estimate of the
amount of electricity that would have been supplied to electricity consumers from the
system if there had been no Interruptions. (Commerce Commission Electricity Information
Disclosure Requiretnents issued 31 March 2004 (Consolidating all amendments to 1 April 2007)).
Note:
It this document, Energy Not Supplicd and Unserved Energy are for all intents and purposes the
SANEC.
energy supplied: Inrelation to the transmission system, means the total amount of
electricity supplied to electricity consumers from the system. (Commerce Commission
Electricity Information Disclosure Requirements issued 31 March 2004 (Consolidating all
amendments to 1 April 2007)).
end user: An entity connected to the power system for the primary purpose of consuming
electricity. (Transpower Glossary)
estimated MW interrupted: For reporting purposes only, this is Transpower's best astimate
of the effective MW that was not supplied during the Interruption.
Note:
For short, simple Interruptions this is usually the MW at the start of the Interruption. Howeper for
longer or more complex Interruptions this number will reflect the overall impact of the Interruption.
Further details are contained i the Transpower Interruption to Connection coding manual and
supporting documentation.

! Transpower calculates Energy not supplied in MW-minutes.

& 2009 - Transpower New Zealand Limited 4
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event: A term identifving undesired or untoward operational happenings, principally by:

(a)  Accidents (resulting in loss);

(b)  Mear-misses (which under slightly different circumstances could have caused loss) to
people, process, equipment, material or the environment;

(e} A disturbance to the power system;

(d) A significant change in the state of the grid;

(=) Equipment defects;

(£) Fire or intruder alarm operation.

Note: (Transpower Glossary)

In thas policy the torm “Epent” may also include planned outages that result in an Interrupiion to

Connection.

force majeure: Based on definition in Eleciricity Governance Rules 2003 , Part F, Section [T,

Schedule F2 Benchmark Agreement, Part A2, Section 13.1, Force Majeure for the purposes of this

pelicy, means an Interruption to Connection which is caused, or made more severe by:

(a)  Specific events or circumstances: Any event or circumstance occasioned by, or in
consequence of, any act of God (being an event or crcumstance (i) due to natural
causes, directly or indirectly and exclusively without homan intervention, and (i)
which could not reasonably have been foreseen or, if foreseen, could not reasonably
have been resisted), strikes, lockouts, other industrial disturbances, acts of public
enemy, wars, terrorism, blockades, insurrections, riots, epidemics or civil
disturbances.

(k)  Court orders, etc: The binding order of any court, government, regulatory body ora
local authority bevond the reasonable control of Transpower; or

(c) Other event or circumstance: Any other event or circumstance beyond the control of
Transpower,

and being such that, by taking reasonable precautions in accordance with Good Electricity

Industry Practice, Transpower could not have avoided the effect of such an event or

circumstance.

generator customer: A Transpower Customer whose Point of Conmection to the Transpower

Grid is a Grid Injection Point.

intermiption?®: In relation to the supply of electricity to an electricity consumer by means of

a prescribed voltage elactric line, means the cessation of supply of electricity to that

electricity consumer for a period of 1 minute or longer, other than by reason of disconnection

of that electricity consumer for breach of the contract under which the electricity is supplied.

Commerce Commission Electricity Information Disclosure Requirements issued 31 March 2003

(Consolidating all amendments to 1 April 2007)).

intermiption duration: For reporting purposes only, this is the duration in minutes from the

start of the Interruption to Connection to a Transpower Customer until:

- for a Supply Customer the first restoration of load or the backfeed of the first block of
load or until an offer of restoration is made and rejected as described in clause 5.3.1
by,

. for a Generator Customer conmection is restored or offered, ie. the Transpower
system can again accept power being injected.

Note:

* The definition of “Interruption” in the Electricity Governance Rules 2003, Part A, Interpretation, does not
contam any reference to the duration of the Interruption. However, Transpower records both “Intermuptions™ and
“Momentary Interruptions™. Also, reporfing under the Benchmark Agreement and the Electncity Governance
Fules 2003 requires separate reporing for Interruphons to Connection of one minute or greater and Intermaphons
to Connection of less than one minute. Therefore, contmued use of the histoneal defimtions of “Intermaphion™
and “Momentary Interruption™ does not create any conflict with the reporting now required under the Electrneity
Governance Rules 2003, Part A which uses an alternative definition for “Interuption™.

