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2 July 2004

Hon Mark Burton

Minister for State Owned Enterprises
Parfiament Buildings

Hon Dr chhael Cuﬂ 1
Minister of/F,mance
Parliament Bw{dmgs

(D
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Dear Ministers - (\i\\/<// ~

in our letter of 26 April 2004, Genesis Enaﬁgy up&atmd Mmlsters on the status
of Genesis Energy's project to commrssxon\a/naw 385MW combined cycle
gas turbine at the Huntly Power ‘Sta’clon \Slte & Hun“dy\ e‘3p ") and advised
Ministers of Genesis Energy’'s eﬁsr‘:s\to -secure. sufﬁcxbnt gas supplies for the

operation of Huntly e3p to \meet a pianmed \sommrssxomng date of 15
December 2006. \¥// RN \\\ ~

e /“\ N % )
in our letter of 24 May 20@4 Jwe oonmjngd\tha’ﬁ Genesrs Energy has entered
into a gas supply /agre mént with~8kell” Exploration Limited and Shell
(Petroleum Mn}mgi GQ ny me”ced "‘Shell”) dated 21 May 2004, for the
supply oﬁ \§’J @f//P/sho%ura gas/f@ m-years from 1 July 2007 and gas supply

ements™ WIﬂ'T?i'odd Taraﬁaiﬁ mxted and Todd_Pohokura Limited ("Todd

Energy”) dated/Zﬂ May 206 “fhe supply of  PJ of Mangahewa-McKee
and %ohékura gas for sﬁ%y ?Frém 1 January 20(2"J
s

- We no\w\vx&e to\advzse you of the decisions taken by the Board of Genesis

s f‘Powe}//J_\‘mxtedqn relaﬂén to Huntly e3p, at our Board meeting on Tuesday 29
Cding 2004, Y
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be’cwe en M)msters Hon David Cunliffe and Government officials and Genesis
E@ergg &A&nng Chairman, Keith Smith, Chief Executive, Murray Jackson and
ycraL/ Manager Finance, Mark Anderson the concept of a risk sharing

/ // igresment between the Crown and Genesis Energy was discussed and it was’

NN agreed that Government officials and Genesis Energy management should
//\ \ Sowork together to develop an appropriate risk sharing agreement. This work
\ \ ') proceeded and a risk sharing indicative term shest has been developed

// (“Indicative Term Shest™). It is understood that before being finalisad in a
formal agreement, between the Crown and Genesis Energy, the Indicative
Term Sheet may require the approval of Cabinet and in that event a decision
from Cabinet may be possible by 19 July 2004,

Since the meeting held on 6 May 2004, Genesis Energy marnagemen‘c has
also provided Government officials with an update of the investment Proposal
for Huntly e3p, being an independent report by ABN AMROC, first prepared in

"~ 802 Great South Road

w? Jof background we note that at the mesting held on 6 May 2004,
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September 2001 (“Revised investment Proposal™). Through the pr'/Q\)/ision of
that update and further supplemental information, Genesis Energy addressed

issues shareholding Ministers would expect to be answc=<e \ar\rewawnd
before a final decision to proceed with Huntly e3p is made / YN
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Genesis Energy management has also kept officials mformed\of the fxnan'“mg’

arrangements being put in place to cover the %;’tun’t}b e3p mvestmggt\and
Genesis Energy's ongoing general Corpgra\t@\/ “and workmgt\capltal
requirements. The combined funding requireme nt/of ’cbe companyto meet the
cost of commissioning e3p and absorb our\em:stmg crengt Tacxhty* is $675
million. A Revolving Cash Advances Facility- fomup to $675\mdhon to be
entered into with Westpac Banking™ Corpﬂrfdtlon "% Westpac ), requires
Genesis Energy, under section 129 of-the" Cesmpam\s\Act 1883, to seek and
obtain formal shareholder approval \f e traniacﬁmw\as it gives rise to
obligations over the term of the agreemant in excess \of half of the value of
the assets of Genesis Energy before’ /the agrae{nenit/\

//\ \L
At the meeting of th}a\Bo\ard )of Genesrs Péwe imited, held on Tuesday 29
June 2004, the Dijrect s\ge/nsxdu/reé{\the Revxsnd Investment Proposal for
7
Huntly e3p, the terms /of/f%e proposed evolvmg Cash Advances Facility, to
be entered lntwtﬁwastpag/ \wev{e/rms of the proposed risk sharing
agreement, 10 Bm/gm:ered Imo\w;th the Crown and the terms of the Engineer
. Procure ahd§C struct/\L Q\\Q/ contract and Long Term Maintenance

,’A‘grejpn/efr\’%1 CLTMA” )Qai\havevbean negotiated with Mitsubishi Corporation
- Mxtsub’ is V/IV v
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/ Dieaseﬁ/yow b° a<d\wsed” that at the meeting of the Board of Genesis Power
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Lxmlted heid @n\@g y.29 June 2004, the Directors resolved as follows:
O

\/ )~ ‘}/ In .eié’tao@o;-iunﬂy e3p, and subject to shareholding Ministers’ approval,

the( Diréctors approved the company entering into a Revolving Cash
//Q\?dvanceé Facility for up to $675 million with Westpac on substantially the
//terms advised to the Board at the mesting and recorded in an indicative

term sheet (“Facility”™) and resolved to recommend to shareholding
< < /\M

inisters that they approve the company entering into the Facility.

