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1. Introduction 

1. This compliance statement has been prepared by Transpower New Zealand Limited 

(ñTranspowerò) to demonstrate to the Commerce Commission (the ñCommissionò) its 

compliance, or otherwise, with the Commerce Act (Transpower Thresholds) Notice 

2008 (ñthe Gazette Noticeò) at the assessment date 30 June 2011. 

2. Unless the context otherwise requires, terms used in this compliance statement have 

the same meanings as in the Commerce Act 1986 or the Deed of Settlement (Deed)1 

or the Gazette Notice and references to clauses are references to clauses in the 

Gazette Notice unless otherwise specified.   

3. As required by clause 9 of the Gazette Notice, this compliance statement comprises 

a written statement, an Auditorôs Report and a certificate executed by two directors of 

Transpower. 

4. In this compliance statement, Transpower: 

 demonstrates that it has complied with the transmission (revenue requirement) 

threshold for 2010/112; 

 demonstrates that it has complied with the transmission (non-Part F capex) 

threshold during 2010/11; 

 demonstrates that it has complied with the system operator services threshold 

during 2010/11; 

 demonstrates that during 2010/11 it has ï  

o complied with the quantitative element of the quality threshold relating to 

the number of unplanned interruptions; 

o not complied with the quantitative element of the quality threshold 

relating to the total interruptions calculated in system minutes; and 

o complied with the qualitative requirements of the quality threshold 

relating to customer communication on price / quality trade-offs. 

                                                

1
 Transpower New Zealand Ltd and Commerce Commission, Deed of Settlement dated 24 June 2008. 

2
 Revenue received during the period 1 April 2010 to 31 March 2011 is assumed to be received in the period 

1 July 2010 to 30 June 2011 when assessing compliance, consistent with the Gazette Notice. 
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5.  Schedule 1 of this compliance statement demonstrates how Transpower has 

determined its AC forecast revenue requirement and HVDC forecast revenue 

requirement for the 2010/11 assessment period. 

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

  



 

Thresholds Compliance Statement Assessment Date (30 June 2011)  3 

 

2. Transmission (Revenue Requirement) Threshold 

2.1. Introduction 

7. 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 (ñEVò) 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. 

8. 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 Auditorôs Report appended as Appendix 4 and the Directorsô 

Statement appended as Appendix 5, which confirm that Transpower has complied 

with the transmission (revenue requirement) threshold for 2010/11. 

2.2. Threshold Compliance 

9. The AC revenue received for the assessment period was $547m and the HVDC 

revenue for the assessment period was $85m. The ex post economic loss 

(attributable to AC customers) for AC revenue during the assessment period was 

$55m and the ex post economic gain (attributable to HVDC customers) for HVDC 

revenue during the assessment period was $11m.  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.  

10. 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 $677m. 

11. The AC year end revenue requirement for the assessment period was $603m and 

the HVDC year end revenue requirement for the assessment period was $74m.  The 

sum of AC year end revenue requirement and HVDC year end revenue requirement 

for the assessment period was $677m. 

12. Clause 5 requires the total of Transpowerôs 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. 

13. Therefore, Transpower has complied with clause 5: transmission (revenue 

requirement) threshold. 



 

Thresholds Compliance Statement Assessment Date (30 June 2011)  4 

 

2.3. Determination of AC and HVDC Revenue Requirements  

2.3.1. 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.  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 

17. The following fixed assets used to provide specified services and acquired since 30 

June 2006 have been included in the regulatory asset base: 

a. Assets approved by the Electricity Commission under the procedures of Part F; 

b. 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; 

c. Assets which are business support assets. 

18. Assets relating to Marsden Substation Redevelopment and Spare Transformers 

projects which caused the over expenditure of $16.4m in non-Part F capex in 

2009/10 assessment period but have been approved by the Commission are 

included in the regulatory asset base.3  

19. It is confirmed that in the assessment period no additions have been included in the 

regulatory asset base which relate to: 

a. 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 Gazette 

Notice; 

                                                

3
 In its 2009/10 Threshold Compliance Statement, Transpower reported the $16.4m non-Part F over expenditure 

and stated therein its intention to apply for approval from the Commerce Commission. The Commission has 
approved the $16.4m and in its letter of approval dated 10 June 2011 allows Transpower to make economic 
value account adjustments to recover associated revenues for the 2009/10 and 2010/11 financial years.    
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b. 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; 

c. Assets resulting from expenditures over the non-Part F capital expenditure 

threshold for the assessment period;  

d. Assets resulting from non-Part F expenditure which are the results of an 

insurance event and which have been recovered by insurance income. 

20. Part F capex and non-Part F capex were held in works under construction accounts 

until the relevant assets were commissioned. Interest on these expenditures has 

been accrued at Transpowerôs cost of debt and capitalised in accordance with GAAP.   

21. 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 (whether such investments have been included in, or are required in 

anticipation of, a grid upgrade plan proposal) or that are acquired for strategic 

option value for purposes for future grid investment ï 

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 III of Part F of the 

Electricity Governance Rules (EGRs)4.   

22. 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.  

23. 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.  

24. The capital value of the easements and any injurious affection payments was valued 

by Crighton Stone, an independent appraiser.  

                                                

4
 EGRs are now integrated in the Electricity Industry Participation Code (Code) administered by the Electricity 

Authority  
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25. 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.  

26. 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. 

27. 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 $0.4m for AC only.  

2.3.3. Operating Costs 

28. Seventy-five percent of the savings in administration costs due to the alignment of 

the regulatory and financial accounts have been deducted from the 2010/11 indexed 

opex. The deduction amounted to $0.1m for AC and $0 for HVDC for the 2010/11 

year. 

29. 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 $11m for AC and $0 for HVDC. 

30. Operating leases costs have been excluded from the indexed opex. 

31. 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 $86m and $0 for HVDC revenue requirement. The amount added to 

depreciation expense was $10m for AC customers and $0m for HVDC customers. 