@ 2009 - Transpower Mew Zealand Limited 5
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Schedule 3: Standard Specifications — Reporting by

Appendix H: Power System Events Reporting
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Schedule 4: Scope of Work — Independent Review of A nnual
Interruption to Supply Information

Introduction
Transpower requires evidence of a review of supply interruption information and verification of
the process for submission to the Commerce Commission as part of the Threshold Compliance
Statement.

This document outlines the work required to complete this review.

Background

Supply interruption data are collected by Transpower and are used to calculate the reliability
measures required by Regulation 21 of the Electricity Information Disclosure Requirements
2004 and to complete the Threshold Compliance Statement as required by the Commerce Act
(Transpower Thresholds) Notice.

Initial Review of Supply Interruption Information

This year, detailed checking is required for supply interruption records only. All data from the
database will be supplied to show the entire collection of interruption records from which the
supply interruption records are derived.

The processes for categorising and coding interruptions data are set out in Transpower’s
Manual for Coding Interruptions.

The Performance Analysis Engineer will provide a printed list of interruptions to supply and
generator customers for the period 1 July to 30 June, which has been compiled from data
supplied by Jireh Consultants.

Initially the list is to be reviewed to ascertain that all loss of supply incidents have been included
and correctly classified. This is done by reviewing against all available records of losses of
supply. These include:

Interruption to Connection Reports (from Regional Operating Centres);

Documentation prepared and collected by Performance Analysis Engineer
for internal monthly reporting;

System Fault and Interruption Reports (SFIRS)
When the reportable interruptions (Classes D,W,A) have been confirmed and agreed, the

information in the list for these interruptions is to be reviewed for accuracy against available
reports and records, including :

TPIX;

PROMS data;

Estimated MW calculations.
and that the data are coded correctly.

All errors found, data missed, and queries are to be recorded on the printout for resolution with
the Performance Analysis Engineer.
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Resolution of Errors, Omissions, Queries in Supply Interruptions Data
When the list has been checked, the errors, omissions, and queries will be reviewed and
resolved by the Performance Analysis Engineer.

A second review is to be done on the supply interruptions data once the Performance Analysis
Engineer has investigated the errors, omissions, and queries. Any remaining queries are to be
discussed with the Performance Analysis Engineer, and agreement reached that the information
is as accurate as reasonably possible.

Brief notes are to be retained on a copy of the printout to indicate the resolution to the errors,
omissions, and queries.

Confirmation of Changes to Data
When all required data corrections have been agreed, the Performance Analysis Engineer will
update the Transpower database, and produce a new printout of the year’s data.

This is to be checked against the earlier printouts to confirm that changes as agreed have been
implemented.

Preparation of Audit Report
On completion of the data review, a short report is to be submitted confirming:

that this work-scope has been adhered to,

that all the reportable supply interruption data for the current year have
been correctly identified, checked, and corrected where necessary,

that the data have been prepared in accordance with Transpower
definitions and processes, and

that these data are a complete and fair representation of the supply
interruptions that actually occurred.
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Schedule 5: Policy for Customer Communication on Qu
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Schedule 6: Procedure for Customer Communication on
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Schedule 7: Extract from Transpower’s Website (Text Version)

Price Quality Consultation

This page summarises Transpower’s process in relation to the customer communication
quality threshold set out in clause 8.1(c) of the Commerce Act (Electricity Thresholds) Notice
2008, as published by the Commerce Commission in the New Zealand Gazette on 27 June
2008.

The process by which Transpower undertakes its annual price quality consultation
comprises of three parts.

The first part of the customer communication quality threshold requires Transpower to
properly advise its customers about the price-quality trade offs available to them in relation
to Transpower’s services.

The second part of the customer communication quality threshold requires Transpower to
consult with its customers as to the quality of service they require, with reference to the
prices for Transpower’s transmission services.

The third part of the customer communication quality threshold requires Transpower to
properly consider the customer's views expressed by customers during and after the
consultation.

Transpower achieves all parts of the price vs. quality requirements through both regular
meetings with its customers and via a specific consultation process undertaken each year.
As part of this process, Transpower Account Managers:

Discuss with customers Transpower’s performance in respect of data on interruptions
at their points of connection to the transmission system

Request input from each customer as to the quality of service they require,
with the objective of consulting with customers as to the quality of service may
require, with reference to the price of those services and to allow proper
consideration to be given to the customer input.

All of the above supplements the work undertaken by Transpower’s Grid Investment team
through regional forums, stakeholder liaison, the publication of the Annual Planning Report,
and the submission of major upgrades to the Electricity Commission.

If you require any further information concerning Transpower’s present practices in relation
to the customer communication quality threshold set out in clause 8.1(c) of the Notice,
please contact your Account Manager.
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