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Minister of Finance ) \/gﬂ \note recommendaﬁons (a e, g-h) By 5pm, 6 May 2004 1

N j agree théiofﬂma{s Work with Genesis on the

> | merits| Qf a rrsk sharing mechanism with the
Crown Yegardmg e3p

/

¢ refer @ copy of this report to the Minister of
\tnergy
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None
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note recommendations (a-e, g-h)

merits of a risk sharing mechanism with the
Crown regarding e3p

agree that officials work with Genesis on the -

By 5pm, 6 May 2004

k Mlmster for State Owned
Emerpnses ----- —’/

note recommendations (a-e, g-h)

agree that officials work with Genesis on the
"I merits of a risk sharing mechanism with the
Crown regarding e3p
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5 May 2004 . . SE-2-7-1

Treasury Report: Briefing On Issues Regarding Shareholder Support
, for e3p

Executive Summary and Purpose of Report ) @ //D&

X N~ Y /\
e in the attached letter of 26 April 2004, the Chairman ofGenesis Power %&//
S

mechanism for Genesis’ proposed nominal 400 combined cyels.ga bine
(CCGT) power station, known as e3p. O @

[ mber 2006 Genesis must
\(gust 2% ,s/risk-sharing

me@ [s"date. ,

. Ministers are meetihg with Gengsison ay 200 discuss issues relevant to the

upcoming 2004/05 business p nn\ gound, N i ted that Genesis will raise the
issue of e3p risk sharing aWe ing.

o Ministers will recall that Genesis and g rigaged in similar e3p risk sharing
discussions in mi %l% hich ti inisters decided that the risk to the Crown of
the proposal o idghed the bergfi s% Security of supply’. The reason for Genesis re-

$ 7(2)(5@;-) approaching Minis h;(}s uncga ed from last year. Asin 2003, Genesis’ Board and
5 G %) 6 P { 3 ing to ull burden of e3p’s financial risk, and as a result
% 9@C)() Genesis? e

b

m
_ ?[2)(-) o ﬂjwe ap d Ministers asking them to consider agreeing to a
5 9 mecham'S\@A oui%fe
' the Cr

w st some of the financial risk associated with fuel risk
C

as e

e %ﬁ ly co@ two key components of physical contracted quantities of gas
n

) d-dSliverabil of gas to the proposed station. Since last year circumstances have
<

. ed on@&\ bly regarding Maui gas, Pohokura gas, Kupe gas and some gas
@urren bei ilised at Methanex, with increasing clarity expected over the next
O thre %@aming quantities of contracted gas. However, it is not clear how this
m @ pacted on the financiers’ risk appetites.

® Neport does not consider the merits of a risk-sharing proposal, nor recommends
at Ministers make an immediate decision on supporting a mechanism. The report
ts out the key issues that will need to be considered when considering a mechanism.

: The report also suggests a process for officials to work through the relevant issues with
/Q \ Genesis so that Ministers are well placed to make a decision based on all necessary
U information.

Ministers were interested in looking at assisting proposals that wouid secure supply but were
too risky for the market to deliver. However, the deal sought by the Company meant that it did
not face any gas risk associated with the proposal, whereas Ministers sought a way to share
risk so as to maintain strong incentives on the Board to manage the risks. Furthermore, at the

time it was still not clear whether e3p was critical to securing New Zealand’s base load
generation capacity by 2006.
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e in addition, this report comments on Genesis’ exploration plans for the Cardiff-2 field,
and possible agreements with Todd Energy and Shell for significant Gas Sale
Agreements (GSAs). Ministers will be consulied separately on the Todd and Shell
transactions as together they qualify as a major transaction under section 129 of the

Companies Act 1983, Ofucxais will report when the details on the transactions are
avaxlablm