32. Capitalised operating leases entered into after 30 June 2006 has 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 2010 was carried forward to form the opening balance as at 1 July 2010. The 

opening balance as at 1 July 2010 was $128m credit for the AC account and $109m 

debit for the HVDC account.  The closing balance was $82m credit for the AC 

account and a $107m 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 
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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. 
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Notes 2011 HVAC HVDC

 $000  $000  $000 

Operating revenue 2                       A 632,334             547,494             84,840                  

Operating expenses 3                       233,371             209,235             24,135                  

Operating expenses shareholder gain / (loss) 8                       (7,346)                (6,586)                (760)                     

Total Indexed Operating Costs per Administrative Settlement 226,025             202,649             23,376                  

Pass through expenses 10,908               10,879               29                        

Total Operating Costs B 236,932             213,528             23,404                  

Depreciation & write offs 4                       C 182,463             160,650             21,813                  

212,939             173,316             39,623                  

Tax charge 5                       D 61,125               47,200               13,925                  

Net Operating Profit After Tax (NOPAT) 151,814             126,115             25,699                  

Capital charge on operating capital 6                       E 196,255             181,570             14,685                  

Customer Economic gain (loss) F (44,441)              (55,455)              11,014                  

Shareholder Economic Gain (loss) 8                       (7,346)                (6,586)                (760)                     

Total Economic Gain (loss) for the period (51,787)              (62,041)              10,254                  

Restatement of EV Gain (Loss)

Year End Revenue Requirement B+C+D+E 676,775             602,948             73,826                  

Actual Operating Revenue Received A 632,334             547,494             84,840                  

Ex Post Economic Gain / (Loss) attributable to customers F (44,441)              (55,455)              11,014                  

Notes 2011 HVAC HVDC

$000  $000  $000 

Operating capital

Long term assets (incl capitalised op leases) 7 2,693,238           2,497,698           195,540                

Short term assets 103,031             95,075               7,956                    

Non-interest bearing current liabilities (162,208)            (130,964)            (31,244)                 

Net work ing capital (59,177)              (35,889)              (23,287)                

Total operating capital 2,634,062           2,461,809           172,253                

Capital invested is funded by:

Equity 1,580,437           1,477,085           103,352                

Debt 1,053,625           984,724             68,901                  

2,634,062           2,461,809           172,253                

The capital invested is "notional" as it is based on the Commerce Commission ratio used for its WACC calculation and

equals the Operating capital .

As at 30 June 2011

Transpower New Zealand Limited

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

STATEMENT OF ECONOMIC GAIN (LOSS)

For the year ended 30 June 2011

STATEMENT OF CAPITAL INVESTED
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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 (EV) 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.

The EV statements are for the Regulated Transmission Business, excluding customer contracts.

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 return 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.  

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.

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.

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

NOTES TO THE ECONOMIC VALUE STATEMENTS

Transpower New Zealand Limited

For the year ended 30 June 2011

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
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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. 

Economic gains or losses attributable to customers and Economic gains or losses attributable to shareholders (arising from opercating expenses vs. the

Operating cap) 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.  At 30 June 2011 only one pseudo asset remains.

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 2010 was 1,100       

The SE9A as at 30 June 2011 was 1,157       

The percentage increase is 5.2%

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. 

NOTES TO THE ECONOMIC VALUE STATEMENTS

For the year ended 30 June 2011

Transpower New Zealand Limited

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS
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1. COST OF CAPITAL 2011

C Cost of capital 7.80%

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

2. REVENUE 2011 HVAC HVDC

$000  $000  $000 

Transmission revenue for the year ending 30 June 2011 675,179             590,365                 84,813                       

Other Revenue (Insurance) -                    -                          -                              

less customer projects & New Investment Contracts (32,719)              (32,719)                  -                              

add revenue for period 1 April - 30 June 2010 157,614             136,404                 21,210                       

less revenue for period 1 April - 30 June 2011 (167,739)            (146,556)               (21,183)                     

Regulated transmission revenue for the year ending 31 March 2011 632,334             547,494             84,840                  

3. OPERATING EXPENSES 2011 HVAC HVDC

$000  $000  $000 

Direct Transmssion

Maintenance of HVAC substations 52,068               52,068                                        -   

Maintenance of HVDC substations and cables 11,106                                     -   11,106                  

Maintenance of HVAC lines 46,393               46,393                                        -   

Maintenance of HVDC lines 1,291                                       -   1,291                    

Ancillary Service Costs 6,625                                       -   6,625                    

Maintenance of Communications and Control equipment                  3,408                  3,408 -                           

Allocations adjustment (Primarily Synchronous Condenser) -                                            408 (408)                     

Less Rates (3,916)                                (3,888)                        (29)

Total Net Direct Costs 116,975             98,390               18,585                  

Investigations

Total 12,892               12,892               -                           

Less Customer investigations (1,404)                (1,404)                -                           

Non-transmission Investigations (188)                                      (188)                          -   

Demand Side Participation (350)                                      (350)                          -   

Total Investigations  included in the Administrative Settlement 10,950               10,950               -                           

Other Business Costs

IST Operations 31,662                              31,662                          -   

Intercompany Insurance 9,167                                  3,891                     5,275 

Intercompany 2,491                                  2,491                          -   

Other 77,427                              77,152                       275 

Other Business Costs              120,748              115,197                     5,550 

Gross Operating costs 248,672             224,537             24,135                  

less operating leases (15,302)              (15,302) -                           

less Insurance Opex -                    -                               -                                  

Total operating costs subject to the Administrative Settlement Allowance 233,371             209,235             24,135                  

add pass through costs

Rates 3,916                 3,888                 29                        

Insurance related Opex -                          -                          -                       

Demand Side Participation 350                    350                         -                       

Electricity Commission Levies 6,641                 6,641                      -                       

Total pass through costs 10,908               10,879               29                        

TOTAL OPERATING COSTS 244,278             220,114             24,164                  

Transpower New Zealand Limited

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

NOTES TO THE ECONOMIC VALUE STATEMENTS

For the year ended 30 June 2011
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4. DEPRECIATION 2011 HVAC HVDC

