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12 August 2004 SE-2-7-1

Treasury Report: Genesis Power Limited (Genesis) and Amendments
to the Risk Sharing Agreement for e3p

S e
Executive Summary and Purpese of Report RES74 e \\

\\ N \\ = \// ~ ’ /)\/ ‘\/
. .. D S Y
On 18 July 2004 Cabinet authorised shareholding Ministers, rr}cm*;j.u»liaflon with the Mnl/mster

of Energy, to negotiate with Genesis to enter into a risk sh,a/rirjg\ar\‘ranéemeﬁt\\mé\t@”ﬁl’allow
e3p’ to be built by December 2006. On 9 August 2004 the @élejga\ted) authoerW/‘a@changed
to the Ministers of Finance and Energy to reflect that the-orientation of the policy was taking
a wider energy perspective regarding certainty of inve‘sftﬁgént\ in a period oftransition to new

.

gas sources. However, in both instances this wgs}caﬁ\’djﬁon’al qpi?i\e‘?x‘szksfassociated with
the arrangement being appropriately shared betvvfe’:e/r’gﬁthg\@rowry"e‘\:rﬁ“ci\@gé\nesis (CAB Min (04)
23/12 and CAB (04) 26/21 refer). NN sl )

A RN o

< ) () . ‘\;\v
In"the attached letter of 3 August ZOOQ\iGe:neJ/si’s has{wﬁttga?x\%b shareholding Ministers
proposing amendments to the risk sha’r‘rrlgkff'ﬁéﬁ/geme\ﬁgio\Be\executed by 15 August 2004
so that Genesis can contract with ﬂ\flﬁsu@hf on_schedule” The revised proposal follows
discussions between Genesis and officials® prométe\?{@y\ ‘shareholding Ministers letter of 19
July 2004 (T2004/1274 refers). The-letter soﬁg@ﬁtq@a(mend Genesig’ initial proposal to
enhance incentives for Gengsis. to Fésolv/e’}ﬁofeﬁﬁa%” gas supply problems, and to avoid

industry concerns arising/fr/o’r/n the arrangém/eﬁtﬁ,?\wﬁfch could deter investment in generation
by other market participants, .~/ >

<\\\ //// //\\/ ‘1' { "\1 \E S
Subsequent to 3 August 2004, officials-and Genesis have further refined the proposal in
drafting of the attached ‘Deed Relating o Risk Sharing Arrangements for Huntly e3p 385
MW Power Station” (the Deed): >, :

p

S S

This report examines the ratio \g‘l;e for the Crown entering into the Deed to ensure e3p can
be built on schedule, considers-key features of it, outlines changes to the proposal since 19
July2004, and comments on whether the Deed achieves Ministers’ aims.

e’

"
AR

;ifif\ﬁe('ﬁ/e/xs;é/ger}gré{féii@e#é’tétion that e3p is the next most logical significant generation project,
“- and ifitis delayed or cancelled it would be an unwelcome surprise with adverse implications
~ forthe capability-of the industry to build generation in a timely way to meet growing electricity

\ ;:demand\év‘er the medium term. From an energy policy perspective officials consider that e3p

proceedingji‘é‘id’esirable (but not essential from a security of supply perspective) because
there’ are presently few other generation options with e3p’s certainty and timeliness and

‘none.as substantial as e3p. It also has positive impacts on grid security delaying the need for

transmission investment in the upper North Island.

’,Thé"re is still enough uncertainty around e3p’s fuel supply that the Genesis Board regard a

~_risk sharing arrangemeént as a preraquisite to progressing e3p at this time, irrespective of

financing. If the Government was unwilling to commit to a risk sharing arrangement, e3p
would be jeopardised and may not be commissioned before 2000.

Energy Efficiency Enhancement (e3p) project - 2 385 MW Combined Cycle Gas Turbine at Huntly.
Comprising the Treasury, the Crown Company Monitoring Advisory Unit (CCMAU), the Ministry of
Economic Development {MED), and a consultant commercial legal advisor.

T2004/1465 : Genesis Power Limited (Genesis) and Amendments 1o the Risk Sharing Agreement for e3p Page 2
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The principle purpose of the Deed is to secure the construction of e3p by committing the
Crown and Genesis to partially share the financial risk of gas shortfalls. To maintain strong
incentives on Genesis to obtain sufficient gas, and to self manage risks to e3p's
performance, the Deed excludes from gas shortfalls a number of contingencies that couid
arise that are in Genesis’ control or unrelated to non-delivery from gas fields. The effect of
the Deed is to require the Crown to make payments directly to Genesis for gas shortfalls,
instead of bearing the risk indirectly through its equity ownership of Genesis,

S
A RN
The key changes to Genesis’ proposal since 19 July 2004 contg;ljg/g%iﬁg  the Dgeaj/iﬁc[uc,\ie
(See Annex 2 for a detailed analysis): NN A Y
’ /\\/>/\ \\\ A0 1)
/>\\ \/ . \\\ o/ /

. New Principles and Miscellaneous Changes — tpgﬁ@\eéc};has beéﬁjgefgcﬂ/sed to
reflect energy policy underpinnings. Principles to this\"effegghave beentinctuded in the
Deed to reinforce any later interpretation. A ny,m}\ne,r of m\isceliaﬁegus "Q}xanges have
also been made to clarify matters and to improvedhe Deed’s operation:,

SRS Siauon.
. IZNNS SN,

. Reduced Existing Gas Requirements — The’Deed now covers a significantly reduced
subset of Genesis’ total gas, restrjgi.?d\\;\tgy e&ist@n@f‘ﬁreﬁjaﬂ/}énd core generation

requirements and e3p needs. In total.the Gf’p\?\//n’s gas exposure is reduced by[ P,
N, % Which _at the Crown’s rate of comééhsﬁaﬂo(ﬁ’ to Geénesis. for gas shortfalls equates to

5-‘?@—)(&)(“) C \million. In addition, th/e/ﬁ\ | provides. for-a_reduction to the Crown's gas

exposure if Genesis does not he}\eé@qgcannqmge\géé\fér a number of reasons relating

to the performance of e3p dr@t\s\e}i"stiﬁg retail.and.core generation requirements.
NI SN

Flexibility of gas ugefﬁ\'f;h\e Deed now mal ‘Eés\ it clear that Genesis has discretion on

physical gas use, but the/ Deed ensures {Hiat this does not impact on the Crown’s

exposure to gas shortfalls, This is to-caterfor changing circumstances and demands on
the use of gas;-such as’in the, é\Ve\knt/}of a shortage, when Genesis could divert gas to
end users wbcjmx‘gkj‘w/ther\g/ifs\”e//bavé,b/een left without gas.

. Coverag\e‘;gf‘j\Exi"sting\cdrit're\\;cis ~ The Deed now provides the Crown the option to
initiate’ a mid-term review to-allow the opportunity to evaluate the status of gas fields,
and ‘reduce’ the Crown's.exposure to proven fields. If the fields are in operation,

/,,rese‘rvfasfrHave/n\ot decreased, and the contracts are robust, then after the review such

N gas _contracts "‘wi\l‘!,b/ecome proven and the Crown will no longer be at risk for.non-

" ~delivery from-them. Genesis has agreed that its current gas contracts for
,Méngahewa/MbKée, Maui and Kauri are considgred proven now, reflecting they are in

0 J4PJ of gas formerly at risk, equating to

C peration with Jow delivery risk. This removes].
$ ?cz_)(h)(}f _Jmilion at the compensation rate. ~ §-9¢23(b) (")

oo

¢ Gas banking -{

T sa @) )
o £ 9@y ()
«  Cailculation of the Crown’s liability - in the Deed, the calculation of liability has now
' been simplified, and is now conceptually linked to reflect a part-share of the gross
margin Genesis requires to make its expected financial returns under its business case
rather than Genesis' notional interest cost on e3p debt as previously. This does not

.y change the level of the Crown’s payment should the arrangement be invoked. The
5-?617(5)(51) Crown remains liable for{ “Jess both a

deductible (discussed below) and {

R , Up to a maximum off; “miliion pa, capped at 2 maximum
of L T)million over the Ten-year term of the arrangement (in the unlikely case of
catastrophic gas loss). $ -9 (B

T2004/1485 : Genesis Power Limited {Genesis) and Amendments to the Risk Sharing Agreement for e3p
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o Uneconomic gas below assumed prices— The Deed still requires Genesis to use
reasonable endeavours to acquire further gas to fill any shortfalls if it is economic.

