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COVMERCE COWM SSI ON CONFERENCE
ON THE APPLI CATI ON FOR AUTHORI SATI ON BY THE POHOKURA JO NT
VENTURE PARTNERS TO JO NTLY MARKET AND SELL GAS FROM
THE POHOKURA FI ELD

COWM SSI ONERS: Ms Paul a Rebstock (Acting Chair)

M Peter Tayl or
Ms Denese Bates QC
M Shaan Stevens

CHAlI R | think we will convene the Conference now, so |'|

start by saying good norning to everyone and wel cone to the
Commer ce Conm ssion's Conference being held in relation to
t he Pohokura Joint Venture Parties for authorisation to
enter into arrangenents to jointly market and sell gas
produced fromthe Pohokura Gas Fi el d.

| am Paul a Rebstock, |I'macting chair of the Comm ssion
and I will also chair this Conference.

Wth me are Menbers of the Commi ssion who will be naking
the determination on this matter. They are to ny right
Deni se Bates QC and to ny |eft, Shaan Stevens and Peter
Tayl or.

Al so assisting us with this natter are a nunber of
Commi ssion staff and the Conmi ssion's consultant; they're
seated at the table to ny right and they are Guy Launder,
Di ck Adam David A nsworth, Mauzi ma Bhanji, Rachel Osens and
John Bay, and | mght say they're not in that order.

Rachel Ownens, who's done an excellent job in organising
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Openi ng Remar ks by Chair

the logistics of this Conference is available to those
present who require any assistance and she's at the end of
the table here, and I mght also nention to you that she's
hol ding the pass to the toilets which are around by the
lift. So, you will have to get that pass from her.

I"d also like to wel cone everyone, particularly those
who have travelled from outside Wellington and those who
have taken tinme to neet with Conmm ssion staff and nmake
witten subm ssions on this matter.

We're very appreciative that the Comm ssion has access
to the industry experience which is before us. As |'ve
al ready said, this Conference relates to an application from
t he Pohokura Joint Venture Parties who I'll refer fromthis
point on as "the applicants”.

The application for authorisation was regi stered by the
Conmi ssi on on 23 Decenber 2002. Conmi ssion staff then
sought the initial views of interested parties on the
conpetitive inplications of the application. The Comn ssion
then issued its Draft Determ nation on the 16th of My 2003.

The Draft Determ nation outlined the Conm ssion's
thinking to that tine and identified issues on which it
sought additional information and views. Witten
subm ssions on the Draft Determ nati on were received from
ten parties and these were posted on the Conm ssion's
websi t e.

| recognise that there is a | arge anount of conpl ex
i ssues raised by the application. W are appreciative of
the assistance provided to date. The Comm ssion will do its
best to make its final determi nation on this application as
soon as possible, and at this stage we antici pate doing so
by the 7th of August 2003.
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I"d like now to make sone brief comments on the
procedures of this Conference. W have set down three days
for the Conference, though at this stage the third day is a
reserve day. | understand that Comm ssion staff have
provided an indicative tinetable to all parties here. |If
you don't have that tinetable we can make it avail abl e.

At this tinme we propose to start with the applicant and
then, as far as practicable given the availability of
parties, follow with those who are generally supportive and
those against. The applicant will then have the right of
reply at the end.

["ll do nmy best to ensure that everyone is given a fair
opportunity to present their case. |If necessary sone
adj ustnents can be nade to the tinetable.

It's not proposed to close the Conference venue during
the lunch breaks, however a Conm ssion staff nenber will be
in attendance during those tines. These Conferences are
designed to allow interested parties to present their
argunments to the Comm ssion and for the Conm ssion to test
t hose argunents by questi oni ng.

S 64 of the Conmerce Act requires that the Conm ssion
shall provide for as little formality and technicality as
possi ble. This Conference is not, and is not intended to
be, an adversarial proceeding. There will be no cross-
exam nation. There is, however, the opportunity for
questioning by both Comm ssion nenbers and staff. This is
not a public Conference in the sense that while the public
are welcone to attend, they do not have speaking rights or
the right to ask questions.

A full record of this Conference will be nmaintained by
both transcription and tape recording. Could any person
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speaki ng pl ease do so fromone of the m crophones avail abl e
and speak clearly and precisely. | would also ask that each
speaker state their nane and the party they are representing
so that we can identify themclearly. |It's inportant not to
speak too fast because we'll end up having to go over the
same material again if you do.

Conmi ssi oners have read all the subm ssions carefully,
so pl ease nake any sunmaries of subm ssions as succinct as
possible. It would be appreciated if speakers focus on the
key issues in their addresses to us. | would Iike to point
out that the Comm ssion can consider only those issues
wWithinits jurisdiction and accordingly we do not wish to
hear subm ssions on issues which are not directly rel evant
to the Pohokura gas application.

It is expected that a nunber of experts will be
attending and presenting at this Conference. | would |ike
to stress that their role is as experts in their fields, and
t hey should not act as an advocate for any particular party.
I f the Comm ssion considers that experts are in fact acting
as advocates for a particular party their subm ssion nay be
treated as though they are part of that particular party's
subm ssion rather than as an expert opinion.

| hope that this Conference will be able to avoid
confidential material. |If it should be necessary to
consi der material which is confidential, the Conference wll
be cl osed during that discussion to all persons except
Comm ssion nmenbers and staff, the party providing the
confidential material and to | egal counsel and rel evant
experts who provide appropriate undertakings. | enphasise,
however, that we have a strong preference for as nuch as
possible to be heard in public sessions.
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Having said that, | would |ike to note that on the 27th
of June the Mnistry of Econonic Devel opnent made a
subm ssion on the Draft Determ nation. A public version of
this subm ssion has been nmade avail able on the Conm ssion's
website since |ast Friday. Access to a confidential version
of the subm ssion is available to external |egal advisors
and experts provided they sign an appropriate Deed of
Undertaki ng. Copies of public and confidential versions of
t he subm ssion and the Deed of undertaking are avail abl e
from Rachel Owens.

| should make it clear at this point that the Conm ssion
does feel it is necessary to have a cl osed session on that
subm ssion and we propose to do that tonmorrow. | wll
advise all parties later in the day at what tinme that wl
occur.

In that respect it's critical that any | egal counsel or
experts who want to participant sign the Deed of
Undert aki ngs before the session is to be held.

At this tinme |I'd ask whether there are any questions
relating to the procedure of the Conference or any other
i ssues that |'ve raised? [No coments].

If there are further questions on procedures or the
agenda that m ght arise as the Conference proceeds, please
don't hesitate to contact either Guy Launder or Rache
Ownens. The Conmi ssion has been | ooking forward with sone
interest to hearing the subm ssions that will be presented
today. | would like to thank you all once nore for your
attendance and begi n by asking representatives of the

applicant to present their subm ssion.

* k%
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PRESENTATI ON BY POHOKURA JO NT VENTURE PARTNERS

DR BERRY: Thank you for the introduction. |[I'll introduce the

nmenbers of the applicant's team there's quite a few of us,
so we don't all fit on these front benches, so I'll just go
round in sequence. (Qpposite ne are representatives from
Todd, M Rodney Deppe, M Richard Tweedi e and Chri stopher
Hall. Next to Chris Hall is Professor Lewis Evans who is
known to you no doubt. To Professor Evans' right is

M David Salisbury of OW. At this corner here we have

M David Agostini and next to me is M Mirray Jackson from
Shel I .

The ot her nenbers of our teamare seated in the front
bench of the roomhere, 1'll point out the two Westpac
representatives on the end of this table here, they are
Patrick Cocquerel and M Jonathan Bal |l antyne. Those will be
t he peopl e speaking to the applicant's subm ssion and these
three gentlenmen will be the prinme submtters in this session
hence their positioning in the better seats for the job.

Perhaps if | just begin by sonme introductory coments.
| thought it would be useful just to give sone initia
thenes and to give a feel for where our presentation is
going to proceed today, so that we've got the presentationa
context before | hand over to the team

First of all the application. Wat the application is
about here is for authorisation for the Pohokura Joint
Venturers and for their successors to enter into contracts
to sell gas jointly fromthe Pohokura Field.

One point | want to enphasise, and it was made in the
application, is that this application does not relate to the
contracts to be entered into between the joint venture and
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the purchasers of gas; they are future contracts, and as is
acknowl edged in the application, they are subject to further
anal ysi s under the section 27 provisions of the Act at the
appropriate tine.

["ll conme back to this later when we're tal ki ng about
conditions, but I do urge the Comm ssion to bear that in
m nd because many of the subm ssions of other parties are in
fact noving into a matter that is not directly the subject
matter of this application.

Moving on to our framework for the presentation, there
are, in our subm ssion, two key decision points, two main
streans of issues. The first one is, to what extent does
this proposal involve a | essening of conpetition? Now, the
|l egal test is clear, it's a question of conparing the
proposal which we've just outlined with what is the nost
likely counterfactual. As we stated in our subm ssion, we
accept the prelimnary view of the Comm ssion that
Scenario 1, marketing, is the nost likely counterfactual.

One point that you'll hear enphasised as a central thene
is, what is this concept of Scenario 1 marketing all about?

It's inportant to realise that it is not three independent

sellers. It is three co-ordinated sellers sourcing jointly
froma comonly owned field. There will need to be a
significant |evel of co-ordination which will be required

before the three joint venturers could go to market even
under Scenario 1 marketing.

Just to touch upon two issues relating to output and
price, and again this will be devel oped in the subm ssion;
for exanple on questions of output on Scenario 1 there would
need to be agreenent on optinal depletion path rates. There
will need to be co-ordination to match what buyer's denands
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are; they are unlikely to match each of the joint venturers
entitlenents. On the question of output again, another

I ssue that we will develop, is that under joint marketing
there will be no restriction in output conpared with
Scenario 1 marketing.

In terms of price under Scenario 1, this is a situation
where there is an absence of a significant commodity market,
which is a highly significant fact in the context of this
application. And so there will, in this setting, need to
be, between the joint venturers under Scenario 1, sone kind
of cash bal anci ng arrangenents.

In the absence of comodity markets, howis that price
reached; it becones an issue of what is the market price,
and as you will see fromour subm ssion, this then starts to
wal k into a need for information sharing between the joint
venturers on questions as to price.

And so, when you begin to understand what Scenario 1
marketing is all about, it really is no nore than a form of
joint selling, as it has been described. And, in the
absence of the ability to undertake separate marketi ng which
we say is not feasible, this is the nost |ikely
counterfactual which the Comm ssion has identified and as we
accept .

David Salisbury here will speak in nore detail and try
and give as full a picture as possible to explain what are
the differences between the proposal and counterfactual, and
he's got sone consi derable detail on that issue which
follows on fromthe subm ssion already | odged with the
Comm ssi on.

Anot her line of argunment that we will be advancing is
that the proposal does not involve any |essening of
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conpetition conpared with the counterfactual, and we' ve got
Prof essor Evans further devel oping argunents as to why joint
marketing is pro-conpetitive and enhances dynam c
efficiency, and it will facilitate contracts to support the
devel opnent of the field.

The Joint Venture Field will enter the market as an
entity, and successful harvesting of the field wll
I ncentivise exploration. Now, all of those are very
i nportant matters in the context of a market which is scarce
on resource. The question of the inportance of exploration
I's another thene that will be progressed as we go al ong.

So, at the end of the day what we say is really, if the
Comm ssion was to | ook at what woul d be the nost |ikely
counterfactual in operation in the marketplace in
Scenario 1, you would end up causing the market to undertake
a great deal of activity at the end of the day to achieve
nothing in terns of a conpetitive advant age.

So, that in broad outline is our first line of argunent,
that this proposal involves no | essening of conpetition and
it follows that the Comm ssion, if it reached that
concl usion, would decline jurisdiction to the application.

Movi ng on to our second key issue; if, however, a
| esseni ng of conpetition is found, then the Conm ssion, of
course, is required to undertake cost-benefit analysis. The
starting point is, first of all, to identify the rel evant
detrinments, and we note that the Comm ssion has set out
three conclusions as to detrinments in paragraph 400 of the
Draft Determnation.

The first one is that there is an assertion that the
proposal will |essen the options available to purchasers in
terms of ampbunts of gas and the non-price terns, and the
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concl usion al so goes on to state that buyers will be |ess

i nformed about market conditions which could increase
prices. But again, as |'ve begun to introduce the thene,
the co-ordination required under Scenario 1 nmeans that there
will inreality be no | essening of conpetition relative to

t hose consi derati ons when conpared with Scenario 1.

The second key conclusion as to detrinment is that joint
marketing is likely to increase the potential for price
di scrim nation, and Professor Evans will speak to this issue
and articulate why price discrimnation is no less likely to
occur under Scenario 1 than it is under joint marketing.

The [ast of the Conm ssion's reasons on detrinent is
that the proposal would inhibit or delay market
devel opnents, and we say that on the contrary the successful
harvest of Pohokura will incentivise devel opnent and future
exploration, as | nentioned before.

Before | just pass off detrinents, a prelimnary
comment, the Commi ssion has not quantified detrinments so we
are not in a position to conment on that issue, and we wl|
come back to that, but our position is that there are no
detriments and so therefore there should be zero attached to
detrinents for the purposes of this application.

The next issue after detrinents is, of course, public
benefit, and the focus of our submission here is that the
benefits of this proposal conpared with the counterfactua
are the avoidance of delay. This is the crucial link to the
public benefit argunent.

Chris Hall wll be discussing the question of our
position that there would conservatively be a three year
delay. W say that the Commi ssion has no basis upon which
to conclude that the tinme difference between the
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counterfactual and Scenario 1 is only one year. The

Comm ssi on acknow edges that the AIPN survey is not
scientific but nonethel ess appears to attach sone weight to
it.

Qur position is that this survey is flawed to the point
that no weight can be attached to it. Chris will also speak
to the other commercial realities one-by-one in terns of the
Comm ssion's reasons to support the view that there is a one
year del ay.

Now, our presentation on benefits will conclude with
Prof essor Evans then describing the considerable benefits
that wll result fromearly production, again based on the
assunption of a three year delay differential.

At this stage our presentation will nove to the
conditions and at that point we will begin with genera
| egal submi ssions which I'Il present and then will be
foll owed by Professor Evans, so we will each speak to all of
t he Conmi ssion's proposed conditions, and then what wl|
followis a discussion fromeach of the participants maki ng

up the joint venture as well as the Wstpac representatives.

CHAIR Can | just clarify, Dr Berry; will you at that point

make cl ear what your subm ssion was at the begi nning of your
i ntroduction about this application not being about the

contracts for gas thensel ves?