In relation to Huntly e3p, the Directors approved the company entering
into a risk sharing agreement with the Crown on substantially the terms,
as developed with Government officials, advised to the Board at the

meeting and recorded in the Indicative Term Sheet dated 29 June 2004,
("Crown Risk Sharing Agreement”).

Subject to shareholding Ministers approving the company entering into the
Facility, subject to shareholding Ministers, and Cabinet if necessary,
‘approving the Crown entering into the Crown Risk Sharing Agreement
with Genesis Energy and subject to sharehoiding Ministers being satisfied

-
s

all of the issues identified in Ministers' letter dated 4 December.2001, b ing /f% O
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/)tgprgc/efed to

‘that all the issues raised in their letter dated 4 December 2001 have been
answered or reviewed to their satisfaction, the Directors approved the
company issuing to-Mitsubishi a final notice to proceed with Huntb/ eBp

M
and entering into the EPC and LTMA before 15 August 2004{@0 ae@eve a

Time for Completion of 15 December 2008. N\ \ \\Q/

// NS \ e -~
On behalf of the Board of Genesis Power Limited, I reccmmend sharehoidmg
Ministers approve the company entering into a Revo\lvmg “GCash Advances
Facility for up to $875 million on substantxal}f/the\ terms adyzs'—*d 1o
Government officials and record their approval bgz way ‘of-a speozaﬂ \rc‘soiu‘mon
under section 122 of the Companies Act 1993/ Ihe forny /6F “the -special
resolution requiring shareholding Mmtsters*sxgnaturcs :S\attached to this
letter.
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With regard to Crown approvej Si\the\\proposeﬂ\CroWn Risk Sharing

Agreement and shareholding Mmtgte\Ts\ contlnumg support of the Genesis
Power Limited Board's intention to\proceed\wft Hun“ty e3p, Ministers will
note that despite delays to the projett, d/um\to ?uei 5ncertamtxes Huntly e3p
remains capable of bemg/@”mmzssxon d/by“l 5. Dej;embmr 2008. Huntly e3p is
the only major new gé}wr\at:o;\, mvestmeqt that’can be delivered to the New

~ Zealand market in the p(ext three yeam\_ \\\

IO N
Genesis Energyuha& agreed th X’erm%of ’che contracts for the construction
and ongom@\mam};gr}dnce of/Hunt&eSp consented and cleared the site at the
Huntly Powey Station reaé;h\b\r/ the construction works to begin and

Commencad \‘\che works. \qecessary to provide a heavy haulage route for the

‘cranspoYtato “of the pia\t\rg\cﬁnred for Huntly e3p from the Ports of Auckland

té\}-iunt/yﬁownrﬁtatlon In addition, Genesis Energy issued a limited notice
its @s to carry out preliminary contract works valued at $25

\K/mlljﬁm Althoug\}} tnable to issue a final notice to proceed when those works
// P\\anre comj;ﬂeied on 15 February 2004, Genesis Energy did secure a position

oAt the~

.
N
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</ F!ﬁé’lly following

tsu\b@hx factory on the gas and steam turbine production line to
aohre\ke\ 2 Time for Completion for Huntly e3p of 15 December 2006. This

oo p\e\uen/date is subject only to the execution of the contract for the full
rks sbefore 15 August 2004.

the announcements by the Pohokura Joint Venture partners

/ ﬁ\\ Jin April 2004 that they would now sell their entitlements from the Pohokura

\ 5 J

\\/’

gas field separately, Genesis Energy has entered into gas contracts with Shell
and Jodd Energy for significant tranches of gas from the Pohokura and
Mangahewa-McKee gas fields. This adds to existing gas entitlements under
contracts with NGC New Zealand Limited and Swift Energy New Zealand
Limited and to the gas contract entered into by Genesis Energy, following the
sell down of 50% of Genesis Energy’s interest in the Kupe field, for 81% of
the gas production from Kupe forﬁ }/ears with an expected start date of

2007. R0)
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Notwithstanding significant volumes of contracted gas from diversified fields

which, subject to deliveries commencing on the expected dates mean
Gﬁnﬂszs Energy /’ %

>

((/
Q\\\/ and/

in the expectation that additional gas or LNG will be broughQ o’ market~to fill
such shortfalls, then the key risk to Genesis Energy's myestm nt in H}_mﬂy
e3p remains the certainty of long term gas supplies. </Bo‘th the Kupe* and
Pohokura gas fields are unproven fields and the fields have not. cyet be@;}
daveiopnd Failure to deliver, or a delay in dehverg/gndmr any on&@fGenmsxs
Energy’s gas supply contracts following a compi tmenf tO/prooved\wmh\Hunﬂy
e3p would expose Genesis Energy to substarﬁ?a \nega’txve xmpac:ts? to its
financial position. The proposed Crown Rfsk\Shanng Agreﬁment will provide

mitigation against the financial loss mcurred \irt the &vent ot Such a gas

5 h o] I’tfaﬂ /‘/ ¢ /\\ ~ “ \\/
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Genesis Energy is continuing to workdoseiy with ! \)htsubwshx to ensure that all
necessary documentation and\ pmcmssesﬁare\\xn\\place to facilitate the
execution of the EPC and“LTMKc@ntractgand\’cha issue of a final notice to
proceed with Huntly Q/Spfbefore 15 August 2064 This timing is critical to

ensure a Time for & mplgtrdn of 15\Decamber 2008 and to prevent any
further escalation in &n/co\at/of the/mcne\:t\\