$000  $000  $000 

Depreciation 154,448             134,336             20,113                  

less New Investment Agreement depreciation (6,976)                (6,976)                -                       

Depreciation on commissioned but yet to be approved assets (10)                    (10)                    -                       

add Regulatory pseudo asset depreciation 10                      6,400                 6,400                 -                       

Capitalised operating lease depreciation 9,678                 9,678                 -                       

add Foreign exchange net losses on hedges of foreign purchases 3,895                 3,895                 -                       

Write-offs 13,427               13,327               100                      

Dismantling Provision Movement 1,600                 -                    1,600                    

Total depreciation, write-offs 182,463             160,650             21,813                  

5. TAXATION 2011 HVAC HVDC

$000  $000  $000 

EBIT and Shareholder Gain 205,593             166,729             38,864                  

Revenue Timing Adjustment 10,125               10,152               (27)                       

timing/permanent differences (11,968)              (19,547)              7,579                    

Net Interest Expense, allocated on asset value (101,405)            (93,704)              (7,701)                   

102,345             63,630               38,715                  

Tax at 30% 30,703               19,089               11,614                  

Net Interest Expense, allocated on asset value 101,405             93,704               7,701                    

Interest Tax Shield 30,422               28,111               2,310                    

Total Regulated Tax Expense 61,125               47,200               13,925                  

6. CAPITAL CHARGE Notes 2011 HVAC HVDC

$000  $000  $000 

Closing operating capital 2,634,062           2,461,809           172,253                

Opening operating capital 2,398,125           2,193,828           204,297                

Average operating capital 2,516,093           2,327,819           188,275                

Cost of capital 1 7.8% 7.8% 7.8%

Capital charge on operating capital 196,255             181,570             14,685                  

7. LONG TERM ASSETS 2011 HVAC HVDC

$000  $000  $000 

Property, Plant and Equipment 2,801,217           2,605,677           195,540                

less New Investment Agreement assets (217,944)            (217,944)            -                       

Commissioned but yet to be approved under Part F assets (8,489)                (8,489)                -                       

add Regulatory pseudo assets 10                      32,000               32,000               -                       

Capitalised operating leases 86,454               86,454               -                       

2,693,238           2,497,698           195,540                

Transpower New Zealand Limited

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

NOTES TO THE ECONOMIC VALUE STATEMENTS

For the year ended 30 June 2011
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8    ACCUMULATED ECONOMIC GAIN (LOSS) 2011 HVAC HVDC

MEMORANDUM ACCOUNT $000  $000  $000 

Breakdown of economic gain (loss)

Economic gain (loss) for the period (51,787)              (62,041)              10,254                  

- attributable to the customer (44,441)              (55,455)              11,013                  

- attributable to the shareholder (7,346)                (6,586)                (760)                     

(51,787)              (62,041)              10,253                  

Accumulated Economic gain (loss) from monopoly activities attributable to customers

Opening balance 18,727               127,902                 (109,175)                   

Interest on opening balance at WACC 1,461                 9,976                 (8,516)                   

Economic gains (losses) attributable to customers (44,441)              (55,455)              11,014                  

Closing balance (24,254)              82,424               (106,677)               

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

Opening balance (29,150)              (23,229)              (5,921)                   

Correction to opening balance -                    -                    -                       

Interest on opening balance at WACC (2,274)                (1,812)                (462)                     

Economic gains (losses) attributable to shareholders (7,346)                (6,586)                (760)                     

Closing balance (38,770)              (31,627)              (7,143)                   

Transpower New Zealand Limited

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

NOTES TO THE ECONOMIC VALUE STATEMENTS

For the year ended 30 June 2011
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9    RECONCILIATION BETWEEN THE REVENUE REQUIREMENT 2011 HVAC HVDC

AND THE ECONOMIC VALUE STATEMENTS $000  $000  $000 

2010/11 Revenue Requirement

Average Operating Capital 2,482,100           2,306,000           176,100                

WACC 7.8% 7.8% 7.8%

Capital Charge 193,604             179,868             13,736                  

Operating Costs (non-pass through) 219,200             189,200             30,000                  

Operating Costs (pass through) 13,200               13,200               -                           

Depreciation 160,400             136,900             23,500                  

Tax 69,800               60,000               9,800                    

Revenue Before EV Adjustment 656,204             579,168             77,036                  

EV Adustment (32,600) (40,300) 7,700                    

Revenue After EV Adjustment 623,604             538,868             84,736                  

Economic Gain/Loss Attributable to:

Customer Gains / (Losses)

Average Operating Capital forecast variance (2,652)                (1,702)                (950)                     

WACC forecast variance -                    -                    -                       

Revenue received forecast variance 8,730                 8,626                 104                      

Opex Forecast variance (6,825)                (13,449)              6,624                    

Pass through operating cost forecast variance 2,292                 2,321                 (29)                       

Depreciation forecast variance (22,063)              (23,750)              1,688                    

EV adjustment (32,600)              (40,300)              7,700                    

Tax impact of customer gains / losses - excluding depreciation 9,316                 13,351               (4,035)                   

Tax (residual) (641)                   (551)                   (90)                       

Customer Total (44,441)              (55,455)              11,013                 

Economic Gain/(Loss) (51,787)              (62,041)              10,253                  

Shareholder Gains / (Losses)

Opex Allowance per 2009/10 A 215,124             191,938             23,186                  

2011 Opex Allowance (Base Opex Increased by CPI) 226,271             201,884             24,388                  

less ODV Adjustment (247)                   (247) -                           

2011 Opex Allowance 226,025             201,637             24,388                  

Actual Opex C 233,371             209,235             24,135                  

Reallocation of 2010/11 base opex based on actual spend B 226,025             202,649             23,376                  

Shareholder Total; Variance Actual to Opex Allowance B-C (7,346)                (6,586)                (760)                     

Gain/loss per statement of economic gain/loss (51,787)              (62,041)              10,254                  

NOTES TO THE ECONOMIC VALUE STATEMENTS

For the year ended 30 June 2011

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

Transpower New Zealand Limited



 

Thresholds Compliance Statement Assessment Date (30 June 2011)  15 

 

  

10  PSEUDO ASSETS $000 $000 $000

30/06/2006 Remaining life at NBV NBV Depreciation

Asset value  30/06/2006 30/06/2010 30/06/2011 2010/11

HVDC subs 9,532           4             -                        -                   -                        

Synchronouse Condensers 7,468           4             -                        -                   -                        

Mercury Arcs 21,000         4             -                        -                   -                        

HVDC lines (4,000)          4             -                        -                   -                        

HVAC subs 14,000         4             -                        -                   -                        

HVAC lines 64,000         10            38,400               32,000          6,400                 

112,000       38,400               32,000          6,400                 

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.