DR BERRY: In the course of the | egal subm ssions on conditions

it will be -- the argunent will be advanced that a nunber of
the proposed conditions of other parties are irrelevant so
far as they relate to the future contract, which is property
subject to the application of s.27 at a later tinme. 1'Il go
through that argunent in full when | do the | ega

subm ssions relating to conditions.
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The position we take is that each of the Conmi ssion's
proposed conditions is unacceptable variously upon grounds
of i nappropriateness, unworkability and illegality, and we
will also denonstrate how they would al so serve to del ay
devel opnent of the field.

One thene that we will enphasise as we go through this
part of the presentation is that the conditions will serve
in fact to frustrate the achi evenent of the benefits of
early production of the field and we'll take the Conm ssion
t hrough each conditions as to why we say there is that
particul ar prospect.

So, that in a nutshell -- those are the issues we wl|
cover as we go through those two main |ines of argunent,

that this conpetition analysis necessitates. |In order to
W ap-up our presentation we will make available to you
M Agostini, and you will be aware of his background as a

menber of the COAG Report, and M Agostini will outline the
context of that report and provide his views on the issues
relating to the start up of Pohokura. H s discussion wll
serve to highlight that separate marketing is not feasible
within the New Zeal and context, and his views are al so
supportive of the issues surrounding Scenario 1 marketi ng.
The | ast el enent of our presentation will be to briefly
di scuss the Australian exanples that the Comm ssion picks up

inits Draft Determ nation, Geographe, Thyacine, Yolla and

Vencorp, and M Tweedie will go through those particul ar
exanples. So that in a nutshell is where this presentation
i s headi ng.

G ven the nunber of different participants hopefully
we'll get the flowright. You are, of course, free to ask
questions as we go, but | just wonder whether it may not
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help the flowif we can have a bit of a run to get it

t hrough before the questions start com ng perhaps.

CHAIR: | understand why you ask the question, but | am al so

aware, that you realise that for us to ask questions
effectively, it actually helps to ask themas you go. So,
to the extent that we can ask questions at the end of each
presenter, we'll try to handle the ngjority of themthere,
but I think we need to reserve the right to ask questions
during the presentations as well, particularly on points of
clarification, but also questions get lost if they're not
asked i mmedi ately and the purpose of the hearing is to allow
that interchange. So, we'll try to accommbdate you as much
as we can, but not to the extent that it gets in the way of

us under st andi ng your subm ssions.

DR BERRY: Sure, | understand. ay, well, that's nme done for

the monment and so if we can now nove to the commencenent of
the applicant's presentation. There is an initial point
that we want to raise in relation to s.26 within the context
of this application, and so once we've discussed that then
we'll nove on to David Salisbury tal king about the meaning

of Scenario 1 marketing.

CHAIR. Who's going to address s. 267
DR BERRY: (Okay, this follows on fromessentially what was

stated in our subm ssion in response to the Draft
Determ nation, and this is a situation where the Governnment
has issued two Policy Statenents, and | just want to nake
some brief observations about each of these two Gover nnment
Pol i cy Statenents.

The first one is one of a general nature where the
Governnent states its hope that sone depth will energe in
the market which will be likely to support the energence of
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a conpetitive whol esal e and secondary narket situation. And
so, that's the Governnent Policy Statenment of a genera
nature, and of course one matter that is relevant to the
background of that is the need for the right incentives for
exploration; we're not going to reach those goals w thout
the discovery of a |ot nore reserve.

But nore particularly, the second of these Governnent
Policy Statenents, the one issued in April this year, is
specific in nature relating to Pohokura and |I'd have to say
frommy experience | can't recall a Governnent Policy
Statenment that has been so focused in relation to an
aut hori sation application.

["ll just touch on the key points that conme out of this
statenment, and there essentially are four of themfor our
purposes. The first is that the devel opnent of Pohokura is
i mportant for energy security. The second key point is that
with steadily increasing demand for electricity, New Zeal and
needs further significant electricity generation to neet
t hat dermand growt h.

The third key point is that the devel opnent of Pohokura
will help renove uncertainty about New Zeal and's medi umterm
energy security.

And finally, the devel opnent of Pohokura will facilitate
early decisions on new electricity generation investnent.

Now, as the Comm ssion is no doubt aware, the caselawis
clear in terns of what neaning attaches to Governnent Policy
Statenents. The Comm ssion nust give genui ne thought and
attention to both of these Governnment Policy Statenents and
nore particularly it nust attach appropriate weight to both
st at enent s.

But what | would invite the Comm ssion to do is to focus
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1 in particular on the second of the Policy Statenents and to
2 attach significant weight to the goals that are stipul ated

3 in that Policy Statenent.

4 CHAIR |Is there any basis for the Comm ssion to give one Policy
5 St at enent addi ti onal wei ght conpared to the other, or should
6 they not be read side-by-side?

7 DR BERRY: They ought to be read side-by-side, but I would

8 suggest that, because of the specific and express nature of
9 t he Pohokura Policy Statement, it is giving a particular

10 direction relating to this given field.

11 CHAIR But the requirenent on the Commission is to give them

12 both due consideration to neet that requirenent. It seens
13 to nme we have to give both of them due consi deration, not

14 one greater consideration than the other. So | assune

15 that's not your subm ssion?

16 DR BERRY: Well, it is possible to give them both appropriate
17 wei ght and still at the sane tinme attach the appropriate

18 consi derations to the inportance of the Pohokura Statenent.
19 CHAIR | think it would be helpful for us if you spoke to

20 specifically which areas of that that you thought the

21 Commi ssi on should give further consideration to.

22 DR BERRY: | think it's fair to say, in the course of our

23 presentation as we go through this, there will be reference
24 to the inportance of the need to incentivise exploration

25 that is sitting there anongst these Policy Statenents, and
26 this is inportant to get Pohokura on-stream as an inportant
27 starting point to give the right signals and incentives to
28 the industry to permt a jointly owed field to be able to
29 be marketed jointly in a tinely fashion. Again, feeds into
30 much of the subm ssion that follows beyond the, so --

31 CHAIR So that's the key matter that you believe needs

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

16
Pohokura JVPs

addi ti onal consideration by the Comm ssion?

DR BERRY: | think also, all of those other considerations have

to be taken into account relating to --

CHAIR | understand that they all have to be taken into

account, ny question to you is, which ones do you think need
to be given further consideration by the Conm ssion from
what has al ready occurred?

MR TWEEDIE: If | mght offer some words on that point. The 2nd

of April 2003 Policy Statenment, we would argue, has to be
very closely considered by the Conm ssion in terns of this
application because it is specific to this application. The
earlier -- the March 2003 Policy Statenent was a far nore
general Policy Statenment that covered a | ot of other things,
but certainly the second one which was specifically directed
to the devel opnent of the Pohokura Field, | could refer to
the sunmary that the M nister has provided; he says:

"Pohokura is the only significant new gas field that can
be brought into conmmercial production quickly. Secondly,
gas from Pohokura needs to be available in a tineframe and
manner that ensures the national energy security and
econonmic growth interests are net."

Very specific, very direct, very clear, very
unequi vocal .

Furthernore, the statenent goes on to say:

"Pohokura is the only sizeable commercial field
avai l abl e to nmeet the requirenent of significant quantities
of new gas. The Governnent recognises that it is not
certain that gas from Pohokura will be secured for
electricity generation, however, investnent decisions on a
nunber of generation projects are currently on hold until
there is greater certainty of the future of gas supply.
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The tinely supply of gas from Pohokura is therefore
i nportant to provide greater certainty over where the gas is
used enabl i ng new generation investnent decisions to be
made. Accordingly, gas from Pohokura needs to be
successfully marketed and in production in a tinmefrane and
manner that ensures that the national energy security and
econom c growh interests are net. This is particularly
i mportant to ensure that new electricity generation projects
can be built in atinmely manner to neet growi ng electricity
demand. "

So, that statenent very clearly deals to the nationa
interests; national interest and the inportance of Pohokura
to the national interest and precisely that conmes back to a
tinmely devel opnent, that neans an early devel opnent to neet
that shortfall of gas.

CHAIR Can | just ask you a question. Wuld you agree then
that if the Comm ssion accepts, and | think in the Draft
Determ nation it did, that early devel opnment of the field
gave rise to significant benefits, at |east in principle,
but the Commerce Act itself requires us to be reasonably
certain that those benefits are achievable. Wuld you
therefore agree that part of what the Comm ssion should
consider is how to ensure those benefits are actually
real i sed?

MR TWEEDI E: The tinely devel opnent of Pohokura, no one woul d
di sagree with that objective, but the way the Comm ssion has
approached that issue is sonething we fundanental |y di sagree
wi th, and subsequent subm ssions will address that point.

CHAIR But you do agree that it needs to be dealt wth?

MR TWEEDI E: The issue of a tinely devel opnent --

CHAIR: The issue of ensuring that the benefits fromthe

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

18
Pohokura JVPs

devel opnent are achieved; do you agree that that is
sonet hing that needs to be addressed through this process?
MR TWEEDI E: Qur subm ssions will be addressing that point.
DR BERRY: | think it's fair to say that this was put up as a
prelimnary theme which will be picked up as we go through
t he subm ssion, and so, |I think these questions are
begi nning to pre-enpt where sone of the substance of the
presentati on goes, and so, | just wonder whether we don't
nove into the presentation because you'll get the chance to
ask these questions.

CHAIR  I'Il just check with Ms Bates on whether she wants to
pursue it and | do appreciate that you do cone back to a | ot
of issues.

M5 BATES QC. Yes, | do want to pursue it M Berry, just
briefly.

You accept the |l aw doesn't state that the Comm ssion has
to give evidence to Governnent Policy under a Governnent
Pol i cy Statenent?

BERRY: The position is as stated in the case that | cited.

o 2

BATES QC. It gives it such weight as it considers
appropriate, correct?

BERRY: Correct.

BATES QC. You've identified four matters fromthe Governnent

o 2

Policy Statement. Are you saying that it's your submn ssion
that the Comm ssion hasn't taken those into account?

MR TWEEDIE: If | could answer that. The answer is, it hasn't
adequately taken theminto account in terns of its Draft
Det er m nati on.

M5 BATES QC. Well, what we'd be asking you to do is to identify
wi th much nore precision exactly --

MR TWEEDIE: W will do.
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BATES QC. -- exactly why you think the Comm ssion has not
taken those matters into account.

BERRY: | think particularly when we cone to discuss the
conditions, the extend to which they may put at risk the
achi evement of devel opnent and so on, this is where you wll
see the |inkage of --

BATES QC. So is it really that, if we had given proper
consi deration to the matters, we couldn't possibly have
reached the decision we did? |Is that the thrust of it?

BERRY: | think if you have regard properly to the
consi derations of s.26, we say you would give authorisation
attaching no conditions, and so, when we cone through those
parts there we explain why conditions put at risk the
achi evenent of the goals of this Policy Statenent.

BATES QC. But it may be that we have taken into account al
of the matters referred to in s.26 and we woul d suggest
that -- in the Policy Statenment under s.26, and we are of
the view that we have, but are you saying that there is
further argunent that needs to be taken into account by us
that we haven't al ready addressed?

BERRY: | think that's fair to say. | nean, by the tine
hopefully you've heard all of our subm ssions you will see
why we say that there is a need to have authorisation
wi t hout conditions to achieve the Governnent Policy
St at enent .

BATES QC. Yes, but at this stage we haven't given sufficient
wei ght to the Governnent Policy Statenent, or that there are
further argunents to be addressed on it?

BERRY: It's both, weight and there are further argunents
relating to the achievenent of the benefits.

BATES QC. Fromthe | egal perspective, |I think you need to
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make it very clear

DR BERRY: In particular it's the latter argunment, not just

wei ght but also the potential to frustrate the achi evenent
of the benefits is a particular concern which does dovet ai
with this Policy Statenent.

M5 BATES QC. Thank you.
CHAIR: Can | just, before we go on, I'lIl check wth nmy other

col | eagues whet her they had any questions at this stage.
[ No comment s].

MR DEPPE: Before we get into the main -- ny name i s Rodney

Deppe and |I'm from Todd.

Before we get into the main part of the presentation, |
just wanted to quickly go through sone of what m ght be
cal | ed background information, but is very inportant
background i nformation because it puts the entire
application in context.

The first role obviously is the key point is that
Pohokura has a market share at the nonment of nil, and that
we are proposing, and we hope to as quickly as possible, to
enter the market and that means that we will not rise to
100% of the market as the NZI ER subm ssions suggested, but
we Wll rise to approxinmately 30%

Now, that 30%is approximate, and the reason | say it's
approxi mate i s because Pohokura will conpete with other
fields and the dynamics in the petrol eum nmarket shouldn't be
underestinmated. There are things changi ng every day as we
speak, and it's highly conplex and is very high technol ogy
nowadays, and the rate of change of technology is increasing
every day. And so in other words, the other fields conprise
approximately of 30%-- sorry, the other fields conprise
approxi mately 70%
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Then of course we're also conpeting with the other gas
contracts. Now, the other gas contracts have a hi gh degree
of flexibility about them this is the Maui and Kapun
contracts in particular, and so therefore the buyers can
basically take nore gas or less gas to a fairly higher
degree and that is an alternative for them and, therefore,
they are able to use that as an alternative and, therefore,
that not only constrains the price, but it also gives them
real alternatives all the tine.

CHAIR. M Deppe, may | interrupt to clarify sonething with
mar ket shar es.

| wonder if you can tell nme, in terns of uncommitted
gas, looking at reserves as well as currently avail abl e gas,
what percentage of the market woul d Pohokura gas make up
when we | ook sinply at uncommtted gas?

MR DEPPE: Well, there are two points there. First of all,
think it is incorrect to only | ook at uncomrtted gas.

First of all --

CHAIR W can look at it -- we've got the big picture. | would
like to know if you know what the percentage is that
Pohokura makes up of uncommitted gas.

| accept that we have to have the big picture as well,
but do you know what that percentage is?

MR DEPPE: That percentage woul d be higher than 30% but --

CHAIR Is it 80, is it 607?

MR DEPPE: In 2006 onwards it woul d be approxi mately 50% but I
think at the end of this slide you will understand the
reason for the approxinmation figure, and the reason | say
that is for the balancing point, which is accel eration of
reserves and expl oration.

Those two reasons are pretty inportant in the gas
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1 mar ket. \Wat's happening right now as we speak is that

2 there is a high degree of acceleration of reserves

3 occurring. The MKee Gas Field has announced al ready t hat

4 they are accelerating sone reserves. There is in fact 2,000
5 pet aj oul es of gas reserves sitting under the ground right

6 now potentially able to be accelerated. So that gives a

7 fairly high degree of ways in which technol ogy can be

8 applied --

9 CHAIR Is that gas econom c?

10 MR DEPPE: Well, that's the point and a very rel evant question

11 for this application, because as the gas price rises, those
12 gas reserves wll beconme nore economc. So, therefore, that
13 constrains the ability of Pohokura to extract higher prices,
14 because the conpetition actually increases as prices

15 I ncrease because the other fields produce nore reserves or
16 can and do have the ability to produce nore reserves, and
17 that's occurring in virtually every field that we have in
18 New Zeal and ri ght now.