Early considerafion and/appr@veﬂ/by sh—arehoidmg Ministers is therefore critical

in the progeeQ:xmehn’e of Hum’dy(eZSp Govemment officials have indicated a |

timetable ?oxq\/yaprova!s "lca@mg\to a Cabinet decision on or about 19 July
2004, /Durmg this pe/(\x@d\\\v\vould appreciate your officials keeping Genesis

Enarg{ marfagemnnt mfo\xﬁéd of the progress of the Crown approval process.
\/

//Th\C/men Exeqin%and I would be pleased to discuss any matters arising in
/c nectxon th“nany 'of the recommendations made or approvals sought in this

er. ppr@pnate announcement with regard to Huntly e3p would be
dxscusse@ V\m\)your office after Cabinet has considered the pro;pm

N/

/Yb s \Smcnreiy

Brian Corban, QSO
Chairman

ce: Hon Pete Hodgson
Encl:  Special Resolution Approving a Major Transaction
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GENESIS POWER UMITED
(*Company ")

ECIAL %:SOLUTION APPROVING A MAJOR TRANSACTION »
_— /“ /)
/
(Section 129 of the Companies Acz‘ 1023 /( / >
<\\\ e~

e N .
A \\/ /\ \ 1‘
The Shareholders of Genasis Power Limited resoived as a/soema# resoluﬁon m\wntmg in

accordance with section 122 of the Companies Act 19‘33“35 Toliows

’/w

\\\//\ 7
To approve Genesis Power Limited enfthng Jnto a Re\/o in

Advances Facility with Westpac BankLég\CorpB/rauon for up\tb S675
miliion (“Facility”) which gives rxse(t@”o@hgamons over the term of the

Facility the value of which is moré ¢hanhah‘ ‘the’ vamﬂ “of the assets of
Genesis Power Limited before ihil:actl“tﬁ

._-
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DATED: NS

\\Hon ark Burton

/ e \\\ En ster for State Owned Enterprises
\\J /

Hon Dr. Michae\ Culien
Minister of Finance



IND!CAT!VE TERM SHEET - RISK SHARING AGREEMENT

Dated this 29 day of June 2004

7
This document is an indicative draft term sheet (‘indicative Term( Sﬁee‘t : fion™ .
to a risk shanng arrangement Detweﬂn Genesis Power lextad Q“G \?s;s .nergy ) D

Th!s lnmscaﬂve Term Shnet does/ﬂc}k
dn&,\hf

V) v
{antials ‘hegative impacts to its financial
orﬁéﬁ«eventua’ce following a decision to

posmon that wouid resu)sho id Ks
ne g5/\t fefore smeks o ob ain financial assistance

construct Huntly e3p ‘GEneszl
(2s revenue, with /no obL

Crown thre tpef s‘i<|nsu lcsent Gas to meet lts exzstmg Gas requxrements and new

N 1)
\/ C}Qwh ~ ) The Crown (the “Crown”)
/ \\\\/
(\ngess Energy: Genesis Power Limited (‘Genesis Energy”)
~\
J///\A\\\\\,
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WO ;
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B. BACKGROUND

The Project: Genesis Energy is considering committing to the construction and

commissioning of a 385MW combined cycle gas turbine at ifs
Huntly site ("Huntly e3p”).



Genesis Energy has expressed concern to. the Crown that the
financial viability of Huntly e3p may be undermined by uncertainties
over the iong-term Gas supply due to possible Gas su shortfaﬂs
in certain vears and Genesis Energy's exﬁas/ure" ; g
significant quantities of Cas from Gas fldld&’that»\have
produced any Gas (see schedule 2).

Genesis Energy has already mcurred ﬂx g it
at 30 April 2004) by way of !ssumg\a\l

Mitsubishi Corporation to carry out ce
design works carrymg out site €l

Site Gnnes:s\Energy has
indicated that rt lS not preparad i

*ﬁetxce to proceed

enter] to supply arrangements with
\_u\tx e\Gas fields.

need: ’ e\t

anng anc{ \nd t’jacur(ent\and prolected electricity supply and
b‘éfa, e, the G OWr\wxshes to support Genesis Energy fo
t <ur?ty é&p project despite uncertainties in Gas

estpac Banking Corporation (“Westipac”), as arrangnr and
\\und\grwnter for the funding of its general corporate purposes,

‘ingluding the construction of Huntly e3p. This facility (the “Huntly
~ e3p Facility”) is subject to the following conditions precedent:

f~ ~—

< v?czjw(‘e?
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C. DISTRIBUTION POLICY

Distribution Policy: The Crown acknowledges that the, Dn\e orsof G nesrs '-Fnergy may
: (pursuant {o their Compames Act 1953 obhga, S, a} /any time,

level of distributions payab e ic
acknowledges that due jo\the const ctlonro Hu\ly e3p the Board

5 \\é/
W ereJc@ amount of Gas Genesis Energy receives in any Seml-

’@esz& nergy may on a semi-annual basis ca!l upon the Crown

\\y Lismﬁg an invoice.