/>

</ S \/\ A
e Despite Ministers declining the rzsk-sharmg proposa! last yeat, officials’ consider there

to be sufficient merit in reconsidering a proposal given thqcbange\m cxrcumsrances
over the past year. The outlook for security of supply, fne new mstltutxoﬂal \\ﬁ
arrangements now in place for delivering security of suppiy, and the prospacfs for
future gas supply are all factors that have chang /d\mgnmcantly nz«the past year in
favour of e3p. In addition, we understand from ,&mt:adescuss;oms%lfh the*Company
that it is willing to take on a far larger proportlon\ofgchexlsk involved-—_>
( Q N

® If Ministers are agreeable, officials wﬂ K\Jpﬂace a work, programme to deliver to
Ministers advice on the relevant energgf‘ ec nty/ and cammerc}aff issues in time fo mest
Genesis’ timetable, and any Consuﬁaﬁ@n\procnsse ¢that Ministers will need to
undertake with your COH°8QU88/\\ : Y

/\ \\\/ \ AN

~

N N \/ ~
e Officials consider that the mam reasen Mmts’tgrs\shouid consider providing support to
e3p, if justifiable, is on enorgy E@)tcy grounds@deomg so Ministers would likely
conclude that security/ﬁi supply would o’c% iise be imperilled in the absence of e3p,
and that there are @‘bet’ter alternatn/as /f@hguaranteemg the adequacy of electricity
supply security ; at ieaétcost in aomxal cxrcumstances shareholding Ministers would
typically not suppoﬁ afgeneratton\ pro;ect ‘that is not bankable.

el \ / /'
/ r /“\\ NG yd N TS
P N e

NEGAS
Mmlsters\can make a dec;snon\mn whether to provide Ganes&s support include:
SN Py <

X V/ /\\ \ \)

" kthe hkehhood of a call on shareholders for support, which in turn depends on the

~-eertainty of gas supply;

“Security of supply and commercial issues are interrelated because if in the event e3p’s

fuel supply turns out to be inadequate, e3p would be a stranded asset. In this scenario
there would be a security of supply problem as well as a financial problem in the
absence of long-term gas contracts with appropriate remedies for non-performance.

Consultation

The Ministry of Economic Development was consulied in preparing this report.
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Commercial in Confidence

Reéommended Action

It is recommended that shareholding Ministers: :

a note that Genesis is meeting with Ministers on 6 May 2004 to-di @ m%
issues, a proposal for Ministers to consider a mechanism the financia

oS
exposure to e3p’s fuel risk; @ <\k///

note that Genesis must irrevocably commit to constructin p by 15 Au 004 in

order to guarantee commissioning by December, 2006, and that a isk-\s\haring
mechanism with the Crown must be impleme '—o@
| s (z?j(ém)

5-9(2(by,
c note that the Genesis Board and { nwilling(to take on e3p’s full
financial risk in the absence of shareh Ueﬁect, underwrite a
I

~—.

o

portion of the financial risk associat

d note that last year Ministers decli milar r q%g m Genesis because the
arrangement Genesis sought expased the Crown\t cessive risk compared to the
benefits to security of suppl \/ \

e note that new infor: a&ﬁ)\;zs'vnce last es greater certainty around the gas
supply, and we ungers rom initial discussions that Genesis is willing to take on a

risk than

@é\neﬁ;{o negotiate a risk sharing mechanism on e3p for

tN@us’t sufficient to meet the requirements of Genesis’
s whether e3p represents the most secure, least risk
glectricity supply;

far larger proporti\
N .
f agree that officials)work w
s Ministei‘\ ongideratio
7.9@)b)i) Boarda ¥

. 9@lba)()  opt o\@%sures :
5966, e%

w egﬁi{ Agreed/declined Agreed/declined
P
e th

até\eig s spending $15 million in 2004/05 on funding the drilling of Cardiff-2

t
@@?@n in@ggﬁor a significant ownership share of any of its output, as well as securing

the/@ chase its output; :
/&Q

N
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h note that Genesis is negotiating with Todd Energy and Shell for a long-term Gas Sale
Agresments, and that shareholding Ministers will be separately consulted and advised

on these transactions; and

i Minister of Finance refer a copy of this report to the Minister of Energy. >

David Taylor
Manager Commercial Investmenis
for Secretary to the Treasury

Minister of Energy

Referred: Yes/ ?lbf

Hon Dr W‘ncnae! Cullen
Minister of Fmancox
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Michael Moore/
Sector Managgr/\ nmrgy“La%Enwronmﬂnt
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Hon David Cunlifie
Associate Minister of Finance
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Treasury Report: Bfieﬁng On Issues Regarding Shareholder Support

