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On 18 July 2004 Cabinet /authgnsed shareholdmg Ministers, in consultation
with the Minister of Energy;. ‘to\negot.ate a risk “sharing agreement that would
enable Genesis Powar\(Geneszs) tor \commtssmn e3p, a 385MW Combined
' Cycle Gas Turblne at\HunﬂyJoy E)ecamber;ZOOG [CAB Min (04) 23/12 refers].
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1.

Delegated auth;miy Was gran’téd on/ ﬂ'xe basis that a risk sharing agreement
would only be entered into if the: ns\(s associated with it can be managed and
shared be’tween\the Company and the Crown in an appropriate manner.
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3. Cabmet\also noted\that\

e3p wouid be a natlonaliy sxgmﬁcant power s;atlon

Of eiec’mcxty supply

4 &\Cabmct mvxted sharehoidmg Ministers to report back to the Cabinet Policy
‘;Commtttee erL the outcome of the negations as soon as they had been

.~ completed. - “This paper consfitutes that report back, and also seeks an

=ltefa+'on tc the delegation under which Ministers operate.

R:sk Sharmg Agreement

, 5.;;~-Smce receiving instruction from Cabinet, officials have been in negotiations

with Genesis to achieve a risk sharing agreement that provides Genesis with
the minimum level of support to enable it to commit to e3p. Ministers consider
that this outcome will shortly be achieved and will this week, subject to Cabinet
authorisation, execute a deed committing the Crown fo a formal risk sharing

agreement that results in the Crown assuming a portion of the gas risk
associated with building e3p.

. The Crown's negotiating position has been informed by a set of principles and

Ministers consider that these core principies will be addressed in the
agreement by:



> transferring the minimum level of risk to the Crown such that the Board has
sufficient comfort to be able to recommend that proceeding with e3p is in
Genesis’ commercial interest — Genesis has conceded on a number of
points which substantially increase its exposure to potential gas shortfalls in
the medium-to-longer-term. Despite these concessions, the Genesis Board

has reconfirmed to Ministers that the risk sharing agreement is sufficient for
it to commit to building e3p.
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> avoiding risk transference with respect to non-delivery, fonex;stlng conffacts—
Genesis has agreed to reviews that will allow t;oth “parties to /remsﬁ the
status of Genesis’ gas supply contracts, and to a/ssbss the rzsks mherent in
the contracts fo determine whether the contracts are suffi men eftam fo
have the status of being proven. There is provrsmn in the, nsigsharmg
agreement for the Genesis to bear all nanoaehvery risk from those sources
that are considered proven by both pa;tl_,SV/\/ A\\‘\/
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> avoiding risk transference with esped/% the gas, suppiy for existing
requirements - the agreement\\reeogmsns\ G\ene/szs core existing
commiitments to its gas retall\gnd gas fueued\enargy customers as well as
providing for a minimum levei@ .gas throughput at Huntly to enable coal
fired generation fo operate\mére eﬁacttvely\thr&lgh a mix of fuels. However
the Agreement allows. " oniy a m\mmhm _level of existing demand to be
recognised, which— has the efi,.ct\‘eT* \'\sunng that maximum incenfive
remains with Ge/ne\sns to secure/addmanal gas supplies.
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7. Ministers conSlder /that the agreemant when concluded, will satxsfy these
broad crxtersa,and/prowdﬂs jUSt senough’ for Genesis to commit to building
e3p. ln tha{mspect Mlmsiers are satisfied that the overall risk transfer to the

/,

Delegaﬁo nxamendme n\ ffj,,»
8, Although Geneszs/ongmally approached shareholding Ministers to enter into
,ﬂjjjthls risk. shamng agreement, the government's interest in the propoesition is
- froma wndar energy perspective. On strict commercial grounds, officials have

advised. Mmzsters that they would not support e3p because of the commercial

. risks mvo!ved From a sharehoidmg perspective, Ministers agree with this
, y?"\perspectlve However, officials have also advised that e3p proceeding is
< 'j')>d€$1rabl== from an energy perspective. On this basis, we consider that it more
_.appropriate that the Minister of Finance and the Minister of Energy enter into
“the risk sharing agreement on behalf of the government. The Minister of State

Owned Enterprises concurs with this decision. Approval is therefore sought to
amend the delegation.




Industry comment

9. Despite the commercially sensitive nature of the agreement other industry
participants are aware of the propesal and have expressed some concern that
the government is entering into such an arrangement with Genesis. Some of
the concerns raised by industry are premised on inaccurate information
regarding the financing arrangements for e3p. Ministers-are constrained in
what they can say on points of detail given the commemﬁé}i@s,snsitive://n‘éjtu\re
of the information. .
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10.In undertaking discussions with Genesis, the go/ye\rnmgnt has’ b@gn\wnndful
- . et - . N s

that any agreement does not deter investment In ,gelqeratlon by otlyer market
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participants. The agreement with Genesis represents a\\&Qe-qff and is a

response to the uncertainty created by tbef»e?ﬂifgr than <e\\xp3@d depletion of

Maui gas and the fact that alternatiygafs/dur\t;es have_yet to be confirmed.

Entering into the agreement recognises ‘the need Lor decisions around
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investment before full commerc;aj/c;\ertamty"of gassupgly/can be achieved.
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11.The Minister of Financéﬁana\;m\i\/iste/n\éf\:E\néxr;gy will make an announcement

regarding government support f/g[f;\é\gjp}"'fpﬂowing finalisation of necessary
documentation and/Genesis Energy's-announcement of a decision to proceed.
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Recommendations .
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12. Ministers ‘recommend that(
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a) ﬁ,»jj>nc‘5’t\e\‘:itﬁ§t ne\g\éﬁ\é@‘ﬁﬁg;\?}ith Genesis Energy are progressing well and the
"_risk sharing agreement that provides Genesis with the minimum level of
“‘support will enable it to commit to e3p.

N

'/noté‘;;ch;\a&;;tﬁé government's interest in the proposition is from a wider
energy perspective.

“/V"i\'::e’s;cmd the delegation provided in CAB Min (04) 23/12 that authorised
- ghareholding Ministers to enter into the risk sharing agreement with
-_»Genesis Energy; |

: d) authorise the Minister of Finance and the Minister of Energy to:

« conclude negotiations with Genesis Energy;

» provided the risks associated with the agreement are managed and
shared betwsen Genesis and the Crown in an appropriate manner,

enter into the risk sharing agreement before 15 August 2004, which will
allow e3P fo be built on time.