J ST 5906

. Threshold for Claims — The Deed now requires Genesis to bear the ﬂrst[_ :}pa
in the value of shortfall gas, and the Crown only covers the ba1anoe exoeedmg the
threshold so that the threshold now operates as a deductible. < < g V}\

N,

>
Officials consider that the Deed represents a material lmprovement on/:tne Anitial
arrangement. It reflects a range of concessions made by Genesrs and more cleariy deﬂnes
and strengthens the incentives on Genesis to seek gas supphes\beyond exxstrng\cerrtraf‘ts as

required. This is because Genesis retains a larger share of the, adverse ﬂn\ank:raﬂ‘ risk from
gas supply failure. NS

/ //\ ’\\ & > \\

< A~ ] \

It is possible that Deed could impact on broader” mvestnqent rntenﬂens\ Rather than deter
base load generation investment, it may lead mcumbénie o the rmc:orrec‘t View that the Deed
reflects a greater tolerance by the Governmeni' To\\hare base load generatlon investment

risk, and so result in other similar approaches\to the Crown/to/ share risks.

\ /
\\\\ e \/\\\

O
Overall, in assisting to achieve the Governm_ants energy\p@hcy objectives, we consider the
Deed involves the likely lowest !eveﬂ of\ﬁnanoral Jisk to tﬁe Crown and policy risk to the
Government while still providing sufﬁcrent comfort\to\Genesxs {o proceed with e3p.

\J \\ \\\ \‘\ v

If Ministers are in agreement/wrth oﬁrora!s,/rt/ls recgmmended that the Ministers of Finance -

and Energy execute tWO”\COp‘reS/ of the af‘raohed\/Deed by 12 August 2004, including two
copies of the attached. assocxa“ted ietter thai\o@ntams a schedule to the Deed. In a separate
but related CCMAU/report it is recommended that shareholding Ministers execute the
shareholder resoluti mﬁor -1 major fmancrng transaction on the same day contingent on the
Crown executing the Deed Lastiy, SJgn the attached letter to Genesis by 12 August 2004
that will accompany \the legal documenta’non This would enable Genesis to meet the 15

August 2004 dead line for contrac’nng with Mitsubishi for the completion of the power station
on soheduie

informatxon/rs bemg prepared in consultation with Ministerial offices and Geneszs for a media

[release to co- mcrde Wrth Genesis’ announcement shortly.

NG Consu!’ratron

The. Crown Company Monitoring Advisory Unit was consulted in the preparation of this
report g

N o /. -

T200471465 : Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agreement for e3p Page 4
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Recommended Action

Itis recommended that Ministers:

a note that on 9 August 2004 Cabinet authorised the Ministers of Finance and Energy to
negotiate with Genesis to enter into a risk sharing arrangement that will allow e3p to be
built by December 2006 (CAB (04) 26/21 refers); /} //\-

/ /

b note that following negotiations with officials pursuant to a Mrnrsfenal/lette 49 me

- 2004, Genesis has written again to shareholding Ministers on 3 Augus{ 200« /propesrng

a revised risk sharing arrangement for enabling the commrssuanrng of eBp, a 385 MW
Combined Cycle Gas Turbine at Huntly, by December 2@@6\\ b >\¢\/

c note that if the Government was unwilling to Comprﬁﬂo a rrsk sharrng arrangement e3p

would be jeopardised and may not be commzssr\cmecrbefore ZGQ?L\,\vvhrch would mean

other less certain, timely, and substantxal// generatron /p’non& ‘would need to fill

electricity supply requirements; m§{<//\ N J/}
//" \\\ /\\ \ \ -
d note that the changes fo the rrsk sharmg arrangement represent a material
- improvement on the initial arrangement and/ reﬂects a\range of concessions made by
Genesis to retain a larger share/of the::;dVerse frnancxal rrsk from gas supply failure;
AN N

e note that officials consider. vthat\the proposee rrsk sharing arrangement assists to
achieve the Government's energy/pohcy\ ebje\dtrves by providing sufficient comfort to
Genesis to proceed wrch e3pv but at the/hkely iowest level of financial risk to the Crown
and policy risk to the: Government R \V/ D

/( /;s \/ //—\\\\\/

Agreed/declme

¢ srgn an' | Jnmai the atta : hed ‘two copies of the attached “Deed Relating to Risk Sharmg
Arrangements for Huntly €3p 385 MW Power Station”, and sign the two copies of the
attached assocrated%letter that contains a schedule to the Deed aH by 12 August 2004;

Agree/decghned

h :" sign the aﬁaéhed letter to Genesis by 12 August 2004 that will accompany the legal
' documen’ratron

A gree/degffmed

P note that in a separate but related CCMAU report, it is recommended that shareholding
-~~~ Ministers execute the shareholder resolution for a major financing transaction on 12
August 2004 contingent on the Crown executing the Deed:;

j note that the legal documentation between the Crown and Genesis needs to be

executed by 12 August 2004 so that Genesis can keep to its schedule for
commissioning e3p; and

T2004/1465 : Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agreement for e3p Page 5
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K note that information is being prepared in consultation with Ministerial offices and
Genesis for a media release to co-incide with Genesis’ announcement shortly.

i _ -
B e ¢
David Taylor Albert de/Geest j
Manager, Commercial Investments Managﬂr EJeC\tﬂCl’[yf‘ \\\f/“
for Secretary o the Treasury Mmiatry ofEcmo*m@ Des\/elop“ﬁe"it

NN —

Hon Dr Michael Cullen

\ \\j?‘ch Pete Hodgson
Minister of Finance ;

Minister of Energy

T2004/1485 : Genesis Power Limited {Genesis) and Amendments to the Risk Sharing Agreement for e3p Page 6
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Treasury Report:  Genesis Power Limited (Genesis) and Amendments
to the Risk Sharing Agreement for e3p

Analysis S

1. Concerns have been expressed about whether a risk shari <a§p/@gémegﬁw; re
necessary and how financing e3p may impact on this. In.addition, there have been
follow up questions to T2004/1274 regarding the ﬂpa?n 'a!@e delli fb\\r\-a/\’ip a
quantitative assessment of the gas risk, and an asses nw}\tb impa?% sale of
Contact Energy to Origin on Kupe (refer to Annex 3). %pe\ \

Why the Need for a Risk Sharing Arrangement? O <

RN

2. In the electricity industry and amongst broader gletiricity market) stakeholders there is
an expectation that e3p will go ahead. wing its plans for e3p

since 2001, and commercial prerequi that previ held it up including long-term
contracts for gas supply, finance ild re now perceived to be in

place. e3p is generally accept\ N generation project. A further
decision to materially delay e OE el the
er\J -I s
i

ould be an unwelcome surprise,
and would probably raise consgrng about arket conditions in 2007-2009. it

would also raise doubt t the-ability of stry to attract sufficient investment in
new capacity over ger ter 0 re, consideration of a risk sharing
arrangement in the % ces airi gas supplies is reasonable.