For e3p
-~ //'\_
Analysis PN i <
NN \\\>
Process AN o /\
v O (
N x
1. There are two streams of analysis required for Mmlsters\o be able to fu\consmer the
implications of the proposal:

\ \/
\> &N /
\//
. the link between e3p and energy policy, to@ ied\by the Ni‘xms\t}y\of Economic
Development (MED); and

//\\
(N
. commercial and fiscal issues, to/bmeﬁj Q/Trea/sury\/OCMAU in consultation with
Genesis. /\\\\ ) AN

TN \\;// \/\\ v
Treasury/CCMAU will engageANLth\GeneSts fo Set out i detail the nature of the risk-
sharing mechanism requxred o sa’us Ty its Board ‘and Bankers, as well as to provide an
assessment of the magmtude\and hkehhood\mi‘the risk to the Crown of a call on the
Crown under the mechanism. “The progess\\wﬂ\/rasult in a recommendation to Ministers
on the feasibility of & nsk—sharxng /mec!‘amsm Assuming a mechanism is feasible,
officials will also recommend a spscm?; meehanzsm shouid Ministers choose to support
e3p ahead of other poss1ble energy\pohcy options.
e - N S/ / 5 L )

» 7 L . p ya // / A\‘ N y /’
Timeline Ly LT
/\,‘\ e /\J// / \/\\ \\\ /

Given tha‘f a mechamsm naeds to be implemented no later than 15 August 2004, and

3.

that/fhﬁ Tmal legal documentatlon will need to be finalised foliowing any sharehoider
deczsxon (mcludmg any Cabmet involvement), officials will need to report to Ministers by
.{x\the end -of June, This allows approximately six-seven weeks to negotiate a draft

\mechamsm consnder the relevant energy policy issues and assess the gas supply
b sxtua’uon

) »\\(\,
| ./ /\\'/

Energy Pahuy\issues

g ,»/fin the recent draft Treasury report “Draft Review of Electricity Policy” (T2004/685

,refors) 'e3p was identified as being crucial to the adequacy of capacity from 2006/07
‘onwards. If e3p is not commissioned, then only 52 MW of new capacity is likely to be

~built in 2006 and 2007. MED estimates that 300 MW will be required over this same
period to meet the growth in national demand.

There is little question that New Zealand will need more power stations in the near
future. The issue is whether the Government should support e3p to fulfil this need, or
leave these issues to the new industry governance regime to resolve. To make this
assessment, the Government needs to be able to compare e3p against the cost and
level of security provided by other options. Such other options wouid also include
doing nothing, thereby conciuding that other generators can fill the generation gap
should e3p not go ahead. A kny issue will be an assessment of likely gas available to
meet e3p’s and existing users’ needs (substituting e3p for other gas fired stations is of

no security of supply benefit). This is also central to the assessment of e3p’s
commercial risk.

T2004/758 : Briefing On lssues Regarding Sharehoider Support for e3p
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Commercial issues

Backcround

6. In 2001 when e3p was first proposed, Ministers agreed that Genesis could proceed
with its development plans if certain conditions were met. These conditions included
securing an adequate long-term gas supply contract, and recomjrmmg with Ministers
that the net financial returns of the project were still expected”t@\be/ /smve rr‘the event
it was significantly delayed. <\// . ;