TRANSMISSION BUSINESS ECONOMIC VALUE STATEMENTS

NOTES TO THE ECONOMIC VALUE STATEMENTS

Transpower New Zealand Limited
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3. Non-Part F Capital Expenditure Threshold 

3.1. Introduction 

34. This section demonstrates Transpower's compliance with the non-Part F capital 

expenditure threshold set out in clauses 6(1)(c) of the Gazette Notice and clause 8 

of the Deed. 

35. This section should be read in conjunction with the Auditorôs Report included in 

Appendix 4 which confirms compliance with the terms of the non-Part F capital 

expenditure threshold. 

36. 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 Expenditure Threshold 

37. Transpower spent $221.7m on non-Part F capital expenditure during the 2010/11 

assessment period. This is less than the allowed cap of $225.6m.  

3.2.1. Expenditure by category 

38. The breakdown of expenditure by category against the target used to establish the 

cap is shown on the table below.  

Table 1: Actual versus target Non-Part F capex in 2010/11 

Category 
Target 

Expenditure ($m) 

Actual 

Expenditure ($m) 

Asset replacement  113.2 

Asset refurbishment  38.9 

Asset enhancement and development  7.1 

Subtotal 161.5 159.2 

Operational network information and 

technology services 
64.2 62.5 

Total 225.6 221.7 

Note: Figures may not add up exactly due to rounding  
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39. The $161.5m and $64.2m figures under the target expenditure column of Table 1 

above were derived based on the Commissionôs adjustments from Transpowerôs 

non-Part F proposal. The Commission made downward adjustments of $14.8m for 

replacement, refurbishment, and enhancement and development (RRE) and $5.3m 

for operational network information and technology services. The $14.8m downward 

adjustment was not split further by category.     

40. Transpower did not incur any non-Part F expenditure relating to force majeure 

events, security of supply events or insurance events during the 2010/11 

assessment period. 
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4. System Operator Services Threshold 

4.1. Introduction 

41. This section demonstrates Transpower's compliance with the system operator 

services threshold set out in clause 7 of the Gazette Notice. 

42. This section should be read in conjunction with the Auditorôs Report included in 

Appendix 4.   

4.2. Compliance with the System Operator Services Threshold 

43. Clause 7(1) of the Gazette Notice requires that Transpowerôs system operator 

services revenue received for the period 1 July 2010 to 30 June 2011 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.  

44. The system operator revenue under the SOSPA5 for the period 1 July 2010 to 30 

June 2011, calculated as B + V + FC, is $31.5m6 where B is $30.8m7, V is $0.6m, 

and FC is $0. 

45. The revenue received by Transpower for services provided under provisions of the 

SOSPA for the period 1 July 2010 to 30 June 2011 was $31.4m which is $0.1m less 

than the $31.5m that Transpower should have received. The $0.1m 8  was the 

2009/2010 SOSPA at risk component assessment made by the Electricity 

Commission as allowed under the SOSPA.9 

                                                

5
 SOSPA dated 12 August 2009.  A Variation to SOSPA was signed on 29 October 2010 to allow Transpower to 

recover costs as it takes on the responsibility of the security of supply and emergency management from the EC 

starting 1 November 2010.  This increased the base fee for 2010/11 by $280,000.   

6
 Does not add-up exactly due to rounding 

7
 Made up of the base fee from the EC of $29.7m and the pricing manager fee of $1.1m 

8
 Actual figure is $92,500 rounded to $0.1m. 

9
 Under the SOSPA, Transpower will repay the EC up to $250,000 of ñat riskò component of the base fee if the 

EC reasonably determines that Transpower has not met some or all of the performance criteria set by the EC.       
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46. Clause 7(2)(a) requires Transpower to allocate costs to its system operator services 

business using the ACAM. 

47. 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.  

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

Notice. 
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5. Quality Threshold 

 5.1. Introduction 

49. This section demonstrates that Transpower has not complied with the requirements 

of the quality threshold described by clause 8(1)(b) of the Gazette Notice, but has 

complied with the requirements of the quality threshold described by clause 8(1)(a) 

and 8(1)(c) of the Gazette Notice.  Specifically: 

a. Transpower has complied with the part of the quality threshold relating to the 

number of unplanned interruptions; 

b. Transpower  has not complied with the part of the quality threshold relating to the 

total interruptions calculated in system minutes; 

c. Transpower has complied with the part of the quality threshold relating to 

customer communication. 

50. This section should be read in conjunction with the Auditorôs Report included in 

Appendix 4. 

5.2. Number of unplanned interruptions 

51. Clause 8(1)(a) requires that Transpowerôs 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 years from 1 July 

1998 to 30 June 2003 inclusive. 

52. Transpowerôs total number of unplanned interruptions for the 12 month period ending 

on the assessment date of 30 June 2011 was 89. 

53. Transpowerôs average annual number of unplanned interruptions for the June years 

from 1 July 1998 to 30 June 2003 was 92.4. 

54. Therefore, Transpower has complied with the requirements of clause 8(1)(a) in the 

year ending 30 June 2011. 

55. Appendix 1 provides further information on the calculation of Transpowerôs 

unplanned interruptions. 