19 CHAIR | guess the question is the extent to which it

20 constrains. It nay provide sonme constraint at sone point,
21 but | think to be useful for us we need to understand at

22 what point would that gas provide a constraint.

23 MR DEPPE: Well, it varies --

24 CHAIR  And on what terns.

25 MR DEPPE: It varies fromfield to field. | can only conment

26 specifically in respect of the fields that we actually have
27 an interest, and | think you referred earlier to the issues
28 at Maui and we wi Il probably discuss those later on in the
29 cl osed hearing, so | won't refer to those now, but please
30 remenber those issues do bear on conpetition when we talk
31 about them | ater.
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Specifically referring to Kapuni, interestingly we're
actually co-operating with NGC -- wouldn't think so fromthe
subm ssions -- but nevertheless we are co-operating with

themto try and i ncrease production at that field. They, on
their side of the fence, are going to be expanding a third
field and we are, on our part, hosting a very w de range of
activities to increase production; this is fromworkovers,
to well sidetracks to water shuttles, there are a host of
conplex issues at all of the wells, and there are a | ot of
wel | s at Kapuni so there are a lot of things that can be
done.

MR STEVENS. M Deppe, just picking up on that point of

accel eration of reserves and the exploration putting
pressure on the applicants; will that also assist in
reducing the timefrane of delays given? | also note in your
| ast point on the slide there that there is a strong
incentive to nmaxim se the gas sales as quickly as possible.
At the nonment the applicants are predicting a lengthy tine
del ay; do you see that this pressure fromfuture

expl orations, the pressure fromthe accel eration of reserves
and your desire to maxim se the gas sales will actually nean
that sonme of the contracts that we're tal king about | ater on
whi ch contribute to the delay will actually be able to be
done a | ot quicker and nore effectively, given that you are

so highly incentivised?

MR DEPPE: That's a separate point which will be addressed | ater

in the presentation, and | think it nore appropriate that we

deal with it at that tinme, because it's quite a conplex --

MR HALL: | could give you a summary on that point at this tine.

In summary the position of the applicant on that point is
that while they have an incentive to maxi m se gas sal es and
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liquids sales to start earning a return on their investnent,
that incentive is not as -- has been depicted by sone of the
parti es who have made subm ssions, so strong that the
applicants will sink their further investnent irrationally
or inprudently, in particular wi thout an appropriate risk
return and marketing programre associated with that to
recover that investnent. So the incentive is there, but it
has to be carefully managed.

MR STEVENS:. | understand that point, but ny question |I guess;
if the incentive there is you're still carefully managing it
and it still remains there, how does that affect your desire

to get through the gas bal ancing arrangenents and the ot her
agreenents nore quickly than you would -- if there's an

i ncentive there to manage it, does that nean that you are
also incentivised to manage that process a |lot nore quickly

and rationally?

CHAIR Can | record, for the record, that it was M Hall who

spoke to the last question and this one.

MR HALL: Thank you. In summary our position on that is that

the tineframe we have described for conpletion of the tasks
required to inplenment Scenario 1 nmarketing is a tinmefrane
that takes into account the incentives that the parties have
to earn revenue, and it will be part of our subm ssion which
"Il come to later in the day that in fact there is a good
prospect that the tine required to conplete those tasks
woul d be greater than that which we have described for the

Conmi ssi on.

MR STEVENS: Thank you.
MR DEPPE: One point | should point out is that -- and it's

junmpi ng ahead slightly to the next point, but it does refer
to the last question, and that is the issue of |iquids.
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Different fields have different liquids ratios and so
therefore in Pohokura's case it has a very high, rich, in
ot her words, a | arge anmobunt of |iquids and for that reason
there is perhaps sonewhat |ess incentive to go off to
liquids in some gas fields, whereas in others it's
significantly higher.

Just returning to the exploration point which is that
Pohokura wi Il conpete with exploration; a very key point is
that, and |I understand a very difficult point for the
Comm ssion to estimate, and this is how nuch exploration is
going to be discovered in the next decade or so.

Now, one of the things which is -- |I've been around for
some 20 or 30 years in commodity markets and |I've witten an
i nternational newsletter on the subject for many years, and
back in the 80s we were saying we're gonna run out of oil
and the reason for that was the decline curve; we weren't
taking into account sufficiently the amount of exploration.
Now of course exploration has advanced with new t echnol ogy
and we're now exploring in places that we couldn't before
and we are discovering reserves at a much nore rapid rate,
and so we have not run out of oil

Now, interestingly -- a simlar trend | notice in
New Zeal and where in 1997 in Energy Qutl ook, we actually
forecast that the production of gas in the year 2000 woul d
be 207 petajoules; it was actually 230 petajoules. In that
sanme year, Energy Qutl ook 1997 we forecast that the reserves
in the year 2010 woul d be 89 petajoules. In fact Pohokura,
of course, was discovered after that date and the Comm ssion
have now estimated 154 petajoules in 2010. Now, of course,
as we nove on we will in fact discover no doubt nore gas

reserves and it will be sonmewhat higher than that, but, of
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1 course, it is quite difficult to do that estimte.

2 CHAIR Can | ask you a few questions on that. | nean, it's a
3 difficult area. The Conm ssion has | ooked at this matter

4 nore than one tine, and frankly we see sone of the officia
5 estimates and often think they do | ook | ow.

6 However, | woul d have thought your own experience of

7 trying to project what reserves are even in known fields

8 turns out to be fairly difficult. Sonetinmes it's higher,

9 sonmetines it's | ower.

10 Can | just -- | just wonder, the two observati ons about
11 in the past it turning out to be nmuch higher than earlier

12 thought, is there not -- what's the probability of it also
13 turning out to be nmuch lower in terns of the future? Is it
14 an evenly bal anced probability? | nean, there's going to be
15 an error; is it evenly bal anced which way that error is

16 goi ng to go?

17 MR DEPPE: Well, | think your question was really about the

18 reserves in a particular field, and indeed there are

19 statistical technol ogy which we do apply, and fairly highly
20 sophi sticated technology to estimating the fields that are
21 in discovered fields. But really, we're tal king about

22 sonet hing here which is indeed nore difficult to estimate,
23 which is exploration. The only thing we do know i s that

24 there are going to be wells drilled, there probably will be
25 nore wells drilled as econom cs inproves, and so you would
26 expect logically that there' d be nore discovered. How much
27 precisely is a difficult estimte.

28 CHAIR That seens to be built into the projections, but why do
29 we necessarily assune the projections underesti mate as

30 opposed to overesti mate? How do we know?

31 MR DEPPE: Indeed, we don't know and that's the precise
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difficulty, and I wouldn't pretend to know. Indeed, every
Energy Qutl ook that cones out, cones out with different
nunbers. But interestingly, the trend has been that as they
get closer and closer to the present the nunbers always tend
to go up.

So in other words, we're seeing a trend whereby people
are conservative in the beginning, which is quite
under st andabl e, they | ook at the reserves that are there, so
the long life fields would tend to be taken into account and
they woul d take into account |ess of exploration. So that's
gquite a natural and a planning sense, because you don't want
to bet the nation on reserves which indeed are not there, so
that's quite natural for Energy Qutlook to do that, it's
quite natural for the Comm ssion to do that as well, but
i ndeed that is probably -- we all know that that's probably
not going to be the case, but we know that there's a higher

degree of estimation about that forecast.

CHAIR Do you think there'd be any argunent for the Comm ssion

to go away fromthe official estimtes?

MR DEPPE: Well, | think it is relevant to | ook at the recent

history and the trends that are there, and so, if we | ook
out a decade or so fromtoday, in that tinmeframe the share
of Pohokura is approximately 25 -- starts off at about 25%
and i ncreases to about 35% So in other words, the period
beyond that is -- there's bound to be sone discoveries in
that period, how that will occur and when that will occur is
i ndeed unknown, but in a entire decade | don't think in the
petrol eumindustry in New Zeal and we haven't had one,
general |y nore.

Interestingly, there have been three discoveries in the
| ast six nonths which we've tracked and noted. They were
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fairly small; Kahili, Kauri and Surrey.

CHAIR So given the official nunber, what do you suggest the
Comm ssi on adopt as a reasonable estinmate?

MR DEPPE: Well, | think the approach which CRA took was that
they tended to only | ook out a reasonable period of tine and
beyond that period of tinme the degree of estimation becones
quite difficult. Indeed by then the Pohokura Field wl]l
be -- a significant anmount of its reserves will be depleted
by then in any event.

CHAIR  Exactly.

MR DEPPE: So the degree to which it is -- and of course the
contract terns probably would have contracted into that
period in any event. So, indeed the degree to which that is
a problem in the long-termis a problem is m nimsed.

CHAIR. | guess then -- | wonder what the rel evance of the point
isif it's all going to happen to be of nuch interest in
terms of the constraint. Any potential constraint we want
to look at in this case, what is the rel evance of how nuch
exploration there will be that will lead to fields that are
going to conme into play |ong past the point at which we're
worri ed about Pohokura?

MR DEPPE: The rel evance to Pohokura is that the possibility --
and this gets to the threat of conpetition being escal ated,
bei ng very significant -- is very high in exploration,
because Pohokura is indeed not a very big field in
international terms, it's quite a small field -- in
i nternational ternms, because we're only tal king about 700
pet aj oul es here. Maui was 5, 000 petajoul es, and i ndeed Mau
iIs not a very large field nowadays in international terns.

So, if we discover another field, it only needs to be
1,000 petajoules, and that's indeed the kind of structures
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that we all target off-shore -- in fact, we don't target
much | ess than 1,000 off-shore because, as we know, that
Kupe i s uneconom c, and so snmaller fields are uneconomc

of f-shore, so we have to target large fields and so
therefore the possibility of a large field being discovered
is a huge notivator to Pohokura to get on with the job, get
t he thing devel oped and get the |iquids recovered. The
liquids are a driver -- indeed, all the participants have
mentioned that, and that's indeed public know edge.

CHAIR. Can | ask you a question. Wy did the applicants not
factor in any benefits fromliquids when you put in your
application? [Pause]. Wy was that? |'mvery curious
about that, why you did not attribute any benefits in your
application to |iquids.

PROF EVANS: May | respond to that? There were no detrinments in
our evaluation and, therefore, any benefit of a significant
benefit was sufficient to carry the day, and so, at the
outset the actual details associated with what the benefit
nunber woul d be, so long as we were satisfied that it was in
the interests to have on the benefit cal cul ati on Pohokura to
be operative as soon as possible, that was sufficient. And
so, we didn't explore a range of other issues that could
have attended to getting a sharper estimate of the benefit.

CHAIR  You have given thought to the fact that there was
benefit fromit?

PROF EVANS:. Oh, yes.

CHAIR At that tinme, and you decided that it wasn't materi al
enough to put into the application because you had so nuch
benefit al ready and no detrinments?

PROF EVANS: W had no detrinents and the benefits were really
insignificant as we cal cul ated and we knew that the addition
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of the liquids would only enhance the benefits because they
are, as we've ternmed it in our later report, stationary; so
presumably it's profitable to take off the |iquids whenever
you do it and so if you delay it, it's going to be at sone
cost. So we knew that by adding in the liquids it would not
reduce our benefits.

CHAIR: But you weren't concerned with dealing with benefits
t hat sonmeone el se mght identify?

PROF EVANS: Well, in order to cone up with detrinents one needs
a specific definition of what they are otherw se nothing can
be cal cul at ed.

CHAIR No, that's not ny point. Watever the detrinments were
you knew you' d have enough benefit to outweigh it, whatever
they were. But you didn't think you needed to trouble
yourself with, how nuch is the liquid estimted to be at
benefit now?

PROF EVANS: It's in here.

CHAIR | can't renenber off the top of ny head, but 20 mllion
or sonething...? [Pause]. That's fine, we can cone to that
later, it's just a question; | have wondered why the
appl i cants thenselves attri buted no benefit fromthat in the
first round.

PROF EVANS: The aggregate benefit fromthree years is reported
in our last report as $361 million, of which 168 is
attributable to gas, and we were confident in our initia
subm ssion that the detrinments associated with joint
mar keti ng were not significant, but we had to satisfy
oursel ves, both on the gas as well as the Iiquids, that
there were benefits to rapid devel opnent, early devel opnent
of the field, and the fact that with |iquids you know t hat
there's going to be a benefit fromthe earlier devel opnent
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just by the very nature of the international market in which
they are traded. All you have to establish is the benefit
attached to bringing Pohokura on earlier rather than | ater,
whi ch we did.

CHAIR: Thank you. Sorry, we can go back to your presentation.

MR DEPPE: It is an inportant point that the -- and the context
that we were just discussing was liquids as attributed to
wel fare cal cul ati ons, however the liquids actually assist
you in respect of the conpetition argunment, in other words,
whet her conpetition is | essened or not sinply because the
mar gi nal revenue that the joint venturer will earn from
liquids, particularly in the first years, in fact exceeds
the revenue from gas.

So, it isin fact -- gas then in other words, is a by-
product in the first fewyears in the way I would refer to
it; subsequently it becones |ess, but --

CHAIR Can | just ask you a question on that. |If that's the
case, is it the contracts for the liquids that nmatter in
order to get the threshold -- neet the threshold contract
| evel to develop the field?

MR DEPPE: Well the liquids nmarket is an international market
and there are no constraints on us being able to sell that.

CHAIR Yes, that's exactly ny point. So, it is the liquids in
the first few years that will drive the econom cs of
devel oping this field, and there is no problemw th you
selling your liquids on the international markets?

MR DEPPE: Correct.

CHAIR So is there really a probl em about being able to sign
| ong-termcontracts in order to develop this field, and to
protect your investnment risk?

MR DEPPE: |'mnot sure | understand the question.
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CHAIR  Well, what I'masking youis, is if liquids drive the
results fromthis field in the initial periods, in other
words, it will determ ne whether you are getting a
sufficient return to sink further noney into devel oping the
field, and there's no constraints on selling Iiquids and
there's a ready market for it, is there really an issue
about the riskiness of your investnent in this field to
bring it on line?

MR DEPPE: Yes, definitely, because of course as we know because
we' ve got an off-shore field, Maui, and the liquids don't
definitely just conme, we had maj or probl ens devel opi ng the
oil project in Maui B, we had in fact had major drilling
problenms, and so in fact we had significant delay as well.

CHAIR. But the liquids come with the gas, is that right? The
liquids come with the gas; you can't have one w thout the
ot her ?

MR DEPPE: That's correct.