Gefnesns Energy will not make a call upon the Crown in a Semi
N ~yAnnual Period where the amount payable by the Crown would be

/ /) / (\ \ fess than( ] g‘?(ﬂ(k)(*é

\\/ e \ AN /\/ -
AN \&7 \
£ <\// IF\\‘:\/ \ \> ’
\\_\ Cc/;mmence/r\n\ént Term The Agreement will commence upon the satisfaction of the
~ ang\i%e\j‘ease conditions precedent and will continue in force until the earlier of:
/ e % .
) /\'V/Q' “\'{‘;‘3"5 (@) Where Genesis Energy enters into Gas supply contracts
//) \\\ [‘(
<\</<> W [
AN :
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(b) the Huntly e3p Facility or any successor agreements on
substantially the same terms expires; or

(c) the date ten (10) years from the date Huntly e3p is
compieted,

(such period being the “Term").

$qa) (i)
| £



Conditions Precedent: The Agreement will be subject to and conditional upon:

Contracted Gas:

Maximum Semi-
Annual Payment
Amount:

Shortfall Gas:

4
e

(a) Genesis Energy executing the Huntly e

Facility, EP.
LTMA contracts: and

(b) Satisfaction of all conditions pr
Huntly e3p Facility, EPC and L

As at the date of this Indicative, Term™
the Gas supply contracts f m‘@e isting
set out in Schedule 2;

roposed risk sharing agreement, so that it can independently
raanage its financiers and cost of financiers, and interest rate
hedging profile.

The Maximum Semi-Annual Payment Amount { ‘
‘over the term of the Agreement as gq@.}(b}(ﬁ)

the Huntly e3p Facility has Been arranged to cover Genesis-

Energy's corporate requirements{ : !

The Huntly e3p Facility term expires in 2009, though it may beé

extended or refinanced on substantially the same terms or on

maturity on different terms from sources such as capital markets,

other banks, or alternative funding sources.

Shortfall Gas will occur where a negative quantity is determined by
subtracting half of the Base Case amount from the actual amount of.
Gas supplied in the relevant Semi-Annual Period.

‘ Projected Shortfall Gas is set out in Schedule 2 and will be updated
every guarter following the commencemeant of the Term.

Shortfall Gas must not exceed 18P in any Semi-Annual Period.



Maximum Potential The Crown’s maximum potential obligation under the Agreement
Obligation: will be‘ melhon calculated overthe 10 year period as foll WS

£

10 * (Maximum Semi-Annual Payment Amount * 2)

capitalised mterest maintenance and fuel
at Schedule 3 and is likely to be $509.9 m

Excluded Gas:

Huntly e3p; Gas transmissi ;

Resource Management Y £

to rup for economic rea d '7(2‘) (B)(")
“\“Excluded Ga

The amount of

‘pursuant to thzsﬁa

Excluded Gas in

LD Payment:

PETNOIL
ERTENE)

J

Obligation to mitigate ~ Genesis Energy must use reasonable endeavours to minimise the
Shortfall Gas: volume of Shortfall Gas by pursuing and securing Gas supplies to
minimise the amount of Shortfall Gas provided that Genesis Energy
will not be required to purchase Gas where the price and available
volumes of such Gas would result in the unprofitable operation of
Huntly e3p. Huntly e3p will be considered to be unprofitable where

the costs of running Huntly e3p (including Gas and other costs)
exceed the expected revenues.

Semi-Annual Payment  The Semi-Annual Payment Amount in any Semi-Annual Period:

Amount: .
C Te %)M W)

!

For the avoidance of doubt no aliowance has been made for “overs
and unders” between Semi-Annual Periods. Gas cannot be stored

and Huntly €3p cannot use more than 10PJ in any Semi-Annual
Period.



N
&\V/> N ) set out in Schedule 2; and
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L%\ )y Governing Law: Laws of New Zealand.

Péyment:

Taxes:

E. GENERAL:

Warranties:

Undertakings:

E erg%/

\
)Nau!d use all reasonable endeavours {o obtain
\pewer genera’uon purposes during the

Efance) during the Term in relation to:

‘ \\/ a) its progress fowards procuring additional Gas supplies for
power generation at Huntly e3p including the Gas volumes

w /\y (b) the Kupe Joint Ventures' progress in developing and

producing Gas from the Kupe oil and gas field; and

i g/\/ AN (c) any other matter relevant to the Agreement.

\\
\%/ﬂer ate Terms: The Agreement will contain the normal range of boilerplate terms.

[ep)

Term of this




Schedulie 1: Definitions

Note: Not all capitalised terms used in this term shest are defined in this Sg adule
Some are defined within the clauses of this term sheet. Where a term is not defined,.i )
will bear its generally accepted or recognised meanmg or may b /}éte( d i

Ag resment.
Base Case:
EPC Engineering Procure,

means 10"

RN N2 joules where one joule equals the work done by a
/) WV RN\, force of one newton displaced through a distance of one metre.
ARt
/,\\:\///\) <\ \\\\ e
(L IO
AN < Semi-Annu@ Period: means the period from the 1% day of July to ’the 31% day of
NS \\¥ / December and the 1% day of January to the 30™ day of June in
9 N the same calendar year.
'/\\\</ // \/
e \<\
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Scheduie 2: Base Case Gas Schedule

Actual gas usage may vary from indicative £90) (b) (;‘5%

59y ka ()
.90

This table is basad on the best information available as at the date of this indicative Term Sheel. 2 b)

Notwithstanding the annual quantities set ouf above it is importani to note that the delivery

profiles of all of Genesis Energy’s gas confracts are expressed in TJ/day. If gas is not delivered

-on a particular day it would not necessarily be made up at a later date. Further, Genesis

Schedule covers 11 years (as first and last period are partially covered)

é
g
é_‘




Energy’s Base Case requirements for gas are based on a constant daily delivery profile but are
expressad as an annual figure for the purposes of this Schedule.