5.3. Total interruptions 

56. Clause 8(1)(b) requires that Transpowerôs 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 years from 

1 July 1998 to 30 June 2003 inclusive.  

57. Transpowerôs total interruptions figure calculated in system minutes, for the 12 month 

period ending on the assessment date, was 15.2. 

58. Transpowerôs annual average total interruptions figure, calculated in system minutes, 

for the years from 1 July 1998 to 30 June 2003 inclusive, was 8.3. 
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59. Therefore, Transpower has not complied with clause 8(1)(b). 

60. Appendix 1 provides further information on the calculation of Transpowerôs total 

interruptions. 

5.4. Customer communication 

61. Clause 8(1)(c) sets out Transpowerôs customer communication requirements. 

Transpower is required to consult with its customers to determine customersô 

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. 

62. For the purposes of compliance with the 2003 Gazette Notice, Transpower has 

developed and implemented a thorough set of policies and processes to: 

a. 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; 

c. consider customerôs views properly during and after the consultation; and 

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

decisions.   

These processes have become part of Transpowerôs normal business processes 

undertaken annually. Appendix 2 outlines how Transpower complies with the 

requirements of the customer communication part of the quality threshold.   

63. Therefore, Transpower has complied with clause 8(1)(c). 
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Appendix 1:  Quality Threshold: Reliability Information 

64. Clauses 8(1)(a) and 8(1)(b) of the Gazette Notice require that Transpowerôs 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 years between 1 July 1998 to 30 

June 2003 inclusive. 

Number of unplanned interruptions 

65. Clause 8(1)(a) requires that: 

 

Iyear  Ò
       I1999  + I2000  + I2001  + I2002  + I2003 

                                                     

5 

where: 

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

on 30 June in that calendar year. 

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

out in table 2 below:10 

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

Year to 30 June Number of unplanned 

interruptions 

1999 110 

2000 62 

2001 105 

2002 113 

2003 72 

Total 462 

Five year average 92.4 

 

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

assessment date was 89. 

68. 89 is less than 92.4.  Therefore, Transpower has complied with the requirement in 

clause 8(1)(a). 

                                                

10 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.  This 

reclassification affects the number of unplanned interruptions in 2000/01 only. 
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Total interruptions 

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

 

SMyear Ò
       SM1999  + SM2000  + SM2001  + SM2002  + SM2003 

                                                                                  
 5 

 

where: 

SMyear = the total interruptions, calculated in system minutes, for the period of 12 

months ending on 30 June in that calendar year.   

70. The number of interruptions, calculated in system minutes, used to calculate the five 

year average is set out in the table 4 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. 

71. The total interruptions, calculated in system minutes, for the 12 month period ending 

30 June 2011 was 15.2. 

72. 15.2 exceeds 8.3. Therefore, Transpower has not complied with the requirement in 

clause 8(1) (b). 

73. 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 (ñInformation 

Disclosure Requirementsò).  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; 
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c. load had the same function as spinning reserve. 

74. 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 

from 1 July 1998 to 30 June 2011. 

Analysis of Transpowerôs Performance 

Analysis of the number of unplanned interruptions 

75. The threshold for the number of unplanned interruptions (determined in accordance 

with clause 8(1)(a) of the Gazette Notice) is 92 and the 2010/11 result of 89 is 

slightly below this. 

76. Transpower notes that 26 of the interruptions (29% of the total) were due to faults on 

the 50 kV Te Kaha-Waiotahi circuit. This circuit contributed only 2.2 to the threshold 

value of 92.4 per annum. This circuit is atypical of Transpowerôs assets and 

performance because of the isolated and difficult terrain traversed, the high 

exposure to winds and salt pollution, the relatively low load (less than 1 MW) and the 

absence of alternative supplies. Performance of this circuit has declined dramatically 

over the last year and Transpower is now part way through a substantial 

maintenance program to improve its performance. 

77. Figure 1 below shows the number of unplanned interruptions over a 13 year period 

from 1998/99 to 2010/11. 

Figure 1: Transpowerôs annual number of unplanned interruptions from 1998 to 2011 

 

Analysis of the planned and unplanned system minutes 

78. The threshold for the total interruptions calculated in system minutes (clause 8(1)(b) 

of the Gazette Notice) is 8.3 (based on the 5 year historical average) and the total for 

2010/11 exceeded this by 6.8 system minutes.  
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79. There were three events that contributed 57% of the total system minutes of supply 

interruptions during the 2010/11 assessment period. Two of these events were the 

direct results of the earthquakes in the Christchurch area, and the third related to a 

bus fault at the Transpower substation supplying the Glenbrook steel mill.  

80. The Christchurch earthquakes in September 2010 and February 2011, to which the 

transmission system responded extremely well, resulted in 2.2 and 3.2 system 

minutes respectively. There was no interruption of power supply from the 

Transpower network to the local networks following the June 2011 earthquake.   

Damage to Transpower equipment during the earthquakes was relatively minor and 

generally was the result of a small number of specific problems rather than a 

systemic failure across the grid. Two issues that arose during the earthquakes that 

are being addressed by Transpower are:- 

- Some transformer protection relays were not of a seismic-resistant type. 

- A small number of outdoor flexible connections were of a length that caused 

undue forces to be exerted on the terminals of high voltage equipment causing 

failures. 

81. The third major event was a flashover at the Glenbrook 33 kV switchyard which was 

related to bird activity (3.4 system minutes). Although this particular incident was 

caused by bird droppings on an insulator, this substation is a high maintenance site 

mainly because of atmospheric pollution, and at the time of the fault in December 

2010 Transpower was already progressing plans to convert this to an indoor 

substation. This will eliminate both pollution and bird-related problems and is 

scheduled for completion by late 2012. 

82. In 2010/11 the system minutes of planned interruptions was higher than previous 

years. Planned interruptions amounted to 3.61 system minutes whereas the 

threshold value of 8.34 system minutes included only 2.65 system minutes of 

planned interruptions. This reflects the increased volume of work which is now being 

progressed on the transmission network. 