CHAIR So if you get the gas you' re gonna get the |iquids?

MR DEPPE: This is an off-shore devel opnent, devel oped in a very
i nhospi tabl e environnent, so the construction and the
conti nued operation is at -- there's a nuch higher risk
attached to it than both on-shore fields would have.

CHAIR But, you know, if you get the liquids you'll be able to
sell it. There's a market for it as you just told nme --

MR DEPPE: Correct.

CHAIR And in the first few years --

MR DEPPE: But indeed if we can't sell the gas we'll have a
probl em

CHAIR | understand that, but you just told nme you don't have
difficulty selling the liquids. Do you have any prospect in
the next few years of not selling your gas given excess
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1 demands for gas?
2 MR TWEEDIE: The issue nore correctly should be put in the

3 context that if there's a delay in us getting gas to narket,
4 there's a delay getting liquids for sale. The whole issue
5 Is about delay, its separate narketing creates an

6 envi ronnent for delay. You have accepted that. W claim

7 you've got the timng wong. So, the two do go together;

8 gas is the driver to get the liquids to get themto market,
9 but equally it's the driver to determ ne the project

10 econonmi cs, the investnent decision, the timng etc, etc.

11 CHAIR What | think would be very useful to us if we could get

12 the profile of the returns you project fromthis field,

13 i qui ds conpared to gas; how nuch in the first year, second
14 year, third year, fourth year will the liquids contribute
15 conpared to gas.

16 | think the Commi ssion would benefit from seeing that,
17 because | nust have ni ssed sonething here because | didn't
18 real i se how much the econonics of developing the field in
19 the first year depended on I|iquids.

20 MR DEPPE: W have provided that to the Comm ssion.

21 CHAIR Have you? Gkay, good. [1'Il have a look at it and if we
22 need further information I'll conme back to you on that,

23 t hank you.

24 "Il let you proceed with your presentation.

25 MR DEPPE: Yes, that's it.

26 MR SALI SBURY: My nane's David Salisbury I'mwth OW.

27 What | wanted to talk to you about was --

28 CHAIR  Sorry David, just before you go on, | should ask whet her

29 Comm ssi oners have any further questions at this point, and
30 staff, experts, any questions on the industry background?
31 [No comments]. No, okay.
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MR STEVENS: Just one small question; there was a comment t hat

the separate marketing created an environnent for a del ay.
I wonder if later on in the presentation you can pick up on
what you nean by the environnent for delay?

MR TWEEDIE: W will do.
MR SALI SBURY: What | wanted to talk to you about is a

conpari son of the proposal with the counterfactual when

| ooking at the conpetition effects and I'Il start out with a
summary of the points that | would Iike to devel op through
this presentation.

Firstly, and contrary to repeated statenents and
subm ssions, Scenario 1 is not three independent sellers.

In actual fact in our view what you end up with is three
very highly co-ordinated sellers, and what is nore, they are
very highly constrai ned because of the arrangenents we have
to put in place between the Joint Venture Partners and |'|
devel op that point a lot further.

It al so needs to be renenbered that the reason you end
up in that situation is, we continue to be the three joint
owners of a single field producing froma single pool with a
hi gh degree of uncertainty and a high degree of risk.
Therefore, once you understand that point you therefore
conclude that there is not going to be enhanced conpetition
under Scenario 1 marketing.

In actual fact in our view what happens with Scenario 1
marketing is that you constrain producer flexibility. W
have an incentive once we've built facilities to have them
operating as near to capacity as possi ble because we want to
noneti se our investnment as quickly as possible. It is our
subm ssion that the arrangenents we will have to put in
pl ace between each of the Joint Venture Partners wl|
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actually constrain our capability to achieve that.

Secondly, it increases risk. It increases risk for the
participants in this joint venture and it increases the
perception of risks for explorers conducting business in
New Zeal and.

It will inmpose additional burdens of the contract
mechani snms that we're going to have to put in place between
the Joint Venture Partners, and that's going to give rise to
i ncreased cost, the tine delay, and | think a very
significant point; the wider industry is watching what is
going on here, and it would be our view that, if joint
marketing is not authorised, or it was authorised on
unaccept abl e conditions, that would have a significant
deterrent effect for future investnent and explores in
New Zeal and, which in |large part is undertaken by very small
conmpani es who don't have access to the sort of resources
that we have access to and we will find it very very
difficult, as we will develop later in the presentation, to
proceed with separate narketing.

I think we conclude that it's a very sinplistic argunent
that three sellers will be nore conpetitive than the Joint
Venture Partners acting collectively, and we conclude with
the sunmary that once it is clearly understood how
Scenario 1 -- and | use "separate marketing" in quotes
because people are attributing separate marketing to
Scenario 1, but of course it's not, the independent seller
is; soit's not truly separate and you end up spending a | ot

of effort to acconplish precisely nothing.

CHAIR | think as a matter of record we sinply nust ask why, if

this is so clear-cut, that it's necessary to proceed on this
basi s? This Comm ssion was told several years ago that this
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1 was not the intended approach for this field, and | just,

2 you know, still have a lingering doubt in ny mnd about why
3 it's gotten harder rather than easier, or nore desirable to
4 jointly market.

5 MR SALISBURY: [|I'mnot in a position to talk to that not having
6 been present when those earlier statenments were nmade to the
7 Conmi ssion. | can comment that fromthe detail ed work that
8 we have done recently, we have this view now and perhaps

9 it's the case that with the further work that's been

10 undertaken the probl ens have becone nore evident to people.
11 Because certainly fromthe perspective of the applicants,

12 it's only when you get down into the detail of what we're

13 tal ki ng about that you really start to understand the

14 probl ens, and at a high level, a sinplistic |level --

15 CHAIR |'msure that when we put these questions to one of your
16 partners they weren't an inexperienced player in this field.
17 On the contrary, they have anpl e experience, off-shore and
18 on-shore. So, you may not be able to answer it, but | think
19 the applicants have an obligation to address the matter

20 because it goes to what you are presenting to us here.

21 MR TWEEDIE: Can | say sonething on that point. There have been

22 three joint ventures and | can say unequivocally like David,
23 fromour point of view, today, you may have | ooked

24 superficially at this early on saying, well of course you

25 can sell gas separately, and a | ot of people are still doing
26 that unfortunately.

27 We've actually had to apply our mnds to what is

28 i nvol ved, and we'll take you through some of this in greater
29 detail because it's huge, but what bothers ne the nost is

30 t he massive | earning curve we've got -- go up. W have al

31 been used, in this gas market and we're no different from
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Australia on that front, to selling -- operating joint
ventures and selling gas jointly, to suddenly make a step
change to separate marketing is a massive, conplicated,
difficult exercise.

I know sone people say, well, that's your problem but
it's everyone's problem because frankly it involves
significant delay. W have to go up a massive |earning
curve, everything will have to be scrutinised by | ega
advisors, it will be contractually extrenely conpl ex, and
our subm ssions will bring that out in further detail.

CHAIR |Is there no experience in New Zeal and with subject
mar ket i ng?

MR TWEEDI E:  There is none. None what soever.

M5 BATES QC. Can | follow up on that M Tweedi e, because it
puzzles me why the terns of joint venture were for separate
mar ket i ng.

Had you not actually given the matter sone thought, if
it's such a new departure, why did you have it in your
agreenent ?

MR TWEEDI E: The terns of the joint venture were originally
struck by Fletcher Challenge -- in fact, none of the
partners that are here today were the people who struck the
original Joint Venture Agreenent. Again, | can only offer
what | would view what drove Fletcher Challenge and its
partners then, who were BHP and Preussag to -- again, you
are very used to having separate marketing for |iquids
because you can store them you can get themto ports, you
can have parcel sizes that get on ships, you can nanage
that, and that is -- when you put joint ventures together
have to say nost of the tinme we're chasing oil anyway so
that was the driving force, and that is quite normal in
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Joint Venture Agreenents for oil, and coal and so.

But for gas the norm has al ways been joint marketing,
and | don't believe anyone in those early days addressed the
I ssue closely. In fact, the joint venture didn't
specifically say you woul d have separate marketing, it kept
t he option open, and that would inevitably have | ed the
joint venturers, as we have had to do, the new parties to
the joint venture, to closely look at the practicality of
doing it.

M5 BATES QC. Yes, but it wasn't until some tine after that you

became aware of the contractual position, that you noved to
actual |y make an anendnent to the agreenent.

MR TWEEDIE: Well, life isn't just sone static process. | nean,

it's a linear thing. As we get closer to doing sonething
we've got to address directly these issues, and clearly when
we put our minds to it -- and this will all cone out in
great detail as we proceed through -- that the difficulties
are not to be underestimted, and | would hope at the end of
our submi ssions you equally will be better informed about
the difficulties associated with separate marketing than you

may be at the nonent.

M5 BATES QC. Yeah, no, no, | appreciate that, but you

under st and when the Conmi ssion's been previously advised
that in fact separate marketing was feasi ble and viable, we
need to ask you; well, has there been a change of mnd or
did you not think about it when you first advised the

Conmi ssi on?

MR TWEEDIE: | can only say, everyone at that point in tinme, and

the joint venturers that set the joint venture up, it was
| ooking at a very helicopter point of view, they kept al
options open. It is only when we have got into the detai
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that we have seen precisely what's invol ved.

MR SALISBURY: |I'd like to talk to that point because, if |

m ght change hats for the nonent | was actually at Fletchers
and negotiated that Joint Venture Agreenent so | can offer
some insight as to howit ended up in that form

It is a standard form Joint Venture Agreenment. As a
matter of form and as Richard said, you go out and you
usually explore for oil, not gas. You rather hope not to
find gas a lot of the tine because of the problens that are
encountered and you do | eave open the fact that as joint
venture participants you' re entitled to your separate share
and then you worry about how to deal with that separate
share | ater

In the New Zeal and context it's always been by joint
marketing. | nust say at the tinme we were negotiating the
Joint Venture Agreenent we used very nuch a standard form
nodel and that was the approach that we took.

| woul d add one ot her conment which was, we did | ook at
the possibility of a gas marketing forum being incorporated
into that joint venture with possible majority decision-
maki ng rules and all of the Joint Venture Partners shied
away fromthat and said that they preferred to preserve
their position and deal with gas as and when the situation
ar ose.

So, | don't think it's valid to interpret the parties
had a view there woul d be separate narketing of gas; in

actual fact it's rather the reverse.

CHAIR We're not interpreting that. W were told by one of the

parties here that that was the intention, and I think it
woul d be nost hel pful if M Jackson addressed this matter
because he is with the conpany who nade this subm ssion to
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the Conmission in the past, so | would invite M Jackson to

address this matter.

MR SALI SBURY: Look, | accept that, but I will point the parties

to the negotiation of the JVOA, which was the specific point
| was answering, and Fl etcher Chall enge Energy; not Shell
Todd or OW, the parties that sit before you today.

MR HALL: One related point which is that insofar as the anmended

agreenent is concerned it would not be correct to
characterise the Joint Venture Agreenent prior to the
amendnent as one that stipulated separate marketing and to
characterise the anendnent as one changing that from
separate to joint. Rather the view was taken that both
separate and joint marketing were options available to the
joint venture under the agreenent prior to the nodification,
but that it -- there was an opportunity to nmake the
agreenent clearer and nore specific than it was, and that
was the reason for the anendnent. The anendment was not
effected to change a stipulation fromseparate to joint,
rather to make the provision clearer and to nake the

inmplicit explicit.

MR JACKSON: M nane is Murray Jackson, I"'mw th Shell Petroleum

Mning. There will be an opportunity for the Conmi ssion to
ask Shell separately outside this Joint Venture Application,
but I can make a couple of general points. Firstly | think
as a general proposition there is a natural disposition for

m ning conpanies to prefer separate marketing.

CHAIR  Can you explain that to us, please?
MR JACKSON: Well, 1 think every m ning conpany would prefer to

present itself to the market and negotiate with its
particul ar custoners. So, | think -- and you will have seen
this in the COAG -- the review, the Energy Market Review in
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Australi a.

Most conpani es have that natural predisposition that
they would like to nmarket on their own account rather than
jointly.

CHAIR Wiy is that? Wat is the benefit to the conpani es of
doi ng that?

MR JACKSON: The benefit to the conmpany? | think it's
representing -- every conpany has its own nmarketing
di sposition and would like to express itself to the market
separately, but I would like to nake the point that it's a
general proposition that is -- it goes to the -- it
underlines the difficulty in the New Zeal and cont ext of
separate marketing that, notw thstanding our preference for
separate marketing, we are standing here with the joint
venturer seeking joint selling.

| think it's fair to say that the difficulties of joint
selling by the people who were representing Shell a couple
of years ago underestimated in the New Zeal and context the
difficulties of separate selling.

There's al so i ssues about the definition of separate
selling and I think in sone contexts separate selling in the
m nds of sone parties can nean joint selling.

CHAIR: Was Shell new to the market several years ago?

MR JACKSON: Sorry?

CHAIR Was Shell new to the New Zeal and environnment two years
ago?

MR JACKSON: | think I'd like to defer, I'd like to stand with
ny Joint Venture Applicants on this particular one and I
think there will be an opportunity for the Comm ssion to ask
Shell's counsel [later.

CHAIR  That woul d be hel pful, thank you.
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MR SALI SBURY: What ['Il continue with then is the conpari son of

the proposal with the counterfactual, getting down into the
sort of detail that we consider evidences that there is no
conpetition differences between the two.

Now, if we |look at joint marketing and sale, and there
has been the comment that this is marketing by one entity
rather than three, | guess it's a rather trite observation
to point out that there being three Joint Venture Partners
and, therefore, it's not in actual fact one entity.

But there is a very inportant conponent to that
statenent, and that is that there are three parties who are
required to co-operate and agree on all aspects of the
devel opnent and operation of the field. W all have our own
commercial interests, we have our own portfolio of assets
out si de of Pohokura, and we all strive to manage and enhance
the value of the investnent that we have both in Pohokura
and el sewhere.

Now, those different interests incentives and views nean
that there is a ongoing conpetitive tension within the Joint
Venture Partners, and | amin no doubt that at the tinme we
go to market on a joint basis, the joint arrangenment wll
represent a conprom se between the positions of all the

Joi nt Venture Partners.

CHAIR Can you describe to us how that process works, of com ng

to that conprom se?

MR SALI SBURY: In a general sense?
CHAI R Uh- huh.
MR SALI SBURY: Well, it's a process that involves -- typically

you have the operator, in this case Shell Todd Q| Services
do a |ot of detailed work, sub-surface work, facilities
design. W each have an oversight role on that and we tend
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to be nore or less hands-on in different areas depending on
where we feel we can best add val ue, where we have nore or
| ess confidence in the work being done by the team nmatters
that are nore or less inportant to us in terns of our own
internal investnment criteria. For instance, going to our
board for a final investnment decision, we're going to have
to express confidence in the sub-surface nodel in view of
the reserves that are being presented and the uncertainty
around that, and so therefore we need to understand all that
information. And |ikew se the other partners will have
simlar drivers.