3. Genesis’ posifi % en u since 2001. The Board has stated it will not
proceed with e, ess its {ong- as position is secure. This is a view also shared

by shareholdin istersdin.thé. original consultation on e3p, and Genesis’ financiers

as discussetrbejow. When-e3p.was first proposed, several other generators were also

inve ating puilding T stations, but with the unexpected deterioration in the

gas v {Maui was re~determined down and Pohokura was delayed with estimates
f its

i wer?Qso sgrhﬂcantly reduced) these other plans have been progressively
i '

%ﬁj nclu Wp ‘
O@w tha %as long-term constraints from the Pohokura and Kupe fields, which
are i

ss of development further supported by other contracts from currently
prod ing/ﬁe ds, the question remains whether there is sufficient certainty regarding
> or Genesis to proceed without Crown assistance.

5 hokura is not projected to be in operation until mid-2006 and Kupe has yet to obtain

2 the’resource consents necessary for it to develop the field. Therefore, these fields are

/\ still subject to a number of significant risks, and can not be considered proven at this

< Q . ¥ point in time. In addition, the aggregate sum of Genesis’ contracted gas supplies are

U not sufficient to meet all Genesis’ projected gas requirements (existing retail, other
committed generation and e3p). For these reasons the Genesis Board and %

¢ y(z){g‘)@, } regard a risk sharing arrangement as a prerequisite to progressing e3p at

5?(@(&}/’- .this time”. _Whil.e_ there will be differing industry views, ultimately Genesis Board’s

57@(5) judgement is critical for determining whether the gas supply has sufficient uncertainty

*Our understanding of typical industry arrangements is that plants like e3p are typically not built using
unproven gas fields {i.e. there has to be reasonable confidence in them), as the risks are generally too
high, and therefore Genesis’ position is not unexpected.

For example, in the unlikely extreme that Genesis failed to obtain any gas from Kupe and Pohokura
or any replacement gas, e3p would vield an NPV ofL }nimon for Genesis in the absence of a risk

. ~ - e Sp el
shanng agreement. g%&l&{,%}{ﬂ} 5. ?é’*‘:ﬁ”’iw’fq.ﬁ

T2004/1485 : Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agreement for e3p Page 7
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to merit some sort of risk sharing arrangement until the gas fields are proven.
Nevertheless, the very need for it may also raise industry concerns about proceeding
with e3p in a period of significant uncertainty while the market transitions from a
reliance on Maui to smaller less secure fields.

6. Ministers agreed in principle to conditionally support Genesis’ decision to build e3p

subject to a revised risk sharing arrangement regarding 83p’s gas s
(T2004/1274). This was based on the advice by officials thaggie n energ ol%
su

perspective e3p proceeding is desirable (but not essential f unty
perspective) because there are presently few other ge a o IOHS \ ith é\3ps
certainty and timeliness and none as substantial as e l’uo rs a
substantial boost in the margin between electricity sup and

7. Regarding e3p’s impact on. transmission inve t we un \ \tnat for the
purposes of Transpower's grid planning to dat er ha e assumption
that e3p would be commissioned by 2008 asis r similar plant is

built, Transpower has identified the need ial nt by winter 2010, in
order to maintain security of supply for, Jg%ﬁk With e3p (or alternative
generation projects in the reglon) i ed ty ks emerge earlier than

2010. For example, without addm tion i the ion, the local security risks
could reach unacceptable level
\>

8. in short, if e3p is built it would\reseive sor evinvestment uncertainty and related

wider energy issues for \indus in p nsition. However, if the Government
is unwilling to commit o@\n)sk sharin ent, e3p would be jeopardised. e3p is
not considered t critical t

xs survival, £ $9a)B)Gi,
:\PWxthout a risk sharing £9cyba)

arrangement foba ot commit to e3p until at least 2007 when the

status of K d PohoKut ould be clearer, meaning that e3p may not be

commissi e 200
Do e3p’s Fi g Arra ents have an impact?

100% debt mr;ced (refer to Annex | for the details), and Genesis is no

eekmg e in dividend policy to mitigate the impact of debt servicing
@ efor operatlon instead it will review dividend policy each year as part

ss planning process, and according to the circumstances as is the
ractice. The finance facility that Genesis has negotiated qualifies as a
ion under section 129 of the Companies Act 1993, and as such Genesis
ire *co obtain the explicit approval of shareholding Ministers before it can enter
acility. A separate report prepared by the Crown Company Monitoring
isory Unit [04-314 refers] recommends that shareholding Ministers approve the

igning of the special resolution, conditional on the Crown commitling to the risk
sharing agreement .

. ‘ ‘
@. While there will be full recourse to Genesis’ whole balance sheet for the revolving credit
facility of $675 million, the{

7 Genesis undertook an extensive commercial

tender round before selecting Westpac as lead financier, and concluded that the

Westpac offer represented the most favourable financing option available. The quoted

3703@(.,‘,) finance rate of | ’_\appears to be reasonable when benchmarked against
5‘10-)(5?() comparable debt transactions by other similar SOEs. On this basis, officials have little

£90( reason to question Genesis’ selection of Westpac to syndicate the financing of e3p, or
the rate to be charged.

11. Leaving aside the gas supply uncertainties, if Genesis had opted to project finance e3p
we understand that typically the finance rate would be materially higher than currently

T2004/1465 : Genesis Power Limited (Genesis) and Amendments fo the Risk Sharing Agreement for e3p Page 8



12.

13.

Overview of the Deed’s Operation and Its Impact C = /\\\\\ v

14.

15.

16.

C-8

on offer because financiers would not have recourse to Genesis broader business
should e3p struggle to meet finance payments. This wouid also mean that the
restrictions on e3p’s arrangements would have been more onercus.

If Genesis was to use equity finance e3p through a capital injection, we understand
that the Board would still be reluctant to commit to e3p without a risk sharing
arrangement, as the Board would not want to be held to aocouni/by sharehoiders for
potentially significant losses by Genesis should gas supplies be msuff?c/e)nt % N

Y y/ /,//D o
in conclusion, Genesis’ choice of financing method has ng. rmpact\ f Genesrs desxre

for a risk sharing arrangement, but depending on Genesrs preferred ﬂnarrcrng\me/thod
it would impact on the particulars of such an arrangement\\\ N v -//J

Yo v -

- The principle purpose of the Deed is to secﬂre/ the\construcﬁon\of e3p by committing

the Crown and Genesis to partially sha;ed:he flna/ Cial rigk. @f\gas shortfalls. The Deed
evaluates Genesis’ gas position in sxx—mon”rh mtervaIS/for a\maxrmum period of ten
years in order to meet Genesis’ basemas gas needs/ansmg\from

\N\\ /(\?\ \/
\ ~.
Non-delivery from Pohokura Aarrdﬂ(Upe or any: \other /anproven gas ﬂelds[
< \\ N >

)) /\_\\\\ N\ B ; and S?Q}&)C@}

\J/ \\ \\\/ &?c}}ég)
Genesis’ inability to /proeure additional gae at/ economic prices, when above the

assumed rep!acement cost @f ‘gas in ’the< e3pb‘usmess case.

ol /\\ / /fl\\‘\ N
The Deed excludes from gas shortfa!ls for example, gas that is available but cannot be
used, gas tha/t/ !S/not acqurred when_economrc to do so, and non-delivery of gas from
proven figlds.~T| he reason fer ihese exclusions is to maintain strong incentives on
Genesis to @b am sufﬂcrent gas .and to self manage risks to e3p’s performance.

/ / v /\ \ \\ —

The. Deed ,requrres the- Cvrown to compensate Genesis when the value of shortfall gas

. the Crown shares aroundL ‘101‘ Genesis’ foregone gross margin from not being able_

to operate e3p The ‘Crown’s maximum liability under the Deed is nominally{_
mmron (iess the _deductible and anyL

}m the very unlikely but catastrophic

g scenaﬂo where e3p has no gas for the full ten years (its total gas requirement over that =

period).. The sharing of the foregone gross margin and deductible further strengthens

. Genesrs “incentives.