Projected Shortfall Gas does not take into account failure to deliver contracted sources of gas.




Schedule 3: Huntly e3p Cest Schedule
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Genesis Energy (Owner costs) is based on actual costs incurred to date, tendered prices and

" best estimates. The foliowing is a more detailed breakdown:

11



‘CAB 100/2002/1

Consultation on Cabinet and Cabinet

Committee Submissions

Certification by Department

Departments consulted: The attached submission has implications for the following dep

a?ments whose v1ewg’have
been sought and are accurately reflected in the submission:

/ /\\ \\

N
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mformed:

Signature Name,(Tltie \Derpartment Y ~ Date
Sz} Lrme - 5},5‘@; o "“}R\iw"‘ F“\\ﬁ\’\ﬂu&» Té““; T 4 ARy 5&%1 16k
AR\ SR

\\
. ) /\
/> N Ceﬁiflcatlonﬁy Niinister

Ministers should be prepared to<updéte ar}& mphfy t%he z?dvzlce)oelow when the submission is dlscussed at
Cabinet/Cabinet comnn‘ctee/TEe ﬁﬁach ad subrmsswn“\l/ /

Consultation at /D /dg,not necdé&nstﬂtanon with other Ministers
Ministerial level \E>\Tqas bce{a{hc \}Jéc? of consultation with the Minister of Finance
< g \ [r equﬂeﬂfs?aﬂsubnnsszons seeking new funding]
P N

~ ?" has bee&ﬁh\u’m ect of consultation with the following Minister(s)
A .

/)\\\// \.\7 B e e,

C})@@im\}iﬁn Q A b /does not need consultation with the government caucuses

L AT SN e subject of ion wi i
<\§’0)’9@m5m NS has been or will be [specify which] the subject of consultation with the following
MPs .y g government caucuses:

3
\/ ol .//
OO
DN — O Labour caucus
L > \\
SN S 4
// AN ’b 0 Progressive Coalition caucus
< S
,/ Gen: ulfatlon at O does not need consultation at parliamentary level
IS p Ty
L \Parhamantary . , . . . . ;
\i\?&l O has been or will be [specify which] the subject of consultation with the following other
‘ parties represented in Parliament:
t
Signature Portfolio
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Most submissions to Cabinet and Cabinet committees are relevant to departments other than the initating
department. It is important for the quality of decision making that all interested departments are invélved in

developing a submission. Departments should consider the schedule of interests of all departments in chapter
11 of the Cabinet Office Step by Step Guide for every submission for which they are responsible. Particular
attention should be paid to the need to consult the. aepartments listed below, which have a broad “horizontal

responsibility”.

/ /

' Vo
The Cabinet Office will I‘Q} ect submissions if the necessary consultatlon doesmot appeﬁl t@/hzrve/\taken place

N

Depariment

Crown Law Office

Ministry of Consumer Affairs

Ministry of Foreign Affairs and Trade

All proposals havmg\unp’l/lcatlons <ferr\1\ ewW Zealand‘s external relations,
trade pohc;/and mxematlonal 1eg2ﬂ\obhgauons

Ministry for the Environment

N
All propos‘alshasmg swmﬁ?:ant envn onmental implications

Ministry of Maori Development
(Te Puni Kokiri)

2

<

All prc})&sa%s )mth unphc@fms f@r Maon as individuals, communities
omnbal groupmos w1th patticular focus on reducing inequalities, and
'[rea‘;y lof Waltangl ;ssue\>\/

N\,

Ministry of Pacific Island Affai
/Q \

%
N~

—— —
Avaroposa’lg wﬂ:h unphcatlons for Pacific peoples as individuals and
commumﬂss mth/pamcular focus on closing the gaps issues

Parliamentary Counsel Ofﬁc\/

\\\/

Prgpesa}s (fcu legislation or amendments to legislation .

Department of Prime Mm&s}e

Cabinet
\97/>

A p&l%g\aroposals which are likely to have implications for the
go%inn{ent as a whole, or for the coordination of the activities of two
oranote departments

Ministry @/i\Rnsea}chxémence/\&d
Techno’ief Dy O~ \/

\\/ v \\ \§\ -

A

NS
| All proposals having implications for science policy or funding, or

which might be significantly influenced by scientific or technological
input '

3emoréxtlzens Unﬁ,\/MmW of
Somal \Pohcy (

All matters relating to the well-being of older people

Statv Servwﬁx@;rmssmn All proposals with an impact on organisational structures, Chief
YO Executive accountability or departmental performance specification
x / and industrial relations in the state services
Theé reasury All proposals having economic, financial or fiscal (expenditure or
. \\ )

revenue) implications

- ]\\wifg@i/smr of Women's Affairs

All proposals that relate to the economiic and social status of wornen,
especially Maori women

Ministry of Youth Affairs

All proposals dealing with issues of concern to 12-25 year olds




Office of the Minister for State Owned Enterprises
Office of the Minister of Finance

COMMERCIAL SENSITIVE

14 July 2004

MEMORANDUM FOR CABINET

Introduction

1. Genesis Power (Genesis) has a é shareho] inisters about a way forward

for commissioning e3p, a : 3 Combim@% cle Gas Turbine at Huntly, by
December 2006. e3p is a natighally signific er station from the perspective of

medium term security flgatricity sugm/@e are no other power stations of the
same size at such Q\; ced sta%@evelopment. in addition, the market is
expecting e3p to SEToN '
p g | P 10D s

2. While this ma S areho@ e/ it does have significant policy implications, so
shareholding \Miri t/ers ar roaching Cabinet to seek delegated authority to
negotiateWsis, ini@xh tion with the Minister of Energy, to ensure that e3p
can bepui i b %ﬁf\

e, 0 e risks associated with it can be managed and shared
bet eé e ompan&%

e Crown in an appropriate manner.