7\

7.  With the downwards re-determination of the Maui ﬂeid and de.ays in ’che\deveiopment
of the Pohokura field, Genesis has been unable to date téxﬂnahsencontracts% cover all
its future gas requirements. A shortfall of gas ceruid\potentially étrand egp, whether it
be for a relatively short length of time whlle/g<asfls’ secured, %gér—term if serious
ongoing supply issues dominate the mdu;.’tr/y Geﬁe&s Imfeﬂds fmancmg e3p entirely
through commercial debt. Any sxgmﬂcantdewntrme thr ugh fu/el 'shortage would make
debt servicing on e3p very difficult to<manege/ For this reason, in the absence of a
long-term gas supply with appropr&éte\reg:\edxes for- n@n dehvery, Crown support may
be a requirement of bank suppOVHejmance e3p/\ \

\
< \ N \\ \\\> ~
Fuel Security N \> <\\\.\\\\/
j \ >

\ N / SN \/

8. in December 2003 shareholdlng Mmfs“cers approved Genesis’ plans to develop the
Kupe field. Genesee pans\te commerfce iakmg delivery of Kupe gas by October 2007.
Supply from Kupe dependent grmonstructlon of onshore facilities xhciudmg obtaining
resource consents /}SJ‘/(GF to the/ commxssxonmg of the Kupe field, Genesis must source
adequate !eVe%s@ gas from’ other//ﬂeids to satisfy its existing demand profile. in
addition to '[hlS::EBe'I’\ESlS musi/cons‘aer how to satisfy the additional gas load of e3p.

9. Genese\ has\/nearly co ‘ciuaed negotiating Heads of Agreement with Todd Energy

Ltmffed> ﬁTodd and > Sheu for separate and significant long-term GSAs covering

b)() apprexmatelyﬁ )PJS andL PJs of gas respectively. The transactions have gross

51?(1)( W oo \(alues of apprexxmatelyiw fmmton and imillion respectively and as such will
() (ba).

each’ qualify.as® a\major tfansaction under the Companies Act 1893°. Foliowing Board
v,xapprovais Genesas is expected to approach shareholding Ministers during the week
fv'commencmg 10 May 2004 to seek urgent shareholder approval for the deals. A

separa’te report outlining the proposed transactions will be drafted for Ministers’
ﬁconsxderat:on

10._In aodmon to Kupe, and the Todd and Shell deals, Genesis is seeking additional long-
7 term gas supplies. Given the current upstream gas squeeze, Genesis considers it
“needs to be further involved in gas exploration. To this end, Genesis is partnering with
“7 0~ Austral-Pacific Energy Limited (Austral) to fund the driliing programme and to share in
any field output from the Cardiff-2 well. Exploratory drilling will commence in August

2004. While the field looks promising, it is technically challenging because of its depth

and flow characteristics. Genesis expects to fund -around $15 milion in drilling
expenses in return for:

e a 40% equity stake in the field;

1

| 5 9¢2) @W
§ » | ) ‘i’C"-) (bajt Q

S (é) et
R o S 96)E)G)
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e | Hif« 7{2.7(9(“)
| B LY A

_ £9@0)
11. Genesis considers the Cardif-2 opportunity offers better chances of shori-term

success than the driliing fund promoted by Contact Energy and’] ‘Qghty River /@?wer.

Exercising the Cardiff-2 option, however, does not preclude Gengsisfrom also‘e “ié\ﬂ'@g

the driling fund at some later date. Genesis was not require(d;to fc;/aﬂfaily consult with

Ministers before commitiing to Cardiff-2. Officials considqu}ﬁa‘gfﬁéyésis’ commitrnent to

Cardiff-2 is consistent with the recent Kupe transacti/oﬁ iha\t\M)inisters” \gppi@ied, and

could provide much needed longer-term gas supply “Jor Genesis.\ {7 Genesis is

successful in discovering considerable quantities/@ﬁ\g?s, we\zvoui@{i%peetvhat Genesis

would revert to Ministers to consult on any significant development-contracts.

N N \\ \>
R . v /\\\\ . //f\\\\\\\ .

12, On 29 April 2004 Genesis and Austral relgased /§\10mt gréﬁ\s{tafement announcing

their agreement to drill Cardiff-2 which /ai;tfa;st}aéﬁcrme nl(nqiim@d)a interest.