;,The Deed changes the way the Crown bears the financial risk of gas shortfalls.
Normal!y the Crown would bear the risk indirectly through its equity ownership of

. Genesis. The Deed alters this so that in the event of a gas shortage the Crown would

be making payments directly {o Genesis.

Timing Issues

18.

T2004/1465 : Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agreement for e3p

Genesis has a contract with Mitsubishi to deliver e3p by December 2006 that requires
execution by 15 August 2004 for the delivery date to be met. Shouid the contract lapse
it would be subject to significant risk regarding its terms, costs, and delivery date. The
key risk for the Crown regarding energy policy is that any delay would put at significant
risk the ability to commission e3p prior to winter 2007. This is a material risk, as we
understand there is very strong international demand to build CCGT plant.

3
4

o

_:exceeds the level of the deduc’ubleg’ but there after 57(2)@}6‘!)

SICDE)G)
4 ?cz)gj)
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Do the Changes Satisfy Ministers’ Prior Concerns?

19. In Ministers’ letter of 19 July 2004 Ministers sought two outcomes by amending the risk

sharing arrangement to reflect “several principles. The following assesses the
negotiated changes against the principles set out by Ministers. The conclusion
considers all the changes as whole, and whether the new risk sharing arrangement will

achieve the outcomes sought.
@ @&
; 0

Avoiding Risk Transference with Respect fo the Gas Supply for qu
'seé

at recog esis’
existing base case supply commitments while also epsuring t the %\ﬁﬁg § are
sufficient to maximise the availability of gas to e3p, ?hl@ %\C

reducing \{h rown’s
exposure to use of gas by Genesis for non-e3p p

' Ses. é
21. As can be seen by the table below, the n ent m ly reduces base
case gas uses. @/
Table 1: Previous offer vs current gas C@@
LY O,

S

o |
Q@ | Sreoean

A

\.\ Note w V j
Vo chang etween ea August proposals. :
%Z he b %ﬁ gas profile still left within the scope of the Deed is the minimum that
Gen \‘ contemplate. We understand it refiects contractual and core business’

20. The negotiation was intended to find an appropriate bé(]gﬂ

e e

<
7

e

s that if impinged on would seriously undermine Genesis’ existing activities
ations. In addition, Genesis has agreed to reduce base case uses where it

és 1ot need or cannot use gas for any reason relating to the performance of e3p or
xisting retail and core generation requirements.

Officials consider that Genesis’ base case concessions considerably reduces the
degree to which the Crown shares risk on non-e3p gas usage. We consider that the
proposed schedule strikes an appropriate balance between Ministers’ preference not fo

support the supply of gas for non-e3p uses while still recognising that e3p is
incremental to Genesis’ business.

T2004/1465 - Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agresment for e3p Page 10
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Avoiding Risk Transference with Respect fo Non-delivery on Existing Gas Conftracts

24. Genesis has established that Kupe and Pohokura gas fields are unproven, and it wouid
unusual for a commercial Board to build a CCGT plant using contracts from such fieids
as its major fuel source. However, once these fields are in-operation and have
accumutated a frack record of success for delivery these arguments could no longer be
sustained. The mid-term review proposed by Genesis to assess the/performance/of/the
fields and change their status to proven and no longer at Crows usk is a sa’nsfacto
compromise that balances the risks for both parfies. Moréover \We cons1der the

suggested process and criteria for establishing the statu\s of.. the ﬂeids as bemg
reasonable. < e

ST
<// \ \ \ \> \\\ ?\\\;
NP
\ /
25.

Genesis’ other significant concession to define its Maﬂgahewa McKee Maui and Kauri
gas contracts as currently proven reflects the realrty/ that risks areund these fields are
not unusually high and are within the expected, amge ofJnsk teleranc\of a commercial
generator_such as Genesis. It also sngmftcanﬂ ee]uces the Orowns exposure by
removing_ :‘}PJ of gas formerly at risk, /eggxatmg/ L Bml Ijopw at the compensation

N

rate. (9 (i)ux“) z AN _\\;\\J

“ \\\\// Ve /\ \\
Transferring the Minimum Level of Risk ‘to” the /Crawn -such that the Board has

Sufficient Comfort to be able to \Recon?n/end »tha\t Preceedmg with e3p is in the
Commercial Interest of Genesis <~ ™ \

O \}\\:\?\9‘/\

26. The combination of the/mld-term re\pew Df\unp'roven gas supply contracts and the
reduction in base case\gas uses wveremby the arrangement, together with the
improved drafting /of’ ihe\ Deed to reﬂect a number of risks that should be borne by
Genesis sngmﬂcantly reduce the, hkehhoed and size of any Crown payment.

/, f\ S / / N S
e hvd v /\ e
27.

Officials have\tned/to reaoh ”e\besmon that minimises the amount of risk transferred to

~\\_

nego’ua’uon has successfuliy baianced the two objec’uves

\ N ',/ \/

Conciusnon

Oﬁlcsals confder that the Deed represents a material improvement on the initial
- f‘;garrangement It reflects a range of concessions made by Genesis, and more clearly
. defines and- strengthens the incentives on Genesis to seek gas supplies beyond

existing ¢ contracts as required. This is because Genesis retains a larger share of the
adverse financial risk from gas supply failure.

2\,’9;’,{l~t\15 poesxbie that Deed could impact on broader investment intentions. Rather than
"~ deter base load generation investment, it may lead incumbents to the incorrect view
- that the Deed reflects a greater tolerance by the Government to share base load
- generation investment risk, and so result in other similar approaches o the Crown fo
share risks.
30.

Overall, in assisting to achieve the Government’s energy policy objectives, we consider
the Deed involves the likely lowest level of financial risk fo the Crown and poilicy risk to
the Government while still providing sufficient comfort to Genesis o proceed with e3p.

Next steps

31. If Ministers are in agreement with officials, it is recommended that the Ministers of

Finance and Energy execute two copies of the attached Deed by 12 August 2004,
including two copies of the attached associated letter that contains a schedule to the
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Deed. in a separate but related CCMAU report, it is recommended that shareholding
Ministers execute the sharehoider resolution for a major financing transaction on the
same day contingent on the Crown executing the Deed. Lastly, sign the attached letter
to Genesis by 12 August 2004 that will accompany the iegal documentation. This wouid
enable Genesis to meet the 15 August 2004 deadiine for contracting with Mitsubishi for
the completion of the power station on schedule.

32. Information is being prepared in consultation with Ministerial oﬁlcas\and Gcnems}for a
media release to co-incide with Genesis’ announcement short!y\ \’\/

//\\ > /\ \ v’
& V/ S
4 <’ NN

T2004/1485 : Genesis Power Limited (Genesis) and Amendments to the Risk Sharing Agreement for e3p Page 12



C-S

Annex 1 - Genesis’ Finance Arrangement with Westpac

Genesis has negotiated with Westpac Institutional Bank (Westpac) a $675 million revolving
credit facility to finance the cost of e3p’s construction, and to replace an existing credit
facility. Westpac’s offer of finance is structured as a full recourse corporate finance facility.
Westpac would therefore have the comfort of full remedy over Genesis should it find itself in
a position of credit default. The finance facility is also partly to be tsed as a standard
revolving credit account to fund a number of other significant future o ings®. This pf wdes
Genesis a degree of flexibility that other financing arrangements m ¢ le t/z//cfe ve

Genesis undertook a comprehensive commercial tender ro% e selecti O@Qac as

lead financier. This iincluded engaging an independent fi v1sorY mro) to
independently assess financing bids received. ABN Amro concluded that the Wést pac offer
represented the most favourable financing option ava%ab The fi nc«a atevwas auoted

SB[

. o compare this Vansactlons in May
S'?cz'){bf) 6) 2003 Mighty River Power borg\;ved $200 milli - % Se fember 2003 another
519::23()7) $113.8 million at 6.73%, to refinance exnstm S - debt stmg hydro business.