We then have our other conpeting commercial inperatives.
We may have capital constraints comng from our parent
conpani es, funding requirenents, funding hurdles that we
have to cross, rates of return that are required. 1In the
end we get the detailed infornmation, we sit down, we review
it, we may have different points of view, and we eventually
reach a conprom se.

CHAIR. Does your position in other fields, and the incentives
that may or may not create -- nust create different
i ncentives for you, the different parties in ternms of timng
and various other things; how does that play into this?

MR SALI SBURY: Well, within the Pohokura forum at the nonent
we're all driven to get this filed on-stream as soon as
possible, so | don't think that's a particularly rel evant
consideration at this point in tine.

CHAIR  So you have a lined incentive nowto bring this field
on?

MR SALI SBURY: Absol utely.

CHAIR: As quickly possible?

MR SALI SBURY: Yes. Well, at least | believe so, and I notice,
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t he heads are noddi ng.

CHAIR Wiy is that the case in ternms of your conpany? Wy is
the timng right for your conpany?

MR SALI SBURY: From the perspective of OW, we've invested sone
hundreds of mllions of dollars into the acquisition of an
interest in the Pohokura Field and we are incentivised to
get that field on-streamas soon as possible to nonetise the
I nvestment and get a return on the dollars that we have
out | ayed.

Now, having said that, and going back to the point that
was made earlier, is that an overriding incentive, and no,
it's not; of course, we have to nove forward in a
commerci ally prudent manner and have regard to earning an
acceptable rate of return on a risk adjusted basis. So,
we're not going to take unacceptable risks, but we have
invested a | ot of nobney and we want to nonetise it as soon
as possi bl e.

MR STEVENS: You nentioned in the previous slide that there were
some risks associated with the separate marketing. Wat
were they that you could identify?

MR SALI SBURY: Perhaps, I'll be comng to that in a |lot nore
detail as | go through, if that's right all right?

MR STEVENS: Yep.

MR SALI SBURY: A very general comment is that you do get a
m sal i gnment of incentives. At the nonent we're al
incentivised to maxi mi se the value of Pohokura because we
all take our equity percentage; there's no difference.

When you nove to a Scenario 1 nmarketing situation, you
actually do set up arrangenents by which we can actually
maxi m se the value of our individual interests, which neans
we m ght take value off Joint Venture Partners; that's
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nor mal business practice. | nean, we would be put into a
position where, to optimse the value of our investnent, we

will look at all avenues to extract val ue.

MR STEVENS: To conpete?
MR SALI SBURY: To conpete, exactly.
CHAIR So you think you can achieve the sane value within this

arrangenent that you could have individually?

MR SALI SBURY: Sorry, if we go down the route of...?
CHAIR: The Scenario 1.
MR SALI SBURY: That we woul d get the sane value as we would with

joint marketing? No. For the first reason that there's
going to be a substantial delay before the field cones into
production, and that's of enornous concern to us. And
secondly, once the field is in production we are going to be
managi ng a nmuch nore conpl ex set of arrangenents, and it
woul d be ny personal view that we're going to end up with a
much | arger team of people, we're going to be | ooking not
only at our interface with custoners but nore closely with
our Joint Venture Partners all the tine, and there is a nuch
greater scope or value erosion, as well as increased cost,

as well as delay in the start --

CHAIR. When we read sone of the overseas evidence it suggests

the key factor to developing a field quickly, say under a
Scenario 1 type situation, is whether the Joint Venture

Partners have aligned incentives, and you believe you do?

MR SALI SBURY: | think that is only one conponent though, and

|ater on we will be touching on -- | think you m ght be
referring there to sonme of the Australian precedents.
think that is a factor wth a nunber of other relevant
condi tions that nake separate marketing feasible, and we
woul d differentiate those.
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1 MR TWEEDIE: Can | say, we've got a |lot of incentives today

2 because we're assunming we're proceeding on a joint narketing
3 basi s.

4 If the Comm ssion cones down with separate selling, the
5 position where it will have to face separate selling,

6 alignnent could well evaporate very very quickly, because we
7 will then be seeing our joint venturers as potential,

8 potential parties who could seriously erode val ue out of our
9 share of Pohokur a.

10 CHAIR  They woul d conpete with you?

11 MR TWEEDIE: Well, it's not conpetition in that sense. You

12 could say it's the other way, they're thieving our gas; it's
13 theft rather than conpetition. | call it theft. They've

14 fl ogged our gas, they haven't paid for it and we've got an
15 internal scrap -- you've only got to ook at the sorts of --
16 it's not directly, but litigation, you ve only got to | ook
17 at Greynouth Petrol eum and | ndo-Pacific right now, who are
18 draggi ng thensel ves through the courts, two little conpanies
19 on a dispute that is hugely value destructive. You' ve got
20 gas being shut in, production being held back.

21 Il will predict, very confidently, that is precisely what
22 will occur with separate market -- if we go with separate

23 selling with Pohokura. It will be ultimtely val ue

24 destructive for the partners, value destructive for the

25 nation and will involve a serious delay wth significant

26 econoni c repercussions to the nation if we go the separate
27 selling route.

28 CHAIR | don't know where "thieving" cones into econom c

29 nodel s, but we'll ask Professor Evans when we get there.

30 MR TWEEDIE:  Trust nme, we all know what "theft" neans if we're
31 indulging init.
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MR SALI SBURY: | don't think it's an economc nodel, it's a
practical reality, Richard. There's a diagramor a picture
that we've put up on the overhead --

CHAIR  You don't have copies of that, because |I think at | east
one of ny coll eagues can't see that. Do you have copies?

It would help with the presentation.

MR SALI SBURY: W do. It was a very sinple diagram it was only
i ntended to represent the point that has been nade which is
we do need to co-operate and agree on issues of marketing,
sub-surface devel opnent, but we do retain our separate
commercial drivers and we do need to reach agreenent that
allows us to nove forward.

M5 BATES QC. | just want to understand this a little bit better
at this point about the alignnment and m salignnent.

Because you're saying, if there's separate marketing
there's likely to be a msalignnment incentive, whereas
that's not likely to be the case if there's joint nmarketing.
Just putting it very sinply?

MR SALI SBURY: | nean, there is still conpetition within the
joint venture conpeting interests and that forces us to have
to co-operate and agree, which is why you do get on-going
conpetitive tension in a joint venture forum

The difference is that when we develop the field jointly
and we go out and we get -- we have a gas contract and we're
selling 100 terajoules a day of gas, | get ny proportion at
share and the other conpanies get their proportion at share
and there can be no gam ng between the partners --

M5 BATES QC. Just let ne take it slowy.

The m salignment of incentives from separate marketing,
| understood you to be saying that cones about because you
wi Il have regard to your other gas interests and maxim se

1 July 2003



48
Pohokura JVPs

1 t he whol e position having regard to the -- no?

2 MR SALI SBURY: No, the point about separate marketing is that --
3 M5 BATES QC. Wiere does the m salignnment of incentives cone

4 fronf

5 MR SALISBURY: It's the fact that we have to inplenent all of

6 t he bal anci ng nmechani sns, which is not just a gas nechani sm
7 it's balancing all of our rights across all of the aspects

8 of the joint venture. |Instead of being an equity proportion
9 In everything that happens, we then have contract

10 arrangenents that try to keep us in balance, you know, in

11 equity proportions.

12 Those contract arrangenents are going to be conpl ex and
13 they are not going to cover all matters that arise, and

14 inevitably there is going to be sonme winners and sone | osers
15 through that, you know, as the field unfolds and production
16 occurs, and that's the msalignnment; it's the fact that

17 i nstead of being able to concentrate and sell your gas to a
18 custoner and know t hat what ever happens you get your equity
19 share, | will be selling gas to a custoner and all the tine
20 concer ned about what ny Joint Venture Partners night be

21 doi ng as well and whether at the end of the day the contract
22 arrangenents we've put in place are going to bal ance our

23 rights across the field over the field life.

24 | develop this a ot nore through the rest of the

25 present ati on.

26 MR TWEEDIE: | could also add though, you're going to get nore
27 likely -- with separate nmarking if you go down that route,
28 there will be gam ng going on between partners and their

29 relative portfolios of gas.

30 M5 BATES QC. That's the point |I'm pursuing.
31 MR TWEEDI E: No, you're right. R ght nowwth joint marketing
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we' ve got conpetition between fields and it's very hard,
can assure you, to gane your portfolio of gas when you' ve
got joint ventures at different joint ventures; parties
within separate fields.

But if we go separate marketing we would be definitely
| ooki ng at our portfolio, our bank of gas; that could
definitely lead to gamng, it could definitely lead to a
party taking a quite different strategy with regard to the
ti mng of Pohokura devel opnent and the quantum of gas that
Pohokura ultimately produces.

That does not occur when we've got joint marketing of
gas at Pohokura, so there's a lot of inefficiencies and
di sincentives to act in the interests of the Pohokura
devel opnent you will tend to | ook nore closely at your own
position and your bank -- your portfolio.

M5 BATES QC. Do you agree that it mght be a matter of degree?

Because whatever is the scenario, you' d always be having
regard to your total portfolio when you' re making a deci sion

surely?

MR TWEEDIE: No, | reject that because you ve got -- in working

in ajoint venture you' ve got contractual obligations.
Normal |y joint ventures, there's a provision that says that
the joint venturers have to act in the best interests of the
joint venture and nmaxi m se the conmerci al advantage of the
joint venture to all the joint venture parties. You' ve got
sonme very clear fiduciary contractual obligations to your
partners to maxi mse the value fromthat field, and you are
not doing it if you are | ooking over your shoul der at your

ot her interests.

M5 BATES QC. Just let ne take that a little further.

So, you have an obligation, you say a fiduciary
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obligation to the other joint venture parties. Now, how
does that affect your obligation to your sharehol ders, your
normal director obligations to act in the best interests of
the sharehol ders in your conpany? In other words, which
obl i gation takes precedence?

MR TWEEDI E: They don't normally. Wat we're used to doing,
joint marketing, the way we run -- have run these busi nesses
i n New Zeal and, the joint venture nature of operating these
upstream oil and gas businesses is well understood and to
answer your question, there's normally no conflict.

M5 BATES QC. There's no conflict?

MR TWEEDI E: | have not yet had a position where | have had a
problemw th ny board that has had a quite separate
I nterest, business outcone, business requirenent, that
conflicts with the -- with our obligations to our partners
in ternms of the fiduciary obligations within a particular

j oint venture.

CHAIR I'Il ask Comm ssioner Taylor if you' d like to foll ow up.
MR TAYLOR | was working down the |ine that Ms Bates was as
wel | .

M Tweedi e painted quite a horrific scenario unfolding
under separate nmarketing, of theft and litigation and
contractual dispute situations that, because there's been no
separate marketing of gas in New Zeal and, it hasn't happened
her e.

Are you able to point to exanples off-shore where the
whol e rel ati onshi p has broken down in the way you
characterise?

MR TWEEDIE: Well, | nean --
MR TAYLOR. |I'mnot arguing the theory of what you | ayout.
MR TWEEDI E: Well, the sinple answer to that, and to add to our
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1 knowl edge and experience -- | mean, about as far as we go in
2 | ooki ng at anything in Australia, the nodel of separate

3 mar ket i ng doesn't exist there.

4 | nmean, this Conmmerce Conmi ssion in New Zeal and is

5 breaki ng new ground in Australasia. The US; | know nothing
6 about the US, it's a totally different market, it's far

7 | arger, it's far deeper etc, etc. There is no experience

8 of -- so we're |ooking at what may happen, what we woul d

9 expect m ght happen, and I'mquite confortable in our

10 assunpti ons and concerns.

11 MR TAYLOR: | can see that; | was wondering whether M Berry

12 m ght have done any research on the sort of doonsday

13 forecast you have...?

14 MR SALISBURY: |1'd offer up an anal ogue situation when you try
15 to divide a field between three conpani es and what happens
16 when they inevitably get out of alignnent on their off-take,
17 and that's the Maui situati on and what you see goi ng on

18 bet ween the purchasers of that Maui gas, and | believe the
19 word "theft" m ght even have been used in that forum

20 Ri chard.

21 MR TWEEDI E: Yeah. Contact and NGC woul d cl ai m Met hanex has

22 stolen their gas, and they probably have.

23 MR SALISBURY: But it's the problemwhen you try to assign an
24 equity interest in sonething via a contractual nechanism
25 CHAIR Are you sure you want that on the record?

26 MR TWEEDIE: No, I'Il be told later.

27 CHAIR Well, it's there now, so..

28 MR TAYLOR:  Yeah, that was where | was headi ng.

29 MR STEVENS: Just a followup question. It really was the

30 di scussion that there m ght be a value destruction in the
31 joint marketing in that you are unable to conbine
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effectively the gas that you take out of the joint field
with your other interests el sewhere. How does that conpare

with a value destruction under separate marketing?

MR TWEEDI E: Coul d you repeat the question?
MR STEVENS:. | nmay have m sunderstood what you were descri bing

before, but what | understand was that there was a certain
amount of -- you are unable to take into account the gas
fromyour other field when you' re dealing with it under your
joint marketing arrangenent. To that extent there will be
certain val ue destruction to those parties who have gas
el sewhere and if they were able to take the separate
mar keti ng gas out of this field they mght be able to
effectively gane it better and conbine it with gas el sewhere
and get a better result as opposed to a Joint Venture
Partner who hasn't got the opportunity to do that.

My question really was, how do those two val ue

destructions conpare overall ?

MR TWEEDI E: | nean, you have to cone back to the starting

principles in your -- joint venture, in each joint venture
you are in, what your obligations are there to each joint
venture, and they're very clear. | nean, joint venture
agreenents have a very standard formand there are very
clear legal obligations to each other.

If you try and subvert that obligation, you run a
contractual risk, one. Two, you will never never easily be
able to work with your joint venturers. You have to put as
a primary position the business of that particul ar joint
venture and put behind that your interests in another field
iIf there's a conflict.

So, you have to | ook at each joint venture, your

position, and each joint venture on its own nerits.

1 July 2003



53
Pohokura JVPs

1 MR STEVENS: So what happens if you're in the joint venture but
2 you deci de that you want to separately nmarket, and how do

3 you deal with that issue then?