AN S

. . ‘\; \ p {/ \\
. N /o N L
Transmission A \\// VRN
NN I~ N\
N T \ \\\\ v

importance of access o thé{\MaL}I\gib‘éline/\jéi‘«\frt\\s:j\s\égurity of supply. Genesis is of the
view that any signiﬁcam,gddiﬁc}n;ai’ gasﬁjp\aﬁ\*’;ﬁi Mhave to be tfransported through the

I
Maui pipeline, as thg*‘éx’rsijng NGC piéhﬁg?eé@?e pipeline system does not have the
capacity to handlethe increased load.~Maui pipeline access.is the subject of current
regulatory prop \vs/@s{by‘ihé Minister. ofEnergy, which could resolve the issue within
Genesis’ required-fimeframe - ( \ )|

i
N
N

. . AN ’ . S . . .
13, As its gas position becomes- clearer Gepesis, ‘has increasingly emphasised the

b
i

/ ! (v//;: \\\V/ /// /\\\#//
5 NS
Comment A~ \//N/ / N <

. S \\\\\ :\;}
14, As/af}é/’;riot\lyéommeréi‘;a{ih\?esﬁnent, e3p's fuel uncertainty could result in Genesis not
proceeding with its construction. However, the outlook for the electricity industry may
. be 'such’that,.e3p could be deemed so important to security of supply that the
- Government would be prepared to review its earlier conditions, and potentially o take a

share of the commercial risk of building e3p.

N S e
5 .\///\,

5o Mor,egviérf,fcqﬁﬂpared to last year when Genesis unsuccessfully attempted fo seek

" shareholdersupport, there have been some favourable developments in the wider gas

/\qﬁfxa;k:ei.jmproving the prospects of a surer gas supply®. This raises the prospect of

-~ Genesis being willing and capable of diminishing the size and scope of support, thus

- reducing the size of the financial risk faced by the Crown. Indeed, we understand from
“.initial discussions with the Company that it is willing to take on a far larger proportion of

.7 therisk involved. Nonetheless, the key commercial issues remain unchanged from last

700w year and need to be analysed carefully. These issues include:

. limiting the scope of the risk sharing mechanism such that it is just sufficient to

encourage the bank’s to finance the project;

simplicity in form and avoid on-going involvement by the Crown unless the
mechanism is to be called”;

Specifically the Kupe development and the current Todd Energy and Shell proposais.

in the case of a guarantee, once called the Crown becomes an unsecured creditor of the
~ company for the level of support.

T2004/758 - Briefing On issues Regarding Shareholder Support for e3p Page 8
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. risk sharing such that Genesis should bear a reasonable proportion of the risk of
the project and incur reasonable expense before calling on the risk sharing

-mechanism® to minimise any perverse incentives created for Genesis to overpay
or under-contract for gas;

VS
. estimating the likely fiscal cost (i.e. size and hkehhood of g call agamsi the
Crown); and O \/{/ N >
: O / «\ i \
. flexibility in achieving the form of the risk shar\mg gwnchamsm W;‘d’nn these
principles. IAN. N \ \\\
\\\ /\/

pd

As part of any advice on a preferred risk sharmg@echamsm we\wOuld expe'*t Genesis
to demonstrate that e3p remains NPV posmv t”has been‘almost three years since
Ministers gave their conditional approval/tO/ mceedu;} \m\cn that time industry
dynamics have altered significantly, wxih Ehe/@g‘trlcny«and Q/as pricing paths showing

particular variation. Officials conSIder l’r\xmpmtant ’(hai\e\.':‘p/remams a commercially
attractive opportunity should the Qmpactv/of fuel-ﬂsté\be natted from the economics.

Officials intend engaging with Genesxsimconﬂmw ih!s\as>par‘£ of the discussion on risk-
sharing. s AT

5

Guarantees are preferred over uncalled capital prov'ssons to avoid arranging in advance

appropriations for unlikely events.