“The difference in finance rates reﬂected - kely b from a BBB (flat) credit
rating to BBB+. On this basis, ofﬁcna! g rea s’uon Genesis’ selection of
Westpac to syndicate the financing e rat rged.
Westpac has applied three conditions of finance, requiring:
9 (B))
SIDUAXD
s-f0a) |
@
Genesis is we assume significant additional debt, with a current debt ratio® of just
8.4%. Foll letio = enesis’ debt ratio is projected to peak in 2007 at { ,
57())(b]:a 7 As e3p begins normal operations,
5Aqg,xg,q}(‘) gearing | jected to tail quickly and return to approximately by 2010. Debt g a)(b}{n
9D servig itydnder W case conditions remain comforfable, wit s from opera’uon
763G) t reachi imum level oﬁr v_\;m 2006. Both of these ﬂnancmg metrics fall $9a) w(’

rana@n y Standard and Poors’ as appropriate to similar utility companies

i BB(flgt) cradit rating. - $-9) (b))
3 (ﬁ A Creea)i)
N

® Such as Genesis’ share of Kupe development costs, P40 construction costs, the Hau Nui and Awhitu
wmdfarm development costs.

Dnbt ratio defined as debt / [debt + equity]

7 Standard and Poors stipulate a preferred gearing ratio range of 40-60% for utility companies, and a
FFO to total debt ratio range of 10-50%.
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Annex 2- Key Negotiated Changes to the Risk Sharing Propesal

in accordance with Cabinet resolutions on 19 July 2004 and 9 August 2004, officials have
continued to engage with Genesis to negotiate a Deed that satisfies the issues identified by
Ministers in their letter of 19 July 2004 to Genesis. The following sets out the key changes

between the Deed and the Indicative Term Sheet dated 29 June 2004, reflecting the
outcome of negotiations between Genesis and-officials.

New Principles and Miscellaneous éhanqes ' \/\j/ , /\<\

The Deed sets out all the key parameters for risk sharing. To de\atw\?ﬁ.’h posszbre futura
interpretations, a set of principles was developed, which also has hm”!perf in seakmg ;:/lanty
and focus in drafting the substantive portions of the Deed. The prmmplns alsg reﬂecHP(e key

outcomes Ministers are seeking as part of the Deed. Furthermore the Deed, has\bnen re-

~orientated to reflect its energy policy underpinnings. N O \)
/ //‘ L\ &
In drafting the general provisions of the Deed the fol}owrng/lmprovemantsihave been made:
//-/ /\ \\) // //\\\\>

®

Genesis is now explicitly required to be have\/ reasonably amd prudonﬂy in making it
decisions as though it did not have the E)eneﬂt\df\ihe Deed, N =

/\ \,>
The Pro rata and wash up provxsxoms ‘have/been strengthnned fo ensure payments
better reflect the timing of expasures\and to reflect-the fact that gas figures are
annualised, but liabilities are\based on six m/Qntrﬂy penods and that the Deed can
commence and terminate paﬁ way/through sr)u‘nonth periods;

//- TN \
NN \\/

The commencement @f zkh\Deed can/be no*iaier than 1 April 2007 so that Genesis has
a stronger incentive “co ccmrmssnon the' plant before the important pre-winter period,
/</ '> \\/ ///-\\\\ N
(K ; N
Monitoring and?udrtmg provrsmns have been clarified to better refiect the information
needs of the Ctown S S~

; o~ N
P /\// \\ /

The txmeframe\for paymenis has been lengthened and d:spute resolutions clarified; and

Conﬂdentxahty arrangaménts now better reflect a balance between allowing for public

/scrutmy Of the Dned while providing for commercial in confidence information to be
,«;WIthheid ‘ A

) j’,‘,j"'Reduced Exrstmq Gas Requlraments

'The base case for Gnness gas needs upon whtch the Crown s habmty is calcutated in the

covers’ Genesxs existing retail and core genera’uon requirements, plus e3p gas. This
rnduc’uan sxgmﬂcant!y reduces the Crown’s exposure, as it means a greater proportion of the
‘gas’ ‘available is set off against defined needs, thus reducing gas shortfalls should Genesis

~~—not be able to find enough gas to meet all of its wider busmess needs not subject to the
Dend

- Compared to its earlier propesal, Genesis has reduced its base case gas requirements by
5?(2}(&)@ }PJ over the term of the arrangement, as foliows:

€

annﬂsis has agreed to hold its retail gas requirements to its present sales level of
gchgg)(u} [ _BJ pa for the Enrlod of the arrangement, resulting in a reduction in baseline gas

[ Wl)@dj(#) rvqunremanfs oir cz)é"}( .9

® The base case schedule uses annual figures and so does not take into account the Deed coming
into force and ending, in general, half way through the year.
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Gas required for P40, Genesis' recently commissioned 48MW open cycle gas turbine,
has been removed. This reflects e3p's relative priority over P40 because of its higher
efficiency of gas use. This reduces baseline gas requirements uyC 7PJ over the term

of the arrangement. 52C)H) S T 5 70}(&»}{;‘}

J From L j%é?sc p?‘%ﬁc)a%siy allocated for supply to the Te Awamutu co-
generation plant has béen removed, reflecting Genesis’ contractua /obhgat;ons W /ﬂ}\the
facility. This reduces gas requirements by a further| _JPJ. 2NN
$9B) i ), 5 7€7-?8W [J ?gz;}(ﬁ}%u) &/) P \\>
J of gas is required for low level running for Huntiy as coal :smnsuxted fof, this
purpose. , /\\ AN \v/

N~

At the Crown’s rate of compnnsatxon to Genesis for gas«shortfafs this/ reduc\ucyw in overall

ges exposure equates to{ miliion. In addition: /)
9 (B, 7 N \\\/

. If e3p is re-rated to less than 385MW so tha(ﬁ//:\s /mgt capa(bie of\Lsmg 20 PJ pa, or if
Genesis needs less gas for its existing re’cal \on/generaimn business than is currently

being assumed, the gas it does not /r\xeed is, deduc’ted fro‘m the ‘base case so that the
Crown is not at risk for that gas; SO0 // / f\}\ 7
<\\ N OV

~ N

R
If e3p is less efficient than assumed 1t wnll/neﬂd 'more gas than expected which is

deducted from the base case.~._ ™" ~ . \Q\
\\ \\\—// / /\\ \g\ \\ \\\\/

is deducted from the base case .
;«/ Fas ‘\ -/\ -

P N ey

;\ N / /\\/ v/ //
Flexibility of Gas Use— . < Y PR
7 f//“ N /Y AN &/

' The Deed now provides Genesrs Wlth operaftonal control over the physical use of gas. This is
to prevent Genésis bemg forced" ”to\use gas in ways that are economically not rational e.g.
depending on cxrcums*tanceg o’ther piayers in the gas market may wish o buy gas at very
high prlcns ’that are well beyomi the value of using gas at e3p. The Crown’s risk exposure is
protected in thxs/cnrcums tance because the use of gas for purposes not defined within the
base/case would be exciuded from the calculation of the Crown’s payments.