4 MR TWEEDIE: Well, no one has had to face that experience in

5 New Zeal and to date. This is the issue before us today, and
6 | can say there will be a massive sea change in behaviour if
7 we have to separately market Pohokura gas. That w Il have -
8 - 1 mean, we'll be going through this in greater detail what
9 we' ve got to go through, but where you have trust and

10 goodw | | between partners -- to operate in a joint venture
11 environnment the first thing you' ve got to have is trust,

12 you' ve got to have a massive degree of goodw ||, you've got
13 to be prepared to conprom se; you' ve actually got to be

14 prepared to put your own self-interest behind the common

15 interest of the joint venture, and that's not just on

16 commercial issues, it goes to the operation of the field.

17 After all, we're going to be spending close to $1

18 billion in devel oping this, and you' ve got to have

19 confi dence in your operator, you ve got to get -- there's a
20 weal th of things that you are forever, | have to say,

21 conprom sing self-interest to the benefit of the joint

22 venture, because if you didn't do that nothing woul d happen,
23 we'd be totally dysfunctional and we woul d weck val ue for
24 us all, and that's how joint ventures work.

25 Good joint ventures work very well and they are very

26 rewarding to work within, and thankfully mate, all our joint
27 ventures in an upstreambasis are like that, but | can

28 safely predict, if we go separate narketing in this,

29 dysfunctionality will prevail with all the negative

30 detriments that will be associated with that.

31. CHAIR I'd like to take one nore question from Ms Bates and
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then we'll return to the presentation.

M5 BATES QC. You have said quite a | ot about the contractua
obligations to the Joint Venture Partners under the Joint
Venture Agreenent. Wuld you not agree that those
obl i gations do not change in legal terns whether you're
separately marketing or joint marketing; you still have the
sanme obligations under the joint venture, do you not?

MR TWEEDI E: Those joint venture provisions will still be there,
but if we are effectively -- we have statutory -- well,
through, let's say the Commerce Conm ssion, a statutory or
intervention that will effectively invalidate sone of the
provisions in the joint venture -- well, that will be, |
have to say, the net effect.

M5 BATES QC. But it won't invalidate the provision that says
that you have to act in the interests of the joint venture,
surely?

MR TWEEDIE: Well, the interests of the joint venture, you would
have put us in the position, frankly, where the interests of
the joint venture is non-alignnent; separate narketing does
not, does not sit with a comon interest and alignnment, so
we will be non-aligned.

M5 BATES QC. Are you saying, though, that you will not observe
your contractual obligations to the sanme degree if you are
forced to separately market? |Is that what you are saying?

MR TWEEDIE: If you ask ne ny position today, and | certainly
haven't discussed this with nmy joint venturers, ny i mediate
response to your question to be that there would be an
inplicit variation to our obligations to each other.

MR SALI SBURY: | think Richard is right, it's a challenge to the
fundanental prem se of the Joint Venture Agreenment and what
you are highlighting is a conflict between the fact that the

1 July 2003



e

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

55
Pohokura JVPs

essence of a joint venture arrangenent is indeed to co-
operate, but if we're forced to go down a route of separate
selling we're actually being set up to conflict.

I woul d suggest the outcone of that is likely to be
along the lines that Richard has articul ated, probably
because you woul d have to reconsider the whole basis of the
joint venture rel ationship, because you' ve chall enged the
fundanmental prem se of it, you' ve got to --

M5 BATES QC. Going back, I'Il try not to protract this, but

goi ng back to the original agreenent before the anendnent
cane in, and there was sone discussion about whether you had
the option to joint nmarket or not, but the termin the
agreenent was that -- just let ne find it for a nonent.

[ Pause taken while referring to docunents].

"That parties shall have the right and obligation to
own, take in kind and separately di spose of the share of the
total production”. That was the original term Subject to
a proviso that said, "If natural gas was discovered it m ght
be necessary to enter into special arrangenents”.

So, in that first Joint Venture Agreenent there's
actually no direct reference to joint nmarketing, so | find
it very difficult at that point to say that it was
fundanmental to the joint venture that there be joint

marketing. It can't have been the case, can it?

MR SALI SBURY: Well, actually, | disagree and I go back to the

point | made earlier, which is, this is based on a standard
form docunent. The way it works when you are negotiating
these agreenents is, you have so many problens to deal with
at the tinme you're putting together an exploration joint
venture, plus you' re going out to drill wells that m ght
have sonething like a 1 in 10 chance of success; you don't
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worry about all eventualities.

M5 BATES QC. Well, that's my point.

MR SALI SBURY: To keep up the context of the Joint Venture
Agreenment, what you do do is preserve to the partners the
entitlement to their share of the off-take and decide |ater
how to deal with it.

Now, the way that has always worked in the market in
New Zeal and is, you' ve then entered into joint arrangenents.
So, | think it's inportant not to read in fact, or to try
and take that clause out of context, of the industry
context, and read into it circunstances that sinply were not
present when it was put in place and, you know, are not
hel pful to help interpret.

M5 BATES QC. Even in the anmendnent to the agreenent the proviso
all ows you the option to joint market. Now, if joint
marketing is so fundanental, why do you | eave yoursel ves the
option of separately marketing under your own agreenent?

MR SALI SBURY: Well, the only reason for that is acknow edgi ng
we' re heading into an authorisation process and we can't be
quite sure what the outcone will be, although we have very
strong views on what it should be.

CHAIR | think we'll proceed with the presentation if we can,
pl ease.

MR SALI SBURY: The next aspect that 1'd like to ook at is to go
into sone detail on the counterfactual and to actually get
into sone of the -- eventually we'll conme to a table that
tries to go through a gas contract clause by clause and
| ooks at the difference between what we're tal ki ng about
with joint marketing and what we would end up with under
Scenario 1 and whether there is any conpetition difference.

| build the platformfor that by starting a genera
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di scussi on about the counterfactual. For the purpose of
this hearing we have accepted that the nost likely
counterfactual is Scenario 1 marketing. Now, there is a
common assunption by those who have opposed the application
that there will be substantive differences between joint
mar keting and what we call Scenario 1, and | use again
quotes "separate marketing” and it's a key assunption and
that's why we wanted to investigate it and see how separate
Scenario 1 marketing in fact is.

It's our conclusion that it's a flawed assunption that
there are any big differences whatsoever, and the
i nplications that flow fromthat m sunderstanding are really
quite critical to the analysis of the application.

So | just pick up on the description that's been applied
to the counterfactual, | think this comes fromthe Draft
Determ nation, and certainly |I think records the genera
under st andi ng of people who have put in subm ssions.

That is that the joint venture purpose will agree on the
devel opnent profile and gas output of the field; that we
will separately sell our proportion of the gas in line with
their equity ownership of the field, and | take it that that
nmeans that there's an acknow edgnent that inevitably on a
day-to-day operational basis we will get out of alignnent
but we will contract, or put in place sone nmechani sns that
will try to achieve alignnment over the |ife of the field so
we'll get our equity entitlenent.

The third point is that we will put in place neasures
which will address the problens associated with separate
mar ket i ng.

| note that it says "including a gas bal ancing
agreenent”; we'll go into this in a lot nore detail |ater,
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but a gas bal ancing agreenent is only one conponent of it.
If you bear in mnd again that we're dealing with sonething
that is kilometres below the earth's surface, there is huge
uncertainty on sub-surface risk, we have differences of
opinion on facilities design, we wll have different
custoners who m ght have gas specifications and so forth,
different off-take rates, certainly we have different
conmer ci al incentives.

We have not only a gas off-take but we have liquids off-
take as well. W're |ooking at Cormmonsate(?) as well as
LPG and we need to bal ance our rights over all of that,
it's a build investnment which is nulti-faceted, and that's
what we're trying to balance our rights over, not just
bal anci ng the gas, but we cone to that a little bit nore
| at er.

So, if we turn that around, what Scenario 1 marketing is
going to require us to agree on is all key devel opnent and
production nmatters. This is sinply necessary for us to
devel op and operate the field which continues to be owned on
a joint basis.

Then on top of that we're going to put in place contract
nmechani sms whi ch are going to try and bal ance our rights and
obl i gati ons between each of the Joint Venture Partners
across all of these other aspects.

And, these nechanisns are required because inevitably we
are going to get out of alignnent on a day-to-day
operational basis and are going to need to have bal anci ng
mechani sms put in place.

It also reflects the fact that inevitably as we start
producing fromthis field and selling separately, we are
going to get out of alignnent with incentives as we've
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tal ked about already. W would characterise the difference
as changing the incentive from nmaxi m sing the project val ue,
which is, where we're all aligned and none of us benefit

di sproportionately, irrespective of what happens, to
maxi m si ng our share of the project val ue.

Now, | want to go into a bit nore detail on the contract
mechani sms. They are going to have to address as between
the Joint Venture Partners all of the key contract
paraneters that we're going to have to deal with for
devel opnent and operation of a gas field.

There's a very pragnmatic reason for that. Before I can
go out to narket and offer a gas contract to any one of the
purchasers |I'mgoing to have to be sure as between nysel f
and ny Joint Venture Partners that the terns on which |I'm
prepared to supply that gas to a purchaser are actually
goi ng to be acceptabl e and enforceabl e agai nst ny Joint
Venture Partners.

It's no good ne going to a custonmer and saying |'m going
to offer you a profile at X terajoul es or petajoules a year
with a swing factor of plus or mnus 50% and | go back to ny
partners and they say no, no, we're not going to over-build
the plant by that nuch capacity for you to be able to
provi de that swing to your customer; in actual fact we al
had in mnd a nmuch snaller plant capacity with a nuch
smal l er swing factor.

So, before | can enter into that contract with ny
purchaser | have to agree that paraneter with ny partners.
["ll gointo this in alot nore detail as we go through the
terms of the contract, but you will see it holds true for
every key commercial termof a contract; because | sinply
can't afford to be out of alignnment with ny partners at the
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time | enter into a third party arrangenent. It exposes ne
to too nmuch contractual risk

And if it's also going to be the case that, not only do
we have to protect ourselves in our ability to supply
pur chasers, but we have to protect ourselves in our rights
and obligations between our Joint Venture Partners because
we have to be assured that we are going to get our equity
share of the value out of this field at the end of the day.

So when we put up a diagramthat depicts the situation
that's going to eventuate we end up having -- this is the
buil ding on the earlier diagramand show ng sone of the
additional steps that are going to be required -- but we end
up having three sets of marketing know edge.

Now, it is the case that we all have different marketing
know edge today, and we're all party to contracts that are
confidential fromthe other Joint Venture Partners. But
nevert hel ess as regards Pohokura nmarketing, if we're doing
it jointly we will have a shared set of informtion.

If we go out to markets separately we are going to have
three sets of information, and so we're likely to have
differences in information. W' re going to have the
di fferent comrercial nodels and paraneters that drive our
conmpany, and we're actually going to have to devel op
different sub-surface nodels as well.

Because if I'"mgoing to negotiate a contract w th Shel
and Todd to allocate the proportion of the field value, I'm
going to be trying to put in place contract nechani sns that
| feel best protect our interests, and to be able to do that
I"mgoing to have to understand the sub-surface of this
field in detail, and to enable ne to do that I'mgoing to
have to build in detail a sub-surface nodel sufficient to
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enabl e ne to negotiate and reach commerci al concl usi ons.
Sitting on the opposite side of the table fromny Joint
Venture Partners. W're going to have to put in place the
arrangenents that bal ance the rights between the partners
and we have those depicted as a gas bal ance arrangenent.
We' d probably have to have a revised JVOA -- we've touched
on that already -- revised Operator Agreenents. W're going
to have CapEx and OpEx all ocation agreenents, we're going to
have |iquids uplift arrangenents, and then we're still going
to have to agree on a devel opnent plan and producti on,
because ultimtely we cone down to one devel opnent from one
field with one production profile.

This diagramis designed to further nmake the point and
to show, we see quite a shift happening. Wen we are joint
selling the three of us co-operate and agree on devel opnent
of the field and then we enter into negotiations with our
buyers, and that determ nes the gas contracts.

If we go down the Scenario 1 route, we have to agree al
t he key devel opnent and production paraneters plus all the
key gas contract terns between ourselves before we can go to
the market, again for the reason that | have to be assured
that when | offer a termto a purchaser or enter into a
contract with a purchaser, | can actually conply with that
termand for that reason it has to be enforceabl e agai nst ny
Joint Venture Partners. So we have to have considered it.

So in effect you shift the negotiation upstream so the
three Joint Venture Partners end up setting all of the key
paraneters that are going to govern the gas sales
arrangenents and those end up becom ng constraints and
i nposed on the buyers, and we'll go into that in sone detai
as we go through the contract terns.
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So, | ooking now at what does it nean in practical terns;
well, to answer this, as |I've nentioned al ready, we'll go
through a table and it will |ook at the gas sal es paraneters
and how they woul d be determ ned under a joint sales basis
and Scenario 1 basis.

The conparison is prem sed on the discussion that's just
gone before; joint marketing, we co-ordi nate devel opnent,
production and marketing. Scenario 1 marketing we co-
ordi nate devel opnent, production and all of the arrangenents
we have to put in place between ourselves to bal ance our
rights and obligations and be sure we can conply wi th our
gas contracts.

W' ve separated this table into physical and then other
terms, and I'Il start with the physical terns. | don't
intend to go through all of them but maybe pick out a
coupl e of exanples. |If | went through all of them that
woul d actually be a gas contract negoti ati on.

But, if we start very sinply. If we start with the
total quantity. Now, for joint marketing the total
volune is set by the recoverable reserves, and the annua
and daily contract volunes are going to be set by gas
contract negoti ati ons.

If we ook at Scenario 1 marketing, the total volune is
still set by recoverable reserves; there is only ever what
there is inthe field. W don't increase the quantity of
gas that is ultinmately available to the nmarket by going down
the Scenario 1 route.

The annual and daily contract volunes are then going to
be set by agreenent between the Joint Venture Partners and
we're going to have to agree the devel opnent and operation
paraneters and then with iterative di scussions we woul d
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i magi ne with the buyers. But the total volune that ends up

bei ng supplied is no different.

The production rate. If we |ook at the joint marketing
situation we set the production rate by agreenent. |[If we go
into Scenario 1, we still have to agree the plant capacity

to be able to agree the facilities design, the CapEx budget,
the OpEx we're going to be in for. W are agreeing the

pl ant capacity and, therefore, the production rate we're
setting a cap on.

In actual fact, and | point in out alittle later with
sone of the other points, we think that because of
i nefficiencies the plant would be operated |ess effectively
if we go down the Scenario 1 route than if we go down the
joint marketing route and we'll end up with spare capacity
that we're not able to utilise on a day-to-day basis which
will in fact restrict the rate at which the gas m ght
otherwise go to the nmarket. Renenber, once we have built
the plant we have an incentive to utilise the plant to the
maxi mum capacity. Spare capacity does not make noney for
us, it is just a wasted investnent.