T2004/758 : Briefing On Issues Regarding Shareholder Support for e3p
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_ e . Sencsis Power Limited
—ICNCSIS

-
Level 3
Genesis Power Building
26 Ap_“‘ 2004 602 Great South Road
PO Box 17-188
Hon Mark Burton Hon Michael Cu!len/ d >
Minister for State Owned Enterprises Minister of Fmance r&’:ma“e
Parliament Buiiding _ Parliament Bui dmg (/ //\/New z\eatand
WELLINGTON \N_LUNGT@N//<\y/
AN < ; \\;Pe}ephone 08 580 2094
'\//\\\\ o § \\ D~ Fac:s&mnle 09'5804898
Dear Ministers : L N \ {
TN SN

1Ol /N\\\
We write fo update Ministers on the current setusmf“&ur project to-commission

a new nominal 400MW Combined Cycle Ga\s//iﬁurbme (“CC,GT‘) a’txthe Huntly
Power Station site (“Huntly e3p”). N

BACKGROUND ) <§§7&/ L

T (o

/\\\v N\
The detailed work programme. forHuntly e3p Co\mmenced in early 2001. Initially
a commissioning date of December/ZOOS was\antst;xpated but this date slipped

due to the unavaxlabmtyeef a ]or(g term\gaS\eupply for the operation of the
CCGT. /\ '\ hY ‘»\‘ 7 /\ A>\ W2
”,> \ /) N

\\//

Following a tnnder pmcees Nxtsu/ bishi, Corporatlon (“Mitsubishi”) was selected
as the preferred suppher and by J\Aay 2003 the contract for the design
construction and,e@mmzssronmg of ‘Huntly e3p and the contract for the long term
maintenarice.of ethe/CCGT\ Werem an agreed form. The contracts were capable
of bemg execuied by ’Genesvs and Mn&subzshl without further amenoment if

for the mtended opera’non of the plant and the continuing economic viability of
/;‘che mvesi"ment were sa’usﬁed by 16 July 2003.

its’ letter to\mes‘ters dated 8 May 2003, Genesis advised Ministers of the
evel of agreement reached between Genesis and Mitsubishi and the long term
‘,f“gas suppiy sttua’non In that letter Genesis also advised Ministers that the
N Genems Board of Directors was not able to commit to the pro;eet until suitabie

sas s upply contracts were obtained and invited Ministers to sider whether
Ve ’mere Wwas any mechanism by which the Crown could provide Geneszs bankers
o with comfort that the Crown would bear the risk of insufficient gas until suitable
{ L arrangements for gas for Huntly e3p were secured.

“ Working together, Genesis management and Crown officials developed a
synthetic gas propeosal. However, by letter dated 7 July 2003, the Minister for
State Owned Enterprises advised the Chairman that shareholding Ministers did
not consider the synthetic gas proposal reflected the appropriate balance of risk

between the Crown and Genesis and that they did not therefore wish to support
the synthelic gas coniract as proposed.

GENESIS ISSUES LIMITED NOTICE TO PROCEED

The Genesis Board of Directors consideraed the conient of the Minister's letter of
7 July 2003, including shareholding Ministers’ interest in Huntly e3p being



commissioned by 31 March 2006, and the risk arising from entering info a
contract for the supply of a large gas turbine ahead of securing sufficient fuel
gas for the operation of the plant. By letter dated 30 July 2003 the Chairman
advised shareholding Ministers that Genesis would issue a Limited Notice to
Proceed (“LNTP”) to Mitsubishi covering the provision of certain preliminary
engineering and site work from 15 August 2003 to 15 February 2004, by the

Genasic Power Limited

end of which period it would be necessary to issue and execute /ﬂ?ﬁ contract for
the full works in order to maintain a 31 March 2006 Commissioni\ng/(ﬁ‘m.> in th \\\

. , .. s SN NS p;
letter Genesis also sought Ministers’ support to secure the gas> acessary for

.

o

- R - _ . DN S it N
the commissioning of Huntly e3p through the Crown Magthe&eio@rﬁent le\ltgc\i/ ,/x

negotiations that were in progress.