83. Of the total of 15.17 (or 15.2 system minutes when rounded to one decimal place) 

system minutes (planned and unplanned), 5.34 system minutes were the result of 

the Christchurch earthquakes, and planned interruptions were 0.95 system minutes 

higher than the average. Allowing for these factors would reduce the total non-supply 

for the year to 8.88 system minutes ï only 0.55 over the threshold value. 

84. Figure 2 below shows Transpowerôs total annual interruptions in system minutes 

from 1998 to 2011, and identifies some of the major factors affecting the total over 

that period. 
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Figure 2: Total annual interruptions (system minutes) from 1998 to 2011 

 

 

Transpowerôs interruption recording process 

85. 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.   

86. Transpower records interruptions to connection in accordance with Transpower 

Policy TP.GG 10.08 ñInterruption to connection performance reporting policyò 

(Schedule 2). A flowchart outlining Transpowerôs interruptions recording process is 

shown below. 

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

a. identification of interruptions; 

b. collation of supply interruption data; 

b. processing of interruptions data by Transpower; 

c. end of year work. 

Identification of interruptions 

88. Transpowerôs operating contractor is required to record a range of operational events 

in accordance with Transpower Service Specification TP.SS 01.01 ñReporting by 

Contractorsò.  The contractor is required to prepare an Interruption to Connection 

Report (ñITCRò) for each Transpower initiated event that results in an interruption to 

connection (ñITCò) in accordance with Appendix H of TP.SS 01.01 (Schedule 3).  

This applies to both planned and unplanned interruptions. 

89. Planned interruptions are notified to customers in accordance with Section 7 - 

Outage Protocol of EGRs Part F. 
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90. 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 Transpowerôs PI Historian database. (PI Historian 

replaces the Habconnect system noted in earlier compliance statements.) 

Collation of supply interruption data 

91. Transpower engages a Technical Report Analyst contractor (ñTRAò) 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 Transpowerôs ñCoding 

Instructions for Interruptionsò. The TRA: 

a. 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 Transpowerôs Performance Analysis Engineer (PAE) in 

batches two or three times each month. 

Processing of interruptions data by Transpower 

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 ñCoding Instructions for Interruptionsò; 

b. data from PI Historian 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 Transpowerôs Interruptions database. 

93. At the end of each month check sheets for the planned and unplanned interruptions 

are circulated to the Operations Co-ordinators at each of Transpowerôs three Field 

Services Offices, seeking confirmation that: 

a. the interruptions did occur as shown; 

b. the interruptions were Transpower caused; and 

c. there were no other interruptions that have not been recorded. 

End of year 

94. At the end of each financial year: 

a. the system maximum demand (peak MW) for the financial year is provided by 

EMS Ltd; 
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b. Transpower engages an independent contractor to review the supply 

interruptions data in accordance with the Scope of Work (Schedule 4); 

c. changes are agreed and the database is updated; and 

d. the interruptions data are summarised for: 

i. reporting against targets in Transpowerôs Statement of Corporate Intent; 

ii. reporting as required by the Information Disclosure Requirements; and 

iii. the Threshold Compliance Statement for the Gazette Notice. 
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Figure 3: Flowchart of Transpowerôs interruption recording process 
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Appendix 2: Quality Threshold: Customer Communication 

95. 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. 

96. To ensure compliance in the 2009/10 assessment period, Transpower updated its 

Procedure for Customer Communication on Quality (attached as Schedule 6) (ñthe 

procedure documentò).  The policy set out in Transpowerôs Policy on Customer 

Consultation on Quality (attached as Schedule 5) (ñthe policy documentò) and  the 

procedure set out in the procedure document form part of Transpowerôs 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.   

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

a. Quality:   

óQualityô 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 

Transpowerôs:   

i. Grid Upgrade Plans; 

ii.  Asset Management Plan; 

iii.  Annual Planning Report; 

iv. Connection Contract agreements (either a Connection Contract or a 

Transmission Agreement); and 

v. New Investment Contract agreements.  

These are described in more detail below. 
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Price-quality trade-offs available to customers 

Grid Upgrade Plans 

98. Transpowerôs Grid Upgrade Plans (GUPs) 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 customersô requirements.  In summary:  

a. the Policy and Network Development Stream is a process that seeks to ensure 

that the grid reliably, efficiently and economically satisfies Transpowerôs service 

quality (and capacity) obligations; and 

b. 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. 

99. A GUP comprises:  

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

Management Plan); 

b. Investment Contracts which detail the new investment contracts which have 

been agreed between Transpower and transmission customers; and 

c. Grid Upgrade Investment Proposals, including those for which Electricity 

Commission approval is being sought as part of the GUP submission. 

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

Asset Management Plan 

101. Transpowerôs Asset Management Plan (AMP), which is incorporated into 

Transpowerôs Grid Upgrade Plans, sets out the programmes of work relating to the 

management of and investment in Transpowerôs existing grid assets.  Included in the 

AMP are: 

a. Transpowerôs understanding of customer and stakeholder requirements; 

b. Transpowerôs 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.  

http://www.gridnewzealand.co.nz/
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102. Transpowerôs Asset Management Plan is publicly available at 

www.gridnewzealand.co.nz . 

Annual Planning Report 

103. Transpowerôs Annual Planning Report (APR) provides information about: 

a. the capabilities of the existing National Grid; 

b. demand and generation forecasts for the next ten years; 

c. the National Gridôs ability to meet future demand and generation needs; 

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 

f. Transpowerôs earlier work on a long term strategic development plan for the 

National Grid. 

104. 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. 

105. 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 Transpowerôs plans.  

106. Transpowerôs Annual Planning Report is available at www.gridnewzealand.co.nz . 

Connections contract agreements 

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. 

108. Connection Contracts include an obligation on Transpower to: 

a. maintain the grid and design and construct any replacement grid assets to meet 

the òRequired Service Capabilityò 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. 

http://www.gridnewzealand.co.nz/
http://www.gridnewzealand.co.nz/
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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 Transpowerôs 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 that might be 

available to 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 provides a 

basis for Transpower to consult with customers on the quality that they require, 

with reference to Transpowerôs prices. 