O Kee a hOkura gas, the Genesis Board and its financiers (Westpac) still
consi herei$ insufficient certainty around the gas supply arrangements for Genesis

to i;to it 19 building and financing e3p. This uncertainty arises from two sources;

Fr &\'\/ V
) ite hiviﬁ@acez a number of long-term gas confracts for Kupe, Mangahewa,

acted gas might not be delivered because the Pohokura and Kupe gas are
roven fields currently in operation, and secondly post{ } Genesis does not have

e3p is acceptable, it requests that the Crown enter into a risk sharing arrangement with
Genesis regarding the gas supply risk well before 15 August 2004 to enable Genesis to
contract with Mitsubishi to complete the final stage of building the power station on
schedule™. If the 15 August 2004 deadline is missed, it is not clear when e3p can be

built, as Genesis will lcse its pesition in the worldwide queue for building similar power
stations.

_ £ .
~sufficient contracted gas. sq)b)(s)
U . L Sge(ba()
@ For Genesis and its financiers to be satisfied that the risk associated With committing to

* Genesis is not seeking equity from shareholders to finance e3p as this would still not resolve to its

satisfaction the risk to the Company arising from building e3p, unless a risk sharing agreement in
place. ‘



Policy implications

~—

5. We consider that the main issues facing the Government include:

+ Security of Supply: Energy security of supply analysis to date suggests that e3
desirable for medium-term energy security, but not strictly nxessary as there’ar°
number of alternative ways that security could be achxevecf it & e/ P, is not Bail by
December 2006. However, e3p is considered at this pomt\m\tlme 16 oﬁe@e ;‘nosf
secure route to meeting the nation’s energy needs, and ﬁa/markét is axpectmg e3p
to proceed. Crucially, while the gas outlook for the oountry\and Genesrs\s\ai/some

risk, it is not sufficiently at risk to rule out the burfdmg\of another CCGLF from a
national secunty of supply parspectlve /\ ~ <:\ \

\

generators to bund new baseload™ ger(me?’moy pants, \an\outcomn that the

Government would wish to avoid for combetliwe neutrahty as well as security of

TN O
supply. (< O\ W S :

e Commercial and ownershlp a/ccsmarsione of. the Governments SOE policy is
that shareholding Ministers genecaﬂy @rﬂy suppoﬁ\pl%posals from SOEs that have
strong commercial merits and’ are rela’uvely Jow r:sk\/Key tests are that Boards are
willing to recommend to@waréh@léﬁng me‘sters\ that proposals, on a stand alone
basis, are in the commerc‘a\mternstéo&th@@ompany and financiers like banks
are willing to risk /t‘nelr ~own caplta%on aﬁorqec’t without legal recourse to the
shareholder. The/fact\that a risk sﬁarmgax;rangemmnt is required before Genesis or

Py NS Y
Westpac can cm;mxt\to e3p Js/a\ clear. indication that the proposals carries more
risk than shareho{dmg Mlmsters aFE)usually willing to countenance. Nevertheless,

leaving thé/gasﬁnzertamt{& aslde/)ha business case appears adequate subject to
some s\andard/céveats\
e

Fuscaknsk The nskfhafmg\a’rrangnment creates a number of potentially significant
ﬂéﬁamsks for the@row\fGenesxs cannot access gas beyond its proven contracts,

\tﬁ/ gﬁas compame\c not meet contracted obligations. However, these extreme
/\ . ns are als"s\very remote as it is extremely unlikely that the new gas fields are
/ “devoid of- gas\ and/new gas fields will not be found or an LNG® facility is built to
{ \mee

<

t shortt \m the gas market. Of greater concern is that currently under
N\ g g Y
///; \\/ Genvsms praposnd risk sharing arrangement the Crown bears too great a share of
L0 sr"’iTeNﬁss> unlikely gas risks. As a result, to avoid poor ouicomes there are a
\\<> - \nu‘mbar jof issues and principles that we need satisfaction on before we could enter
/\\mt@ afisk sharing arrangement including:’

As e3p is intended 1o be baseload plant it falls. outside the jurisdiction of the Energy Commission,
whxch is required to ensure that there is sufficient reserve piant to meet a 1in 60 dry year.

quunned Natural Gas (LNG) is manufactured from natural gas. Gas is cooled so that it condenses
to & liquid state. This reduces the volume to 1/600th of original, enabling it to be transported via ship
to a destination with a regasification plant, where it can be re-heated to restore it to its gadseous state
and distributed through the existing natural gas pipe networks. New Zealand does not currently have
infrastructure to support LNG. Genesis and Contact Energy announced in October 2003 that they

were initiating a joint study to investigate the feasibility of developing an LNG receiving facility in New
Zealand.