\

shareholding Ministers, acknowledged Genesis{/ ﬁd;edi\ioh to issugnaLNTP to
keep alive the pessibility of commissioning Hunti(e by/wiﬁtemﬁ. The
Minister also commented on the Crown - adp ie»&eiopmgﬁ’c\l\_ ddiscussions
~ which, he advised, were seeking to crea—te\af\éy}vironr/r\@nt\’&b@yrﬁaximises gas

recovery from Maui reserves. Howe er\fﬁ)é\ Minist/er’ as\r\re% able to provide
any Crown guarantee that the flexibili @e/ esis soug {fSrJzOOG gas delivery

could be resolved by 15 February2004." .
N % . \_\\>E>

N
é\\? >
The Hon Dr Michael Culien, in his letter dated 22-Augus \/\QOOB@Q behalf of

\\ ™ 5
The value of the LNTP works;. \nb% Ct/)mpl/e\t< gx\w\é@approxima‘teiy $20 million.
in addition Genesis proceede \gqijh/ all ne'/g ssary.site enabling works including
the design for bridge/sjfr/gqgghening works required to ensure a heavy haulage
route is available fron.the Parts of Adckland to Huntly.
NN
g\\/// ~ ! ("\\\\\

FUEL UNGCERTAINTIES PREVENTISSUE OF FULL NOTICE TO PROCEED
IN FEBRUARY 2004 "V
SR a NN
During the, colrse op’@ﬂﬁiﬂ;’éenesis continued its efforts to secure gas for
Huntly/éBg@ Genesi‘s\}sér\t}xpipated unsuccessfully in Todd Energy’s tender for
Mangahewa-McKee gas.> Genesis procesded with the seli-down of 50% of its
) )‘\i\'f}t_ekre,sjﬂh the Kpge field and entered into a long term gas contract for 81% of
-the gas production from the field, totalling 191PJ delivered over[ Tyears. The
consenting afiﬂ;,dlev\\/elopment process for Kupe is expected o be completed by
. 2007.,,,,{33@»9\5{51 also awaited the opportunity to bid for Pohokura gas. The issue
" of a,,’s‘e‘f;\éestljfd'r proposals by the Pohokura Joint Venture pariners, expected in
Dec: mber 2003, was subsequently received in April 2004.

uring’ that time Genesis also learnt |

]
As a result of these continued uncertainties with regard to gas supply, the
Genssis Board of Directors did not authorise the issue of a final notice fo
proceed (“FNTP”) for Huntly e3p in February 2004. Without execution of the
contract for the full works or a further significant financial commitment from

Genesis, Mitsubishi was no longer able fo maintain the commissioning date of
31 March 2006.
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GUARANTEED COMMISSIONING DATE

~ Genesis has however secured a guaranteed commissioning date of 15
December 2006 from Mitsubishi subject to the issue of a FNTP by 15 August
2004, This guarantee is provided on the basis that an incremental fee over and
above the agreed contract price and approved escalations, is payable in the -~
event the project proceeds, but not otherwise. Two further opt46n5> based on AN
the issue of a FNTP by 15 October 2004 or 15 December 200 \wcagicf\acmei@ \>
commissioning dates of 15 February 2007 or 15 April 2007 re \P@ctwe}&

/>\<7 \t//

//\ \ \/ N \>
CURRENT GAS SITUATION O Y

~ \

Genesis requires 20PJ of gas per annum to o e@@aﬂy eap/\\Fq\?\omf2007, at

least 75% of this volume shouid be a)farfabie\\;rom /up\v\\p\rgwded the

consenting and development of Kupe procawdsfaccordmg to) plan. In the

meantime Genesis does not yst have/suﬁmm /contra ed\\g“as/to fuel Huntly

~e3p as well as_mest its other generattc:m Yindustrial @and- Jetail commitments

S‘?C’—}{E\J@‘X which requxret %/J and more going fon T@rwa{d/ ove;\a\nd\abﬁve the requirements

Ly of Huntly e3p- e attach a gra “\shewmg Gén‘ESJS\pUH’ent contracted gas
ﬁ@)( : ) supplies and regquirements as\«anappeodxx o tﬁz ie ef\/