_ Coveracze of Exus’unq Centracts

. "“Genes:s had. prevxous\y insisted that the risk sharing arrangement must cover, for the
\'*"'Luuranon of the arrangement those iong-term gas coniracts that Genesis already has in place
. because. of the 'uncertainty associated with those yet unproven fields. The Deed now
provndes the- Crown the option to initiate a mid-term review, five years following the
commzss:omng of e3p, to allow the opportunity to evaluate the status of fields that are now
ﬂ,ccansxdered unproven. If the fields are in operation, contracted reserves have not decreased,
h}and the contracts are robust, then after the review the gas contracts will become proven and
- the Crown will no longer be at risk for non-delivery from them. Genesis has agreed that its
. gas contracts currently for supply from the Mangahewa/Mckee, Maui and Kauri fields can
-...now be considered proven, reflecting the fact they are aiready in operati ion. with litlle delivery
risk. This ramovesC JPJ of gas rormeriy at risk equating to a value of{: Jm

Gas Banking & 9(‘7')(3’)(?3

.

$9@)®(D, s 90x)() saD()
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Calculation of the Crown's Liability

In the earlier risk sharing arrangement, the Crown’s liability for shortfall gas was notionally
calculated with reference to the approximate interest cost associated with Genesis’
borrowings to finance e3p. In the Deed the calculation of liability has been simplified, and
now reflects a part-share of the gross margin Genesis requires to meet its expected financial
returns under its business case. This does not change the level of the Crown’s payment,

~ should the arrangement be invoked. The Crown remains liable fof % //\\ FUC (BY
less a deductible (discussed below) andl . (\\“ I N
5’ sy 0) "Eup 0 a maximum of].  Jmillion pa, capped at a maxxmumdL / dehon over the J-70) @)

ey ten-year t8rm of the arrangement (in the very unlikely event of calas”trophJc gas loss)q

\

2
The Crown’s payment does not fully compensate Geneszs for shortfall gas /Beyond the
deductible, for every PJ of shortfall gas, it ‘has been es ’tlmatnd\that Geneses would forgo

/
0 (0 aroundCJmllhon in gross margin because of lower e3p 1mcnty producn\@n irom which e3p
A A finance costs and other fixed and operating costs aré met. After ﬂ'/re\Qmwn § contribution of
?mmlon Genesis would bear around{, Jnﬁﬂ&@/ryoﬁhls gross margm ’shortfall.

\\ \ . \_//‘
Uneconomic Gas Below Assumed Prices < / Ny Y /< \\ \\/

AN \\\// . \\ N
As before, the Deed still requires Gene&si@ use’ reaszma{aie endeavours to acquire further
gas fo fill any shortfalls if it is economfc but |‘rs“{xll does m\I requxre Genesis to purchase gas
that is uneconomic because the gas prdce\was 06, htgh reia’nve to the electricity revenues
that could be generated from it. ThLS@lause has\b&en ftrther refined to exclude from the
definition of uneconomic gas, gas thatis belovﬁhe assumed price of replacement gas in the
business case. Creating a<ﬂoor prxce to uneconomtc gas means that the Crown does not

effectively share risks on elec‘tﬂc;ty pnces bemg below the projections assumed in the
business case. ~ _\f}.\\" S ‘ O

gas shortfaHs bu’t mnly if the\va}ue o“f the shortfall exceededL jm!hon threshoid in a six
month peﬂod The Deed has “now revised the way this threshold operates to become a P
deductible” at the same level .80 that Genesis bears the first, “million in the value Qf.S?C‘)@(’f)
shortfall gas, ~and the’ Crown.only covers the balance exceedingthe threshold. A deduutlble

avcnds poTentxai mcen’uves for Genesis to manufacture losses when close to the{\_' Jmlhon
_thrcsho d, as was a posmbmty under the former threshold approach.
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Annex 3 - Other Issues
Further Analysis of Capital Cost Value impacts

Since Genesis submitted its original business case in support of e3p in 2001, many of the
assumptions underpinning the existing base valuation have changed. In particular, since
2001 the counterfactual to the build e3p scenario upon which the NPV analysis is based /has
changed. In 2001 it was assumed that if e3p was not built, an equivalepif‘stfaﬁon was b/u'rljgby
a competitor. Now it is assumed that if e3p is not built, no equiv\a{en?/s;ation lS/bL\FHt\
Although, both in 2001 and 2004 the business case was based on éﬁif@iég/ra‘ced analysis of
building e3p on Genesis, as opposed to on a stand alone basis. /f:\//\\&\v SRS

\

: ///‘/\f \\\ \/\\\\://///
As noted in T2004/1274, the single greatest net value'\@h«iﬁ\ isVdue to’\,\u\m‘\vourabie
movements impacting on the capital expenditure estimate, [V <\ \ S secly G
, , . SO s T JThe Srayea()
value loss associated with the capital cost estimate o@n\beﬁj\rbher broken down as follows:

NN
NPV impact

- . VI - N i N
Reduction in capital cost savings dﬁ\e}‘isimg‘Hunﬂyx{:ﬂan}\.\ {\/
e N AL NN

= e —
v N e -/\d‘ \T\'\TD’H NS T ‘ -
i Advancement of capital xpen\}t\\\i\ia\p/ ile ANV ( 4 Cﬂ U.o)ft;}
i o Sy Y SR N NN .
‘ Increased capital expenditure.estimate RN (o) tea)( ,f:}
W \\\\_\\ NN
& Sum of NPV mov(erjxex{fs relating ta;/cépftai\@xbenditure :
o, Ol TN
"//\/ \\ N Vi /" . \\\ ~ </ ‘\\/‘ hacnnall
N TN SN
Quantitative Risk Assessment- (W
//: \\:‘\/’; pd s N J

It is not possible to.assign rei:able\f q@antx’ta-ﬁv/e probabilities to elements of either party’s risk
exposure undexj”gfhe\risgj;s/haring(tanijagggament - any attempt to do so would require arbitrary
assignment of probabilities to scenarios for which neither officials nor Genesis have sufficient

P

information’ to-estimate. Ris}%{jt@\t}é‘ﬁies can only therefore be meaningfully assessed at a
qualitative level. " SOV

A

VN e

Acknowledging th}a\dﬁi@ialsﬁhave given significant consideration to the elements of risk that
the Crown will assume by -committing to the risk sharing arrangement, and the measures and
-~ safeguards that-are {(or are likely to be) in place that will mitigate against the possibility of
_<_‘unfavourable~supply.'scenarios. Officials consider that by committing to the risk sharing
ga;rr‘énge/meht\, the Crown is assuming exposure to two distinct categories of risk:

1. thatgés Genesis has already contracted for cannot be delivered, either in full or in
“ . part; and/or

\ that Genesis is not able to secure entitiement to sufficient volumes of gas to replace
- volumes from its existing supply contracts as delivery from those contracts tails off.
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in assessing the likelihood of sither or both of these risk categories materialising, officials
make the following comments: :

Existing Gas Risk

the Kupe and Pohokura annual contract quantities specified in the risk sharing
arrangement reflect P90° reserve estimates, implying a significant ieve! of confidence that

the delivery volumes will be achieved™; S /{ <
i SV NN = YT
* N D k& -‘;’Cz)‘é){‘ ¢ )
SN N Y S /‘ /’N N N
. e N N { <N <. e}
\ ’ A \’\//A- > \\/ * ?Cﬂ{:}}

as the mcumbent Kupe partner, Genesis has sugnmcant/msgﬁt tnto Kupeseersmrc an

deliverability data and holds entitement to favourabie” levals “of hqundated“Bamages
shouid dehvery not be made by the field operator. Thekey rzsk\facmg(Kupe that is difficult
to quantify is associated with obfaining necessaxzy 4'esowce consents, as the projected

gas price should make the field economic excep’f/m\ihe unhkeblnevent\\capltal costs of the

developing the field are significantly higher. // ; NS / /’\\\ 4

« while Genesis is simply a wholesale gas eus’remerjo/r F‘oh;:)kura\ges’1 (it does not hold an
equity interest in the field), Pohokuraqs \the most/advanceﬁ non-producing field in
development at present, and there xsagmﬂcarﬁ mdustry cenﬂdence in its ability to deliver

the volumes the Pohokura partner&\have alread)r Cen’c";actually committed to supply, and
necessary resource consents have beerwbtamed\ \

AN

] \\\: RN / \\ \ \/
Replacement Gas Risk P NN

" N \:\\\/
//// \\ // ("' \) V\\/
recent!y there has been\a @1gn|fxcant\\|ncrease in the level of gas exploration being
committed to by the’ xndustryJ Most/ notabi\y ~Contact Energy and Methanex have recently

announced mdependen’c exploraﬁon programmes to complement those of a number of
other expiorers already underwayﬂ >

/

« Genesis has announced its. own expioratlon programme, commxt’ung in April 2004 to fund
the drllhng of the onahoreﬁardxﬁﬂeld

"

) xndus‘cry“appears conﬂdent that both the Maui and Pohokura fields contain significant

further quantl’ues of.gas beyond those aiready contracted for. Any additional volumes are
///hkely to come;to market ‘incrementally over the next decade.