We've gone into this in the |evel of detail, if you
could just go back to understand. For instance, when we
| ook at a seller maintenance obligation. Now, under joint
mar keting we're going to set that by agreenent, but we have
regard to the facilities design, to the design of the off-
shore wells and we have a requirenment for maintenance; it is
what it is.

Exactly the same situation applies if we're in the
Scenario 1 situation. Qur maintenance is what it is because
we' ve agreed the facilities design, we have agreed the well
design and the off-shore platformdesign and pipeline design
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and, therefore, we are physically constrained by what we can

offer into the market. It is what it is. W've set it by
agr eenment .
Com ng on to sonme of the non-physical ternms. |If we |ook

at the nomi nations regine. Now at a practical level we're
going to have a field sitting off the coast of Taranaki, a
production station just on-shore in north Taranaki operated
by a single operator, and they're going to be trying to
manage on a day-to-day basis the physical production from
the plant and the rate of gas off-take and will be hel ping
us by notifying us the extent to which we've received

nom nati ons and how our custoners are perform ng.

If we go into the joint marketing route, we will sinply
agree a nom nations reginme and the operator w Il inplenent
it. If we go under the Scenario 1 regine we're going to
have to agree the sane nom nations regi ne because we can't
have an operator sitting there with nultiple different
nom nations regines trying to balance the rights of the
partners.

So, if I'"mconcerned about what is the plant capacity
and nmy ability to change noninati ons and how t hose rights
are influenced by the activities of ny partners, before I go
out to a purchaser I'"mgoing to set that regi ne before ne
bet ween nyself and ny partners. | have to, because | don't
want my contract with ny custoner saying you have to give
ei ght hour's notice to change your nom nations by this nuch,
and one of the other partners thinks, gosh, if they' re going
to be that lenient 1'Il give ny custoners one hour's notice
and put operational challenges on the operator that then
cone back at cost to ne as the other Joint Venture Partner.
So, we end up setting that sort of thing, again, in advance.

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

65
Pohokura JVPs

Liability for failure to supply; | had this discussion
wi th sonmeone the other day and thought it was an interesting
exanple. If we are selling jointly we will negotiate with
our purchasers liability. |If we are under the Scenario 1
regime and we fail to supply, what is the liability we m ght
offer to a purchaser?

Well, one of the reasons that we mght fail to supply is
one of ny partners has over lifted and | have to protect
nyself against that. | mght not be able to deliver to ny
cust oner because one of ny partners, through their custoner,
has lifted too nuch gas.

So therefore I'mgoing to say to ny partner, you need to
conpensate nme, | want a liability nmechanism That partner
is not going to go for an open-ended indemity that wll
allow nme to pass on any level of liability I like to ny
custoner. So then we're going to have a negotiation and
logically it's going to set around sone form of I|iquidated
damages limted to the direct |oss.

Now when | go out to my custoner and | say, if | can't
deliver you on a certain day because sonebody el se has over
lifted on the field, I"mnot going to offer themnore in the
way of damages than | can get fromny partner. [|'m not
going to be able to offer themunlimted scope to negotiate
because that's not going to be acceptable to ny partners,
they have to tie off that risk at the tinme we're putting the
arrangenents in place, so therefore I will go out to ny
buyer and I'mgoing to say, look if I can't supply you on a
day because the gas is in there because sonebody has over
lifted, then the nost | can offer you is X, and the reason
for that is that's the nost | can get off ny partners, and |
shoul dn't be exposed to nore liability than | can get
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conmpensation for frommy partners.

So you start constraining very strongly the terns on
whi ch you can offer the gas to your purchaser because you
have to be able to protect your position anongst the Joint
Vent ure Partners.

An interesting one when you | ook at the nature of
contracts in New Zealand is, what is the ability to dea
with reserves risk? Now, if we're in a joint marketing
situation the Joint Venture Partners are aligned and,
therefore, we can have a discussion and what ever happens
with regard to reserves risk the extent to which we keep it,
we're in alignnent.

If | go separately to a purchaser and let's say that
purchaser actually is -- | want themto take sone reserves
risk, | have run into sone practical problens, how does that
play through? Can | give them access to reserves
i nformati on? The Joint Venturer Qperating Agreenent nakes
that information in the first instance confidential to the
Joint Venture Partners, so | can't provide that informtion
to my purchaser unless | have the agreenent of ny Joint
Venture Partners. Now, if they have a different nodel of
reserves risk, they won't give their agreenent.

Let's say one of the mechanisns for managi ng that
reserves risk goes along a Maui sort of situation, which is
a redeterm nati on nechanism \Well, ny partners who are not
party to that contract may have no interest in a
redet erm nati on what soever, | et alone opening up the field
to a discussion in sone sort of an independent expert forum
or sonething like that involving a purchaser wth whomthey
have no interest whatsoever. So, therefore, I'mgoing to be
contractually constrained in ny ability to deal with
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reserves ri sk because | have to have regard to ny
obligations to nmy Joint Venture Partners.

["l'l touch on one nore; buyer force majeure, and | nean,
these things end up to being quite controversial in practice
when you're putting in place a gas contract.

Now, in the joint marketing we'll be able to sit down,
and 1'Il be able to say to a buyer and say what are your
force majeure constraints -- actually force majeure and

mai nt enance; what are the situations where you m ght not be
able to accept delivery of gas, and we can have a
negoti ati on.

If | go separate marketing, |I'mgoing to be constrained
inny ability to make up gas and so forth; | don't want to
be getting too far out of balance with nmy partners, but ny
partners and | will have agreed a series of events which we
consi der is acceptable for buyer force majeure.

But we can't go along and have a buyer say, | have an
event, a force majeure, | can't uplift gas which is outside
of anything you and your Joint Venture Partners ever thought
of and |I'm now going to not uplift on a certain day, that
gi ves you significant inbalance probl ens between you and
your partners. So, we're going to have to set in advance
those issues of force majeure, under |ift by purchasers and
then how we're going to deal with it in the gas bal anci ng
arrangenents before we can enter into those terns with
pur chasers.

That' s probably enough, it's covered a bit of a gas
contract, but the conparison highlights that as you go
through all of the key gas contract terns there really is
either no difference, or if anything the Scenario 1
mar keti ng ends up being nore constrained than the sort of
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arrangenents we would be able to enter into if we were to go
down the joint marketing route.

And for that reason it is sinply not correct to state
that Scenario 1 is in any neani ngful sense anal ogous to
I ndependent or conpetitive marketing. It sinply cannot work
that way. Therefore it's quite inaccurate to characterise
t he proposal as against the counterfactual as the nost
obvi ous inpact of the arrangenent of the gas fromthe field
woul d be marketed by one rather than three entities. It's
really not that sinple.

["ll just go through very very quickly because |'ve nade
the points already, but if we ook at the inpact on pricing.
Under joint marketing and Scenario 1 marketing the quantity
has been agreed between the Joint Venture Partner. No Joint
Venture Partner can increase its revenue or narket share by
undercutting the other Joint Venture Partners. | have going
forward 25% or 26% of the field. Regardless what happens |
have 26% of the field, there is no benefit to ne in trying
to undercut the other partners and get 30% or 40% of what
this field m ght produce because ultimtely we have to
bal ance anobngst oursel ves.

Then we cone to the issue, what is a likely bal ancing
mechani sn? Well at the nmonment it's hard to see that there
is going to be a source of gas which we could utilise as a
ready mechani smwhere all the partners have an interest in
equity proportions sufficient to cover the risk of getting
out of bal ance physically on the gas fromthe Pohokura
Field. And we will be driven in the negotiation s to | ook
for sone formof a cash bal anci ng nechanism and we've
debated this one a lot internally, and you go around and
say, what would the cash bal anci ng nechani sm be? At what
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price would | accept cash fromny Joint Venture Partners if
they' ve used ny share of gas fromthe field?

And the answer becones, I'mnot going to lock in a price
because if that's below the market price and if it gets
bel ow t he market price ny Joint Venture Partners will be
encouraged to use ny share of the gas, and then pay ne a
|l ower price. And it wouldn't be higher than the market
price because I"mnot going to pay nore to one of mny Joint
Venture Partners than | got for the gas when I may wel | not
have known | was going to be out of balance at the tine |
used that gas. And inevitably the gas bal anci ng nechanisni s
going to conme down to the market price, with sone degree of
difficulty because we don't have a liquid spot market or a
spot market in any real sense in New Zeal and to know what
that market clearing price wll be.

So we're going to be logically driven to a market price
as the cash bal anci ng nmechanism but with no ready
mechani sms to determ ne what that market price is. The
di scussion we've had internally to date, we cone to the view
that you woul d probably end up having to disclose the terns
of your contract, so you find out what the price actually
was at which the gas was sold and settle on that basis.

If we | ook at the contract terns: As tal ked about in
sone detail, by the tinme we've been required to co-operate
and agree all of those arrangenents in the |evel of detai
necessary to support our investnent in the field and our
ability to contract with third parties, there can be no
significant difference on any of the key terns that we go
out to market with. | nean, it mght not matter what the
invoicing period is or sonething Iike that, but on the key
terms of quantity, rate, gas specification, gas quality,
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timng for when the field conmences production, we're going
to be agreed on all of those; we have to get the Scenario 1
marketing to work in the first place.

And once we've got to that point we all have the sane
contract constraints. So let's imagine I go out to the
mar ket and try to be nore aggressive, nore favourable to a
seller than one of ny partners. | already know they can
undercut ne because we've had to set the terns between
oursel ves and they can go out with slightly better terns.

Let's say | go out to the nmarket with terns that are
nore beneficial to a purchaser than those |I've agreed
bet ween nyself and ny Joint Venture Partners. All | do then
is | ose val ue because | know that |I'm going to have to
conpensate ny partners for the difference. So naturally the
contract terns are going to settle around those terns that
we' ve had to agree between oursel ves.

| want to touch on the effect of the Scenario 1 on the
devel opnent of conpetitive nmarkets. Firstly, and repeating
a point that 1've nade several tines already, this will not
be three sellers. So, it does not give added depth to the
market. What it is going to be, is three highly constrained
co-operating producers fromthe sane field selling gas into
the market. In actual fact there's going to be no increase
in quantity, but with the additional contract constraints
that will get in the way of our ability to operate a pl ant
at capacity, contract with flexibility, which is nost likely
to stinulate the New Zeal and gas market and increase
conpetition.

"1l give an exanple, and this is getting into
operational practicalities. On a day this plant has sone
spare capacity. W don't have real-tine netering and
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reconciliation procedures in New Zeal and, and nor do | think
it islikely that that will be achieved any tine soon. 1In
fact it's being discussed in the Maui forum because it's --
one of the blocks to a gas bal ancing systemis how readily
reconciliation of bal ancing can occur.

So on a day there is spare capacity in the plant but |
don't know on that day -- |'ve got the nom nation from ny
customer, but | don't know how nmuch gas they've actually
uplifted. So whose is that spare capacity? Is it OW's, is
it Todd's, or is it Shell's? And we want to sell that spare
capacity, we go out to the market, there's a shortage of gas
that day and we want to do a spot sale of gas. W does the
spot sal e?

Let's say that OW says |I'mgoing to do the spot sale,
and then subsequently finds out actually ny custoner was
lifting at ny equity level of the field, nmaybe even above.
And, therefore, |I've actually just sold sone gas for Todd
and Shell, and so we're going to have to have the bal anci ng
mechani sm apply. But on any given day that is going to
restrict our ability to go out to the market with the spare
capacity.

Now, the situation with joint marketing, there's spare
capacity in the plant, and there is an opportunity to make a
spot sale. W're incentivised to get the gas out of the
ground, to get the liquids and to use the plant to the
maxi mum capacity and, therefore, the three of us will enter
into a joint sale on a spot basis to increase the rate of

gas off-take fromthe plant.

CHAIR M Salisbury, I just want to interrupt for a mnute.

I"d like to just check, 1'd like to carry on for another 15
or 20 mnutes, if that's all right with the transcripters.
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What 1'd like to do is interrupt you for a mnute and
al | ow Comm ssi oners an opportunity to ask sone questions. |
think it's been quite hel pful for you to take us through the
sort of detail that you have and we have been, as you know,
been requesting that sort of detail.

I mght ask the first question. It does seemto ne that
what you have presented suggests that your potentia
custoners should feel that what -- your proposal is a good
deal for them that their interests as well would be served,
and | just wonder, you know, why do you think that a nunber
of themdon't think that? Wy are they objecting? Wy are
t hey concerned about the terns and conditions that they
m ght get under this proposed arrangenent conpared to what
they woul d get absent it?

MR SALI SBURY: | think my honest answer to that is, it's a knee-

jerk reaction, it fails to understand the detail of what is

bei ng di scussed, and it's using --

CHAIR So they don't know what's in their own conmercia

i nterests?

MR SALI SBURY: -- and it's using this forumas a negotiating

ploy to try and i npose conditions on the contracts and the
manner in which we m ght eventually conduct our business. |
think that's evidenced by the assertion rather than detail ed
argunment that's been made in a ot of the subm ssions in
response to our subm ssion. A |lot of sweeping statenents,
and by the concentration, as | understand it of the other
submtters fromtheir nmenos that they have filed, on

condi ti ons.

CHAIR Can | just -- | want to talk to you about sone of the

concerns that they have and give you an opportunity to
respond to them
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1 One of the concerns is about the ability of the

2 applicants to place restraints on resale in contracts. Now,
3 it seens to nme a reasonably valid concern.

4 Is it not the case that you would have nore latitude to
5 do that under this arrangenment than under Scenario 1?

6 MR SALISBURY: No, | don't think it is once you go through al

7 the contract terns in the arrangenents we woul d have to put
8 in place between ourselves, but | mght answer that point

9 sonmewhat differently by noting that a | ot of the custoners
10 that we would | ook to supply to are whol esal ers and,

11 therefore, a restriction on on-sale would make no sense.

12 CHAIR So, leaving aside the legal issue that Dr Berry raised,

13 you woul d have no trouble then with a constriction or a

14 condition which said that a condition on this -- if we go

15 down that path, and I'mnot prejudging it now -- but it

16 sounds to ne that the applicant would not have difficulty

17 with a condition that said that there could be put no

18 restrictions on resale? Just in principle, because you seem
19 to be suggesting it wouldn't be rational for you to do so.

20 MR SALI SBURY: No, |'msuggesting that it would normally not be

21 somet hi ng we woul d do, but there m ght be situations where
22 we woul d consider it warranted, depending on how the

23 negoti ati ons went with the custonmer. Renenber the custoner
24 has mar ket power and | everage as well.

25 CHAIR In what conditions would that be? Can you give ne a

26 sense of when you mght do that, and then | would like to

27 ask you whether you would also do it under Scenario 1.