N4 <3 \ %

Efforts to secure gas Tox:/Hunﬂy e%p continugxGenesis is working with NGC to

achieve greater certamty of ‘supply fgr(GEﬁOSLs than that initially proposed by

NGC following the/Maul\rﬂdeternuﬁatmm/\éeneszs is nego’natmg with Kupe

Joint Venture patin{arsA NZOG anfd/WhtauMo secure the remaining 19% of the

gas produc’uom”fvom\Kupe Gene&s /wm also invest in further upstream gas

interests. L~ ;
\\‘/A//) /\ </

Wxth the race}ﬂ\demsmn\by\thef Pohokura Joint Venture pariners to market

Poh@kura gas separafely theré are now three potential seliers of gas from June

ZOOBVGenesas is alroady ‘actively engaged in separate sales processes with

/he Pohokura Joint Venture partners, with the expectation of making final

bmdmg bids by\June/QOOAr Genesis is also negotiating with Todd Energy for

he» supply o“f Mangahnwa and McKee gas from 2005 to 2012.

\\f/\
\

Vo
i

k .,’_,*»*Subject “’to reachmg contractual agreement on the above alternative gas
supphes Geneszs will be able to meet existing requirements and the
!commzssxonmg of Huntly €3p in December 2008 through until 2008 when Kupe

. 'f_gas should be in firm supply. Kupe gas will be supplemented by new gas fieids
,»";, \j\commg on stream and/or LNG over the long term.

" MAUI OPEN ACCESS REGIME

Genesis is concerned about access to the Maui pipeline for gas from fields
other than Maui. The transport regime in place to transport gas for Huntly €3p
will be a key concern for financiers of the project. Genesis believes that the
Maui open access regime needs fo be operational as soon as pessible and
before January 2005 in order that Genesis can receive non-Maui gas
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POTENTIAL COMMISSIONING OF HUNTLY E3P BY DECEMBER 2008

Genesis remains committed to Huntly e3p. Rising fuel prices internationally and
focally make a shift to high efficiency generating plant more economical.
Subject to securing satisfactory fuel supplies, Huntly e3p is still economically
viable for Genesis and increasingly critical for meeting New Zea!an{’é}s base lcad (

energy requirements. NN
NN

Despite the delays to the project due to recent fuel un/@e%aiﬁﬁe\‘/\qunﬂy éa\'&p J/
remains capable of being commissioned by December/ZAOﬁS.\Flunﬂy e3p.is-the—
only significant new generation that can be delivered \*té\\iche New Zea and
market in the next three years. Not only is the sit}a/c\ensenteﬁ and @eparé@ but

V)

the form of contract for supply of a high reliabiliW\é@G@is agr@@a willing

supplier has guaranteed a completion date.( /&é/\ S / Q\\\
It is Genesis’ view that it is again timely for't _\u\ypo/wn aﬁé@ene’s!’s to consider .

an appropriate risk sharing mechanism.By which'to au&& H\uﬁﬂy{sBp to proceed
as soon as possible. The extent to which Jas supplies are confirmed will dictate
the balance of any such risk sha\n/{ggﬁé\chanism. D\t@sfend Genesis intends
engaging with your oﬁicia!s</t\o\\dls@§s possible ‘options for consideration by
Ministers leading towards the15 August 2004 FNTP deadline.
g towarts MERE? g\\\\\%\%

The Chief Executive arid Deputy Chgkg/wa}\ Keifh Smith, look forward to further
discussions on thgs;e \mgtgeg$ wiﬂp@uifa\ﬂhe meeting between Ministers and
Genesis scheduied@a/f'*ﬁ/@@’pm gQ/GM@y)ZOOAf. As 1 will be out of the country
at the time cyﬁ;ﬁ}e\mifﬁﬁg | /gay«e\ a§i/<‘=ed the Deputy Chairman, who will be
Acting Chairm\a/n//a@r\[ih the {Fﬁ\d’p@mﬂ%ay, to attend the meeting in my place.
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