109. 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. at the 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 II 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.  

110. Transpower is required under the Transmission Agreements 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. 
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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 

d. Customer service measures 

e. Identify source of failure 

f. Advise intended remedial steps. 

Investment contracts 

111. Transpowerôs 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. 

112. The EGRs require Transpower to check whether the outcome of any investment 

contract is consistent with the Grid Reliability Standards. 

113. Where the investment contract is consistent with the Grid Reliability Standards, 

Transpower simply notifies the Electricity Commission that an investment contract 

has been entered into. 

114. Where the 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  

115. Set out below is a brief outline of the process undertaken for price quality 

consultation:  

Properly advise its customers about the price-quality trade-off  

116. The first limb of the customer communication component of the quality threshold 

requires Transpower to ñproperly advise its customers about the price-quality trade-

offs available to them in relation to the goods and services provided by Transpowerò.  

Paragraph 6 of the Procedure Document outlines the process Transpower follows to 

advise its customers about price quality trade-offs. 

117. Pursuant to paragraph 6 of the Procedure Document, Transpower emailed each of 

its customers in relation to: 

a. their Performance Indicators report;  
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b. their performance reporting against specified service levels (via a link from the 

price-quality customer internet page); 

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

d. the request for customer feedback via the online price-quality consultation 

questionnaire. 

118. Customers were invited to contact their Customer Relationship Manager if they 

required any further information concerning Transpowerôs practices in relation to the 

quality threshold. 

119. In addition, Transpower has held stakeholder forums including:  

a. Upper North Island Demand Side Initiative Forums ï Auckland 30th August 2010, 
Auckland 9th February 2011, Wellington 10th February 2011  

b. Otahuhu Stakeholder Event, 19th August 2010 

c. Automatic Under-Frequency Load Shredding (AUFLS) review workshops, 
Auckland 30th August 2010, Christchurch 31st August 2010 & Wellington 3rd 
September 2010 

d. Transpowerôs Annual Public Meeting, Wellington, 24th September 2010  

e. Waikato Forum ï Hamilton, 1st November 2011  

f. Transmission Tomorrow Launch, Auckland, 9th February 2011  

g. Transmission Tomorrow Launch, Wellington, 16th February 2011  

h. Outage Protocol Forum, Auckland, 16th March 2011, Wellington 17th March 2011, 
Christchurch, 21st March 2011  

i. HVDC Commissioning Industry Advisory Group (CIAG), 25th February 2011, 29th 
October 2010, 30 July 2010  

j. Automatic Under-Frequency Load Shedding (AUFLS) Market Options Workshop, 
14th April 1011  

Consult with its customers about the quality of goods and services that they require, 

with reference to the prices for those goods and services  

120. The second limb of the customer communication component of the quality threshold 

requires Transpower to ñconsult (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 servicesò.  Paragraph 7 of the 

Procedure Document outlines the process Transpower follows to consult with its 

customers. 

121. Transpowerôs Customer Relationship Managers have consulted with customers on 

the level of service they require with reference to Transpowerôs prices through 

appropriate communication with the customer.  Through this process, the Customer 

Relationship Managers invited input from customers on the quality of service they 

require in terms consistent with the quality threshold. 

Transpower


 

Thresholds Compliance Statement Assessment Date (30 June 2011)  36 

 

122. There were four customers who did not wish to complete the online price-quality 
questionnaire because they did not believe the annual survey added any value as 
they consulted with Transpower throughout the year on price and quality issues. In 
the cases where the customer did not complete the survey, the Customer 
Relationship Manager spoke to the customer on the phone and documented the 
conversation in an email  which the customer acknowledged as accurate. 

123. 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  

124. 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. 

125. 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 consulting 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 

Customer Relationship Managers to the appropriate person in Transpower for 

consideration.  Feedback was then provided to customers and any asset 

management actions taken were recorded.  Where the customersô 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. 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;  

ii. 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. 
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126. The Customer Stream of the Capital Works Process involves the same elements as 

those required by clause 8(1)(c) of the Gazette Notice. Customers have requested 

investigations of new and upgraded plant on an ongoing basis as part of business as 

usual during the assessment period.  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 customersô expected load increases, specific customer 

augmentations and wider network augmentation.   

127. 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 including maintaining regular communication with 

customers on specific price and/or quality issues as they arise. 
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Appendix 3: Definition of Transpowerôs Specified Services 

A. Introduction 

128. This Schedule lists Transpowerôs charges for specified services.  

B. Transmission asset owner services 

129. Transpowerôs charges for the provision of transmission asset owner services 

comprise: 

a. 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: 

Á connection charges; 

Á interconnection charges; and 

Á HVDC charges; and 

 

b. Other charges, namely: 

Á new investment charges; 

Á notional embedding fees; and 

Á input connection contract charges. 

C. System operator services 

130. Transpowerôs 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 
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Appendix 5: Directorsô Statement  
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Schedule 1: Setting the Forecast Revenue Requirement for 2010/11 

Introduction 

1. Transpower announced its (forecast) revenue requirement for 2010/11 in December 

2009. The revenue requirement was prepared in compliance with the Schedule 1 of 

the Commerce Act (Transpower Thresholds) Notice 2008.  

2. This schedule demonstrates how Transpower determined its AC forecast revenue 

requirement and HVDC forecast revenue requirement for the 2010/11 assessment 

period as required by Schedule 1 of the Commerce Act (Transpower Thresholds) 

Notice 2008 and the Deed of Settlement. 

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 01 

October 2009 is attached to this schedule. 