» transferring the minimum level of risk fo the Crown such that the Board has
sufficient comfort to be able to recommend that proceeding with e3p is in
Genesis’ commercial interest- Minimum risk fransfer is to ensure that Genesis
retains very strong incentives to avoid problems in the first instance, purchase
gas beyond existing contracts when needed, and to mmtmzsn the potemxal

-adverse impacts of the risk sharing arrangcmcnt on gene;auon mvc/'sfment
more broadly. &/ > S 2NN
\/
avoiding risk transference with respect to non: duhve "~ on eXISz‘mg \gas
contracts- the risk around delivery on existing gaS/ CQritrac’ts is in- the. rea}m of

normal commercial risks for which SOEs are gezr)nrany eX/pnctnd to\b;:—:/aT

A4

» avozdmg risk transference with respoz(\ “fo the gas._ s\ugply “for existing
requirements — while the Government may be prepared to tons&!or sharing the
gas supply risk for e3p, we are rﬂlucian’t to share gasrsupp]‘y risk for existing -
uses resulting in de facto financial support fO/OthQRnOH eSp use-of gas.

/\\\/

ST
¢ Timing and Process: Because Ge/nes1s proposal has\a short time frame for which
to be resolved, we suggest thaf\ shareho!dmg it ms‘tnrs in consultation with the
Minister of Energy, have poyyer t@:ac\t/on behah‘" of\Cabmet {o seek and execute a

risk sharing arrangement that\has a5better/aﬂocat19nwof risk between the parties has
sought above. \\\ N “ >

\\\\\
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Conclusion 4 L/ \\‘v

8. Genesis has provm{ed/\iheVGoverrﬁ{eﬁt with the opportunity to consider a proposal to
build a natlonéuy/s\tgr@cant power sta‘uon “from the perspeciive of security supply. The
proposal may {)mwde/sxgmfjcanfgﬂatlonal benefits, but there are also other broader
policy lm;ylca’ueng;to be cmm ered While there are good security of supply reasons
why the Goverameént iwvzsh 1o support e3p, which override .normal SOE policy
conSIderatrohs/\%hxs sh@u?d\not be achieved at any cost. To this end, we expect
GeQes;s?to consider ha’c\cmncessmns it can make, and what are the constraints to
domg\sc:{/such/that Ministers can assess the merits of the arguments to arrive a

)\m\utual /y accepfable p@smon
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Recommendations
7. Shareholding Ministers recommend to Cabinet that:

a note that Genesis Energy (Genesis) has approached shareholding Ministers about a
way forward for commissioning e3p, a 385 MW Combined Cycle Gas Turbine at
Huntly, by December 2006;

o

note that while e3p has potenﬁany significant national benefit§ ¥ £ per/s@tive@f
security supply, the risk sharing arrangement that Genes }aQ» :

e%: L ) seek
before they can commit to build it has significant po’Iicy&@ns, an \ %&;V
¥y {)(.'") .
c agree that Cabinet provide shareholding Ministers delegated authority to negotiate with 5.9eX;)
Genesis and execute, in consultation with th

inister of Ens\*\, a ‘fisk sharing
arrangement such that e3p can be built on tipng, o if th %’@ks#assodated with it
can be managed and shared between the any>and t( @q\m@in an appropriate
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Dear Brian | w : <\/\

| N
SHAREHOLD R SU/P@R E3PR <O

Thank you for youa}ﬁﬁa{ of 2 JukyﬁO@ which you propese a way forward for
commissioning a\&fp/a\SB MW ( nﬂ{j/Cyciﬁ Gas Turbine at Huntly, by December
2006. fror tl/*us’t m@u; you requrre the Crown to enter into a risk sharing arrangement
with Ganaszsxgr’?’wﬂeen%&sﬁ bi\ts August 2004 on substantially the same terms as

léza!sx erH five Term Sheet dated 28 June 2004. Together with
a sh Jvesolu’non\r T\\a Jrajor financing transaction, Genesis would be able to

cﬁ \/h/l\/utsublshx for'thie completion of the power station on schedule.
Sp

ve//gavm mpiac { number of iong term gas contracts for Kupe, Mangahawa,
oK?ee an Pg\?{D ura gas, we understand that the Board and-your ﬁnancimrs
Wesrpab)\sﬂi sider there is insufficient certainty around the gas supply
varrange T Ganess 1o commit o building and financing £3g. However, if the
Crawn \gvs h° contemplatad risk sharing arrangement covering Genesis long-isrm

g fu%yf ese-concermns-will-be salisfied-We-understand-that-the.gas-risk.of concemn .. ...
*an m

two sources; firstly contracted gas might not be delivered because the

ura and Kupe gas are not proven fields currently in operation, and secondly post
' you do not have sufficient contracted gas.

.\O{’I

At the outsat, we would like to thank you for providing the Government with the '
opportunity to consider a proposal {o support a nationally significant power stafion with

significant supply security implications. Your proposal m-'-‘ﬂ*s serious consideration, but
raises some significant issues.

A cornersione of the Governmeant's SOE poiicy is that shareholding Minisiars gensrally
only support proposals from SO=s that have strong commercial meriis and are
reiatively low risk. Key tests are that Boards are wiliing to recommend o sharsholding
Ministers that propesais, on a stand alone basis, are in the commercial interasts of the

Company, and financiers like banks are willing to risk their own capital on a Drogect
without legal recourse {o the shareholder.