“in the unhkely vent that additional gas does not come to market, LNG remains as a
) f«—k\f"ionger—tem’l aitematlve Failure to find sufficient extra gas for the market would be a
" .serious’ iSsue. for all gas users and would necessitate some industry wide responses to
avoid- the. stranding of very significant nationally important gas assets. Any decision to
com‘ it to-LNG is likely to be made well inside the time bounds of the risk sharing

/,/;farrangement with the likelihood that LNG supplies will at least partly offset any severe
"/short‘all situations.

9 Field reserves are typically defined in terms of probabil ity distribution. P90 reserves are regarded as ‘proven’,

as they have a better than 90% chance of being technically producible. P50 reserves are regarded as ‘probable’,
as the probability of being viable falls to 50%.

10 There are a number of conditions precedent that must be satisfied before the field operafors will commit o
developing the fields, such as the achievement of resource consents on the fields.
achieved, the fields will likely not be developed,f}

1 sq@BG) $-9 @)

11 As opposed to Kupe where it was able to leverage its equity stake in the field to secure favourabie terms for a
gas supply agreement with the field operator.

If these milestones are not
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Sale of Contact Energy Limited to Origin Energy Limited

Ministers will be aware that Crigin Energy Limited (Origin) was recently declared the
successful bidder for Edison Mission Energy Limited’s confrolling.51.2% holding in Contact
Energy Limited.

> D
While at an operational level the transaction is not expected to xmpaci“ Gjﬁl Geneszs/tt\zs of
some strategic relevance to Genesis’ Kupe interest. In January”ZOOAf Gﬁnesx{“selec}ted
Origin as the successful bidder to buy 50% of Genesis’ Kupe shqrehdl;img/ As Well/a\s Ongm
acquiring a controlling interest in Kupe, the deal included a lopgatei:m\gas saiee%&meﬂt for
the supply of Kupe gas to Genesis. Kupe gas remains an\lmegral ‘part of Gehe% jonger- -
term supply profile, and it would be of significant concern T Gene\sxs gsition was
compromised as a result of Origin’s acquisition of Contact Contach.is. Genesis’ main
competitor in the thermal generation space, and as suc *tbereﬂs a c!earﬁua! incentive in a
short gas market to secure any available mcremen’ta( gas\supphﬂs 5

/\ Q/ ey \ \/

Genesis is confident that it incorporated appropnate safeguards in 1tsagremments with Origin
to ensure that its objective of achieving tmfew\deiwmry ofg&upn gas'will remain in the mutual
best interests of both parties. 'Genesis) pﬂmary\mtent on. selhng-down its Kupe interest was
to ensure that it secured a favourabl“e gas “sales agreemem”t and that the development of
Kupe is not stalled. While it could. be\argued that Jollow;ng its acquisition of Contact that
Origin now has an incentive to ﬁ@w rest on. lf§\KUp° ‘investment with the obisctive of
developmg the field at a t/at"e’f‘\date f /“ \ ~

~ { < Y J $9cw) (B)(”)
PO TN N sz\:;{))

SO\
\ N

e /‘ /\ \\\ ~ / - \
Genesis is therefore camf@rtabie that/it has \appropnate measures in place to ensure that
-Origin’'s Kupe mcentlves remam mdn‘ferent to its Contact acquisition.

L 3

g—qcz)(b)(,‘it) i 5§ () {A‘!%‘) ' 5 7cz) ())
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'~ principles identifie
“ sharing arrang

Office of Hon Dr Michael Culien
Deputy Prime Minister
Minister of Finance
Minister of Revenue
Leader of the House of Representatives

Mr Brian Corban
Chairman

Genesis Power Limited
PO Box 17-188
Greenlane
AUCKLAND

By Fax: 09 580 4898

Dear Brian

O\

CROWN SUPPORTFORE3P  ~ NN
SN PR

Thank you for your !etter/qfi’g"\\,_{\uggast 2004ij:égjfarc§§§g a risk sharing proposal as a means of
progressing the development of €3p. 00 :
’ ey Q\\:\i/ l/ e ;\\ {\\ :
We understand that_since our kas‘c’}c’pr;fesjﬁghdence, Genesis has continued to engage with
our officials in,,a~\gd’h’§tr,tg',ctive azth:ﬁpen manner, and in this regard we wish fo express our
appreciation, ‘Allpariies have-bgen.working to fight timelines, and it is a credit that the
parties now-find hemselves.in & pesition that is mutually acceptable and that, pending final

commitments; will secure the. construction of e3p according to the schedule you have
outiined. ! »

~.

,W#egfigqri;Sviéer th “t géfjo&jpfogress has been made towards addressing the outcomes and

d'in the letter of 19 July. Specifically, we are now satisfied that the risk
ement represents the appropriate balance of risk exposure to e3p’s fuel risk

by the _paﬁ’ies. "We are confident that the incentives for Genesis to seek and secure further
‘gas entitlements remain very strong and that the risk sharing arrangement will not impact on

thesijsr’"c\o\mduct as a reasonable and prudent operator in this respect.

\W\é’/nd’té your acknowledgement that the conditions attached to our support in 2001 remain
- valid. Our expectation is that the pre-conditions outlined in our letter of 4 December 2001
- ‘have been satisfied before Genesis irrevocably commits fo e3p, and that Genesis will commit

1o meeting those conditions that will require ongoing attention after commitment to e3p is

made. We also understand that Genesis will use its best endeavours to commission e3p
prior fo winter 2007.

On this basis, we are pleased fo enclose the executed Deed formalising the
arrangement. Also enclosed is the signed special resolution approving Genesis’
o the Westpac financing facility.

risk sharing
commiiment

Pariiament Buildings, Wellington, New Zealand. Telephone: (04) 470 6551, Facsimile: {04) 485 8442



We. understand that our commitment to the risk sharing and financing arrangements is
sufficient for Genesis now to make its onward commitments to e3p’s financiers and
confractors.

We look forward to receiving notice of your final commitment to e3p, and to being regularly
updated on progress as construction commences.