Key inputs to revenue requirement 

4. The key building blocks, split by AC and HVDC components, used to determine the 

forecast revenue requirement for the 2010/11 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 2010/11 

Building Blocks 
AC 

$m 

HVDC  

$m 

Total 

$m 

Average capital employed 2,306.0 176.1 2,482.1 

Post Tax WACC 7.8% 7.8% 7.8% 

Capital Charge 179.9 13.7 193.6 

Capped operating costs  189.2 30.1 219.2 

Pass through 13.2 0.0 13.2 

Transmission alternatives (GSC Project) 0.1 0.0 0.1 

Total Operating Costs 202.4 30.1 232.5 

Depreciation & write-offs 120.8 23.5 144.3 

Regulatory pseudo asset depreciation 6.4 0.0 6.4 

Capitalised operating lease depreciation 9.7 0.0 9.7 

Total Deprecation and Write-offs 136.9 23.5 160.4 

Total Operating Expenditure 339.3 53.6 392.9 

Tax Charge 60.0 9.8 69.8 

General Revenue Requirement 579.2 77.1 656.3 

EV Adjustment (40.3) 7.7 (32.6) 

Transmission Revenue Requirement 538.9 84.8 623.7 

Note: Figures may not add up 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 asset base at 30 June 

2009 was the historical cost value.  The asset base at 30 June 2011 included assets 

that were expected to be commissioned during 2010/11 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 2010/2011.  

Table 2: Average operating capital for 2010/11 

 
AC 

$m 

HVDC  

$m 

Total 

$m 

Closing 30/06/2010 
   

Property Plant and Equipment 2234.2 205.2 2,439.4 

Regulatory Pseudo Asset 38.4 0.0 38.4 

Capitalised Operating Leases 58.7 0.0 58.7 

Total Long term Assets 2,331.3 205.2 2,536.5 

Short Term Assets 59.2 (0.1) 59.1 

Non-Interest Bearing current liabilities (125.8) (13.7) (139.5) 

Net working capital (66.6) (13.7) (80.4) 

Total Operating Capital 2,264.8 191.3 2,456.2 

Closing 30/06/2011 
   

Property Plant and Equipment 2,318.7 186.0 2,504.7 

Regulatory Pseudo Asset 32.0 0.0 32.0 

Capitalised Operating Leases 53.5 0.0 53.5 

Total Long term Assets 2,404.3 186.0 2,590.2 

Short Term Assets 75.2 0.7 75.9 

Non-Interest Bearing current liabilities (132.2) (25.8) (158.0) 

Net working capital (57.0) (25.1) (82.1) 

Total Operating Capital 2,347.2 160.9 2,508.1 

Average operating capital 2,306.0 176.1 2,482.1 

Note: Figures may not add up exactly due to rounding 
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WACC 

6. A post tax nominal WACC of 7.8% was used to calculate the capital charge.  This was 

the WACC contained in the Transpower Thresholds Notice 2008.  

Operating costs 

7. Consistent with the definition in the Gazette Notice, indexed operating costs were 

calculated as: 

 Base operating expense of $199.61m X annual average change in the CPI 

(see table 3 below) 

Table 3: Calculation of Opex Threshold for 2010/11 

Year Opex Threshold Average Change 

in CPI, % * 

2006/07 $199.6  

2007/08 $207.6 4.0% (actual)1 

2008/09 $211.5 1.89% (actual)1 

2009/10 $215.4 1.80% (forecast)2 

2010/11 $219.2 1.80% (forecast)2 

1) Actual CPI percentages for 2007/08 is based on the annual movements of 

the SE9A, as sourced from Statistics New Zealand  

2) These CPI percentages are forecast as per the NZIER forecast CPI as at 

18 September 2009 

 

 Forecast pass through costs of $13.2m broken down as follows $10.5m for 

Electricity Commission levies, $2.7m local authority rates 

 Forecast for transmission alternative services approved by the Electricity 

Commission of $0.1m (Grid Support Contract project)  

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 clause 9(4) of Schedule 1 of the 

Gazette Notice.   
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11. The calculated EV adjustment for HVDC exceeded 10% of the HVDC forecast revenue 

requirement prior to the adjustment being made. The EV adjustment for HVDC was 

therefore capped at 10% of the HVDC 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 $(40.3)m and for HVDC customers was 

$7.7m, as calculated as follows:   

Table 4: Calculation of the EV adjustment for 2010/11 

Formula 

Reference 

Accumulated Economic Gain/(Loss) 

from monopoly activities attributable 

to customers 

AC 

$m 

HVDC 

$m 

Total 

$m 

A 
Total customer account balance as at 30 

June 2009   
108.8 (102.8) 6.0 

B 
Expected ex-post economic gain/loss for 

the assessment period 2009/10 
(4.7) (3.3) (8.0) 

 
Interest on opening customer account 

balance at WACC 
8.1 (8.3) (0.2) 

A+B 
Forecast closing balance as at 30 June 

2010 
112.2 (114.4) (2.2) 

C 
Expected ex-post economic gain/loss for 

the assessment period 2010/11 
0.0 0.0 0.0 

 
Interest on opening customer account 

balance at WACC 
8.7 (8.9) (0.2) 

A+B+C 
Forecast closing balance as at 30 June 

2011 
120.9 (123.3) 2.4 

1/3 

(A+B+C) 
 40.3 (41.1)  

10% of revenue requirement 57.9 7.7  

EV adjustment (<10% of AC revenue requirement for 

AC customers and limited to 10% of HVDC revenue 

requirement for HVDC customers) 

(40.3) 7.7  

Note: Figures may not add up exactly due to rounding 
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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 fixed assets 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 regulatory asset base: 

 The asset base at 30 June 2011 included assets that were expected to be 

commissioned during 2010/11 recorded at cost (for non-Part F investments).  

 In the cases of investments subject to Electricity Commission approval (Part F 

Investments), they are 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. 

18. No additions to the forecast regulatory assets 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 expenditure 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 
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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 the 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 is added to the indexed 

opex, but only where these costs were operating expenditures. Subject to the approval 

of the Electricity Commission, under Part F, these costs can be recovered from 

customers. These costs were forecasted to be $0.1m attributable to AC customers 

only.      

 

 

 

 

 

 

 

 

 

  



 

Thresholds Compliance Statement Assessment Date (30 June 2011)  50 

 

Independent Assurance Report 
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