7 @)
190

AP
The fact that a risk sharing arrangement is required b=rore Genesis or { ican

commit 1o e3p is a ciear indication that the proposal carries more risk than
shareholding Ministers are usually wiling to countenance. Howaver, in this particular
situation there are other energy security of supply reasons why the Government may

wish 1o support 3z, which ovnmdn normal SOE policy considerations, but not at any
cost.

‘ -
/x/“ . \\ N

We appreciate that the Indicative Term Sneet dated 29 June 2004\@&0*‘5/}19 apps’m
of the Board and financiers to bear risk. Howevar, we consxdcr/’chare area number- om;
issues and principles that we need satisfaction on before wi wom@ omar m‘tsan\ —/ /
arrangement such that we can be confident that there is an/appropnatﬂ aliocénorbof
risk between the pariies regarding e3p. SO <\

Given the complexity of the arrangnmants we copsite &pzeferable\tckpre}dn an
indication of some high level principles that if az{b/red yshoul ﬁnIVeT\the outcomes

the Government is seeking. In particular, Ouieemw tn Govgnt wants to achieve
are that:

srpply issues itself by

eeking o purchase gas sﬂpgy\bayond exxstn*\x fracts as needed; and

¢ that any risk sharing arrangeman with G DSI oes not deter investment in
goneratton by other mark.igeﬁxmpants

The principles include Q <\§

© rrar»sremng munum inv lo r'sk to the Crown such that the Board hias
sufficient éﬁfufoﬁ‘\ta be abie'to recor mand that proceeding with e3p is in the
comm/erc:ahﬁérész‘ of<G/eQ s — We undersiand why Genesis desires the Crown
o snareimc—; of i prg\sabgss but very costly gas constraints, but do not
cczﬁsxd itis p\z}‘ sary>for the Crown to bsar such a large proportion of the

<r:§K/§.s sociated wi a}l but more likely gas constraints (or other problems). In
dth\éfr/j)rds Genosz&shouid bear the consequences for anything but material

© Gcnams retains strong i mcen\ &Yﬂfsolva amy@

\/9{) avaidin%ansfﬂrenm with respact to non-delivery on ax:srmg gas contracts

8 - tb,:>ms argund deiivery on the contracts that you entered into for Kupe,

Mangaha 2, McKee and Pohokura gas are in the reaim of normal commercial

//\\\r@(s which 'you considered when agreeing on price and liquidated damage
O BrnsT M

/7 gt Moreover, for the period Up tof  }, when thé fields ars most at ik of - =7 (b))
ﬁ‘\ﬁ/ defay, Genesis has a significant excess of contracted gas as a bufier agamst S ?{2)/54)(}7
AN

5\ hon- delivery.
<

avoiding risk transference with respect to the gas supply for exisiing ,
requirements — while the Government is prepared to consider sharing the gas
supply risk for e3p, we are reluctant to share gas supply risk for existing uses.
We acknowiedge that Genesis is free to choose where it uses its gas, but it is
undesirable for the Crown fo enter into an arrangemant whereby it may and up
compensating Genesis for gas that couid have been used at 3p, but you chooss
10 use it elsewhare. For example, in the vbtxmates for existing requiremeants in the
base case 1o the risk sharing arrangement, considerable growth is built into the
forecast nesds for retall gas saies, and gane aﬁo.n gas inciudes existing Huntly
and P40, the latier being a less sfficient user of gas than e3p. Not differentiating
‘betwesn where the gas is usad wouid mean that the Government could be
providing de facto financial support {o other non-23p use of gas.



A principled approach over a prescriptive one should provide some flexibility in
achieving the outcomes. To this end, we expect Genesis to enter into discussions with
officials about how it can satisfy these principles, and if not why not in some detail.

Subject to the matiers covered in the risk sharing arrangement, we concur with
Genesis that the business case for e3p looks robust, and you have broadly met the
conditions attached to our 2001 letter of support. However, for the aveidance of doubt,
we wouid like to reiterate our expectation that the conditions of ouxgs/gxﬁ)gort in 200}

- remain valid. in particular, we continue to expect Genesis to seiagif\téohy@bgy gpjoné\Q
that do not jeopardise plant reliability, to seek appropriate co@:g/c’tu\ab%ﬁedies for
non-performance from e3p's contractors and fo report reg}ﬂéﬁy\gq p‘rﬁgre(ss&!aﬁ\vejm
budgets and fimetabies/milestones as part of Genesis’ regular quarterly reports 10

sharehoiders. AN "

\
N
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. B AG/R e .
Lastly we are pieased that, subject to the negotialion-ora.more appr ie risk sharing

arrangement incorporating the principles ouﬂigeé abovg we ha&?iﬁpx(ad subsiantially
closer 1o concluding the shareholder consx/JLt.at\er\vgccﬁ;ess on i\e’Sp./\\N/}e ﬁope that with
good will and common sense we can domgfo\some/mu’/tuéﬂy\aehep’table position and

execute the necessary legal documentatibn\\\pvrjb} to 15§A®g§\2004.
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Yours sincerely
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Hon Mark Burton- N Hon Dr Michasl Culien
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Minister for State Owned Enterprises Minister of Finance
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Chief Exgcutive Officer

;,/’;Qéhﬁsii‘s&\i}?ower Limited

- Maureen Shaddick

*General Counsel
Genesis Power Limited