Yours sincerely

A O@L——»

) /Q\‘ - \\
Hon Dr Michae! Cullen o \Hon Petn Hoggson N \}
Minister of Finance ' PR MIKUS/ ter 0)‘~Energy
Encl.

ce: Murray Jackson -

\
Chief Execuiive. Ofﬁcer
Genesis Powerleml’ted

\ \///\ N

!\/‘aureen Shaddlck
General Counsel .
Genes;s Power lexted
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3 August 2004

Hon Mark Burton
Minister for State Owned Enterprises

Parliament Buildings
WELLINGTON

Hon Dr Michael Cullen

Parliament Buildings N\ <
- WELLINGTON 7 \//\\

Dear Ministers

O oy | \\\\>

V-\

propos;;l ofa way
N@mh-ned Cy@iﬂ\> “Gas

We confirm that, despite having in plac&&}b@ of |
for Kupe, Mangahewa-McKee and as the
still considers there is msuff

arrangements for Genesis Energy

amty the gas supply
C@mmit g/ Huntly e3p. The
particular gas risk of concen t the Poh upe fields have not yet
been deveioped and are o%r\: n and, p st/ 'we do not have sufficient
# 7/ ,Yé)// contracted gas. To ad e %’[ sk G rgy has sought to enter into a
5 7/)/@//) risk sharing arrangemen he Cr

We note your.adh adwe@ to t

Thank you for your letter of 19 July 2004, respon
forward for commissioning Huntly e3p, a 38
Turbine, at Huntly, by December 2008.

tem*:\/gas contracts
Energy Board

I of risk shareholding Ministers would
omment that in this situation there are

normally coun reéand %
energy s h)jinty (o} supp!y g‘js%% y the Crown may wish to support Huntly
e3p, wh <?/ e normal State Dwned Enterprise policy considerations.

icated a~num

r of issues and principles in respect of which you
ore the Crown would enter into a risk sharing

t\\a\/éoncur with the high level outcomes and principles that the

s to achieve. Genesis Energy expects to retain, and believes it
Magistrong incentives to resolve any gas supply issues itself by seeking to
\ drehasge gas supply, as needed, beyond its existing contracts. In entering into
k sharing arrangement with the Crown, Genesis Energy would not wish to,

( Q nd does not believe it will, deter investment in generation by other market
\j:)artlcxpants.

With a view to addressing the Crown's outcomes and principles, Genesis
Energy management has worked with. Government officials to ensure the
transfer of the minimum level of risk to the Crown, such that the Genesis
Enerqy Board has sufficient comfort to be able to recommend that proceeding
with Huntly e3p is in the commercial interests of Genesis Energy. A deductible:
will be applied to any six monthly invoices to the Crown. Provisions have also

been made for gas banking and to ensure there are strong incentives for
Genesis Energy to purchase gas.

Minister of Finance /\w N

ment Q&r; at there is an appropriate allocation of risk between -
rties Tegarding’Huntly e3p '

ENERGY
The Genesis Energy
Buildin/g/?
GOZGfeat S&uth Road

PO Bo /17 188

/\ \ \_/
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Fax: 09-580-4899 -
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Sales
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With regard to avoiding risk z‘ransforence with respect to non-delivery on
existing gas contracts, we have provided for a mid-term review of existing,
amended or new gas contracts focusing on whether the contracted quantities
of gas are being supplied under those contracts and the default provisions

under those contracts. (

J - 9@)b)(i1) = 7rz_){j,a)(, ) g.9¢2)( )) < :jf >

/\\\ S/

With regard to avoiding risk transference with respect to the gas. Spr[y\fOf’
existing requirements, Genesis Energy would not expect the Crown 1o acoept ~

risk for gas required for retail sales growth or existing Hun’@ generatzon >
including P40, over and above the agreed minimum requlred to enable I-{un‘dy ‘\ (

Power Station's coal fired units to operate. The /fleXibmty of operatzon v

provisions in the proposed agreement mean Genesrs “Energy WIH\noi\be/
constrained in its operation of its business and that’ t)he@rown will, not\bear\)che
risk of Genesis Energy pursuing any d!scretxonary operatxon nnciudm\g_/growth
and other investment opportunities. TN ONIN—

N EPAR

We acknowledge your expectation that/ Genesxs fnergy Wﬂi\select technology
options that do not jeopardise plant \re :abﬂxty seek\ agproprrate contractual
remedies for non-performance of Huntly eBp s contractors and report regularly
on progress relative to budgets and\ﬁmetablesﬁ’\nﬂes’rones as part of the
Company's regular quarterly/reports to sharehotdmg\MlmsterS The Board has
the same expectations and in that/ regard_ has monitored the development of

the Huntly e3p prOJeot and/ Wlﬂ oontmue {ofensure\suoh expectations are met.

Term Sheet for- the pmposed \rrsk sharmg arrangement, however, it is not
antlcxpated that there will be any specxﬁc reference to dividend policy in the risk

—_—

Pursuant to its obligations_ under the State Owned Enterprises Act 1986
Genes:s Energy is. reqwred ‘to specify its dividend policy in its Statement of
ﬁ _Corporate Intent.. Your letter dated 28 June 2004 recognised that the current
j','«—'fprxonty for Qenesas Energy and shareholding Ministers was to finalise details

" conceming Genesis Energy’s Huntly e3p proposal and extended the deadline

- for Genesis. Energy to supply its final Statement of Corporate Intent until 30
September 2004. The Company continues to engage with officials on the
busmess planning process. In its draft Statement of Corporate Intent Genesis
,Energy notes that it will review its dividend policy once all the final details of
\ﬁnanomg arrangements for the Company’s capital investment in Huntly e3p are
~known. In accordance with their obligations under the Companies Act 1983
~_the Directors of Genesis Energy. may at any time, determine not to pay
- “distributions to the Company's shareholders or, may determine to reduce the
level of distribution payable. In particular, given the level of investment in
Huntly €3p. it may be prudent not to make distributions in respect of profit in
the financial years ending 30 June 2005 and 30 June 2008.

At the meeting of the Board held on 27 July 2004, Genesis Energy
management reported on the outcome of their discussions with officials in
relation to the principles outlined in your letter dated 19 July 2004. The Board
is comfortable with the outcomes Genesis Energy’s management and officials
have achieved. The Board is comfortable with the balance of risk between the



Crown and Genesis Energy in the proposed risk sharing arrangement and the
extent to which it has changed from that contemplated in the Indicative Term
Sheet as presented to the Board at its previous meeting on 29 June 2004.
Subject to shareholding Ministers also being comfortable with these outcomes
and entering into the deed recording the risk sharing agreement, and subject to
shareholding Ministers approving the Company entering into a Revolving Cash
Advances Facility with Westpac Banking Corporation (“Westpac™ wh@m wmih
a face value of $675 million, constitutes a major transaction un‘der <the/ Yo,
Companies Act 1993, and confirming that the conditions of shareholdmg
Ministers’ support for Huntly e3p recorded in shareholding | Mmtsters lmttar/ . "\\/
dated 4 December 2001 are satisfied, the Board remams”\commafted to\\ \\\/
proceeding with Huntly e3p. On receipt of such advice-from s\areho\lﬁhng
Ministers, the Board will arrange for execution of all ne\c/e‘ésaw documeﬂta’@n
with Mitsubishi Corporation (“Mitsubishi™), the supplmr of the\Combmed\Gycle/
Gas Turbine, Westpac and the Crown before 15 ’\Cgusj ”O*&Zf Managcméﬂi/ is

working with officials to conclude all doc;umﬁantatmrﬁ durmg\ *the wenk
commencing 2 August 2004. Y

/\s\\\/' / /\ \/\

We appreciate the time and Corpr{utmeﬁt /sharehbldmg Mlmsters and
government officials have given to, addressmg GenesxsEhérgys Huntly e3p

N N

proposal. We look forward to recexvmg, your Jadvite that the shareholder
consultation process has been\ concluded and\\\execﬁtlon of the major
transaction resolution, in ca{rmeo’n@n with the ?manc\plg facility with Westpac
and the deed recordmg /the\nsk sharmgragreement We will then be in a
position to finalise all documentatxon wxfhmitsubzshx Westpac and the Crown
to achieve the oommencement date’ of ‘the Huntly e3p works on 15 August

2004, which in tumn, enables Huntly e?rp to-bé commissioned by 15 December
2006. S

R Bnan Corban QSO
Chalrman