28 MR TWEEDIE: Could | just offer something. | think we've said
29 i n our submission that it wouldn't be unreasonably w thheld,
30 but we've stopped short of saying, where the issue of on-

31 selling will in all cases be allowable. W've said it would
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be unreasonably wi thhel d.

CHAIR So, when would it be reasonable to w thhol d?
MR TWEEDI E: An exanple would be, it could be reasonably

withheld is the followi ng situation. | nean, we have got
really two main aggregators -- they call thenselves
aggregators of gas in the downstream nmarket; Contact and
NGC, and they have quite significant nmarket power.

If, for exanple, one of themchose to bid for all or the
bul k of the gas at a superior price, they could in fact
control the whol e downstream mar ket .

There is a very real issue froma pro-conpetitive stance
that it's not -- it may be the situation that a cussed party
that wants to be totally an aggregator the whole tine and
effectively bid for gas, control the gas -- effectively the
gas supply, that has in fact negative consequences for

conpetition.

CHAIR And that would -- if you turn down a higher price in

order to protect conpetition in the market?

MR TWEEDIE: |'msaying that, for exanple an electricity

generator, you could see a situation if he needs gas
specifically for a power station, that the gas that goes

to -- it is nore efficient and sensible all round to build a
contract around the supply of gas to that power station.

If a downstream customer or an aggregator is really
dealing in the industrial market where he will have a nunber
of custoners, clearly his ability to on-sell goes w thout
saying, he has to have it to be able to nove gas around a
nunber of customners.

But there can be situations where you' ve got a big | oad
going to one custoner that has specific arrangenents with
regard to transm ssion, nmaybe distribution and all the
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contractual arrangenents that go with that supply, a
provi sion for not on-selling is reasonabl e.

In fact in the marketplace today NGC for exanple
regularly puts in its contracts because we have got a nunber
of contracts with NGC that do explicitly prevent on-sale.

CHAIR Can | ask you about another point that's been raised.

It's been suggested that the arrangenent would allow terns
and conditions that put |esser supply obligations on each of
you than would occur if you were in a Scenario 1 situation
and | again would like to hear your response to that.

It doesn't seemto be an unreasonable statenent to nmake,
that there could be a difference and that can be materia
to -- | nean, you've presented the opposite, that actually
their security of supply would be stronger under the
arrangenent. Sone of the other parties are arguing just the
opposite; that when they face 1 instead of 3, taking your
conments about 1 and 3, but that that will |leave themin a

wor se position.

MR SALI SBURY: Well, we will be constrained in the Scenario 1

situation by the physical limtations of the plant, and that
will determne the constraints that apply to our ability to
supply a custoner and we woul d al so be negoti ating
liabilities for failure to supply.

But those very sane issues arise between the Joint
Venture Partners when we're having to settle the terns and
agreenents between ourselves and which we'll go out to the
mar ket and end up setting -- you know, the terns and
conditions are prem sed on the physical plant capacity and
so forth.

What it seens to ne is happening here is, the coment |
made earlier, why are we getting strong objections? | think
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sonme of it is so that we can try and negotiate terns in this
public forum

CHAIR What | don't understand is, why do these terns need to
be negotiated in this public forumif there is no issue in
terns of the relative position of these people on these non-
price terns and conditions in the counterfactual as opposed
to the factual? Wy is it necessary to do that?

MR SALI SBURY: Commercial strategy, it's always nice if you can
get an added advantage over people you' re having to dea
with in business.

CHAIR So, they are at a disadvantage under the proposal ?

MR SALI SBURY: No, |I'mnot saying that they're at a
di sadvantage, |'m saying they're seeki ng an advant age.

CHAIR. \What advantage is it that they' re seeking that they
won't have under the proposal ?

MR SALI SBURY: Well, they're seeking a discussion on terns and
conditions to constrain our behaviour to their benefit,
whet her those terns and conditions are warranted or not.

CHAIR. Wiy do they need to do that if there's no difference
between the terns and conditions that they would have under
the factual and counterfactual; why do they need to do that
if it's virtually the sane? Wy is it necessary?

MR TWEEDIE: Can | offer one exanpl e where the downstream users
have got to accept a major shift in their ability to get
gas. For exanple, the Maui Field has been a nassive
reservoi r that downstream users have been able to pull gas
out of to neet their short-terminterruptible needs for
el ectricity generation, and the fact that we've been able to
do that with Maui has been a huge benefit to everyone that
we' ve had such a large field with such capacity to neet
hourly and daily quantities that the buyer has required to
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neet his interruptible needs. Now, that will not be
physi cal ly inpossible post Maui. W have not got the
ability to provide that interruptible supply in the future
fromthe gas fields that will be in production post Muui
Now, the buyer has had sone difficulty, buyers have had
sonme difficulty accepting that. So, we are in a conti nuum
of change and sone of these buyers will -- have not yet
under stood or accepted what |ife post Maui in fact is going
to be.

CHAIR Is this --

MR TWEEDIE: And there is a transition going on in their
t hi nki ng there.

CHAIR. Can | ask you, just as a point of clarification; is this
the concern over high take obligations?

MR TWEEDI E: That woul d be one issue, yes.

CHAIR | nean, that's what you're describing; that you could
tone it down and then --

MR TWEEDIE: If you're an electricity generator and you' ve got a
dry winter and you've got -- you've got a dry winter |ike
we' ve just gone through, you' re wanting gas on an
interruptible basis, hourly and daily, on a basis that you
can't predict nonths, certainly years ahead, and with Mu

we' ve been able to provide that. Post Maui we won't be able

to.

CHAIR  Thanks for that. | mght just ask ny coll eagues if
they'd like to pursue questions at this stage. [No
conment s] .

MR JACKSON: 1'd just Iike to nmake a couple of points, if I
m ght, on behalf of Shell here. | think | can identify with

custonmers to a large extent; in the same way | nmade sone
comments earlier about separate selling, there is a natura

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

78
Pohokura JVPs

initial and superficial disposition to want to be

i ndependent and | think, unlike Shell, has a predisposition
to want to market its products separately. The custoners
wi ||l always want choice, we all in our conmmercial settings
want choice. But it overlooks the fact that in the

New Zeal and context separate selling is not feasible, so
when they are pushing and seeking this separate selling it
is an illusory concept that they're conparing with a rea
concept .

In addition, I would Iike to say that the opportunity
and perhaps even the incentives in a Scenario 1 type selling
regime mght be that these particular terns m ght need to be
greater. It mght be nore inportant under a Scenario 1
selling regine to have a very fixed, inflexible regine.

So --

CHAIR So | just wonder, M Jackson, why would you think they
woul d prefer choice? What does choice give then?

MR JACKSON: | think producers |ike choice in custoners, if --
it obviously would be a conpetitive situation and simlarly
I think custoners would like, if they can, to have choice
between fields, and | think there's a --

CHAI R But what does that give then? What does choice give
then? Wiy do they seek to have it here?

MR JACKSON:  Umm . .

CHAIR W' ve been told there's no difference in the outcones in
terns of --

MR JACKSON: Well, it mght be that the characteristics of the
field, or one field fromanother field, if I may talk
generally in the gas business, can offer them nore than
anot her .

For exanple, Maui was a very --
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CHAIR  But they're not asking for different fields here,
they're asking for different --

MR JACKSON: But what can be offered into the market is a
function of the field nore strongly than it is of the joint
venture. Maui was able to offer a very flexible arrangenent
because of the nature of its reservoir.

CHAIR Can you tell nme how nuch your ternms and conditions vary
for your customers across contracts, and what are the -- how
do they vary? Do they vary by the sort of things that your
potential custonmers here are concerned about? Do your
contracts vary?

MR JACKSON:  Yes.

CHAIR. Are these non-price terns and conditions?

MR JACKSON. They certainly do.

CHAIR. Can you give ne a sense of, in what way they vary?

MR JACKSON: Well, they vary where they can vary because of the
field and the status of the project.

During the plateau period the take-off pay on Maui was
quite high, but nowit's declining relative to the avail abl e
capacity on any day. The take-off pay conponent, | would
i magi ne, would be half of what the field could deliver it
t oday.

CHAIR Do on-sell restrictions vary?

MR JACKSON: Kapuni is a very well-established field and the
take-of f pay criterion is very snmall relative to that field
because it's long established, it's no | onger the key
econonmic driver. The take-off pay was very inportant at the
outset of the field; it is no |onger.

CHAIR: Do the conditions |like on-sell restrictions vary in your
contracts?

MR JACKSON: Well, certainly we, within Shell, manage contracts
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with varying positions on that, yes.

CHAIR: And what about around the issue of the ability to vary
the ternms of your requirenments on you in terns of supply,
does that vary by contract?

MR JACKSON: We, yes, | think it does because ultimately the
contract has got to support the devel opnent of the field,
and the field has different characteristics; it mght be
very productive or it may not be, it mght be capital
intensive, it may not be.

CHAIR But it doesn't vary by the relative degree of market?

MR JACKSON:. Yes, but people neverthel ess woul d seek those sorts
of flexibilities. Wether or not it's economc to provide
themis anot her thing.

M5 BATES QC. Are the difficulties related to joint marketing
restricted to the marketing of gas? Wy do they not apply
to the marketing of |iquid?

MR JACKSON:. Because |iquids have the opportunity to provide
storage very cheaply; gas doesn't have that opportunity.
They are readily linked with the world comodity narket and
the quantities that we trade here are infinitesinmally small
relative to those markets. So those two features alone in
terms of just focussing on only one aspect here, the
bal anci ng aspect, nmake it much sinpler, the issues are not
great; we're not so concerned with making up gas.

M5 BATES QC. Easy to find a price?

MR JACKSON: Easy to find a price, and if sonmeone is short of
gas on a day they can access a nmarket -- or, if they are
| ooking at a commodity that's hooked into a | arge market,
there's always the aspect, if they have a custonmer to buy it
fromfromsone other source rather than the field.

M5 BATES QC. So it's a supply and demand i ssue?
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1 MR JACKSON. It's nore than that. |If you' ve got a contract and
2 you've made a commitnent, you can neet it by various neans.
3 Your only choice with Pohokura is to supply from Pohokur a;
4 there is no choice.

5 MR TWEEDIE: And you can store it as well, as you can't with
6 gas.
7 MS BATES QC. Thank you. In the application there was a report

8 from CRA and at page 5 of that report it gave very sinple

9 definitions of joint marketing Scenario 1 and Scenario 2,

10 and | just want to ask you if you still stand by those.

11 "Joint marketing involves co-ordination on both quantity and
12 price. Scenario 1 involves co-ordination on quantity but

13 not on price".

14 Are you still -- I won't go into Scenario 2, but do you
15 still agree with those definitions?

16 PROF EVANS: Yes, | think we do with the caveat that co-

17 ordi nati on under Scenario 1 necessarily involves a view and
18 some co-ordination with respect to price insofar as it

19 i nvol ves bal anci ng arrangenents and insofar as it is an

20 issue in deciding the profile of the off-take of the field
21 as a whol e.

22 So, the joint venture will have a view about the price
23 pat h of gas and other paths. Wat we were trying to capture
24 in specifying it this way was that Scenario 1 was basically
25 a situation in which parties were -- had contracts in sone
26 way that they could co-ordinate anong the joint venturers
27 and that all that would be left for the Determnation would
28 be the placenent of those contracts by individual parties
29 wi th Consuner Affairs.

30 M5 BATES QC: Just getting to price; are you saying that the
31 joint venture arrangenent necessarily |eads to sone co-
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ordination as to price? That's just the nature of the
beast ?

PROF EVANS: Yes.

M5 BATES QC. So, when you -- you took us through the various
terms of the contract and whether they are nore or |ess
conpetitive, and when you cane to price you said no
difference. That's what you say, as to price there will be
no difference. Have I got it wong?

MR SALI SBURY: | was tal king about the price that we're going to
have to bal ance between oursel ves.

M5 BATES QC. But if you are |ooking at whether sonething' s
conpetitive or not, what matters so far as price is
concerned is the price to consuners.

MR SALI SBURY: Well, that is true, but -- and | wasn't
specifically talking to that point, but we're setting
quantity, we're setting all key contract terns, we have to,
we're going to be going out to market with a clearing price
if we get out of alignnent between each other which is going
to have to be a cash bal ancing nechanism So really, there
is not going to be incentives on us to conpete on price --

M5 BATES QC. So, whichever way you go, there will be one price;
is that what you're saying?

PROF EVANS: Umm - -

M5 BATES QC. Because, this is inportant.

PROF EVANS: No, | absolutely agree. The cash bal ancing
arrangenent neans that there has to be sone agreenent on
sonme sort of transaction cost for price, transfer price --

M5 BATES QC. Between yoursel ves?

PROF EVANS: That's right. So the question is, what is the
outcone if the sales prices attached to the contracts are
different fromeach other, given that they have this

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

83
Pohokura JVPs

bal anci ng arrangenent? It seens to ne that there could
still be sonme differences, but they would be quite mnor;
and the reason being that, if | was selling you gas, for
exanple, at a particular price that was different fromthe
transfer price that | had in anongst the joint venture, then
it would inpart an incentive that you wouldn't |ike and
which I wouldn't |ike that m ght nean that overs and unders,
you know, would not be priced properly within the joint
venture, it would provide different incentives for overs and
unders within the joint venture arrangenent.

In other words, to get the opportunismas we like to
call it in economcs, to a m ninmumyou would not want those
prices to be nmuch out of alignnment across the different
contracts.

M5 BATES QC. So the joint venturers would not want the prices
to be out of alignnment, would they?

PROF EVANS: That's correct, 1 think.

M5 BATES QC. But the consuners m ght not have the sane view.

PROF EVANS:. That may al so be correct, so in other words --

M5 BATES C. So --

PROF EVANS: No, no, there's a couple of things here. One thing
is these contracts cone with different terns and conditions
and what one would like to see is the terns and conditions
enforced. It nmay be, for exanple, that a very cheap supply
of gas fromone of the parties actually carried with it a
very strong liability conponent, because it was not in
accord with the agreenent that had been reached on the
bal anci ng between the two, and it inposes risks within the
parties.

So, in general | think for all the reasons given, that
the prices will be very close to each other, one could
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expect this, and close to this bal ancing price.

M5 BATES QC. And, correct me if I'"'mwong, that arises fromthe
whol e of the joint venture agreenent and its terns rather
than the termjust specifically relating to whether it's
joint or separate marketing?

PROF EVANS. That's right, it arises because of co-ordination
I ssues to make this thing actually work and sustainable into
the future, and it goes to the contractual issues which
we' Il be discussing subsequently.

M5 BATES QC. | just put this to you. Is it at the end not
arguable that it's the whole of the Joint Venture
Agreenment -- the Joint Venture Agreenment has anti -
conpetitive effects irrespective of whether it's joint or
separate marketing?

PROF EVANS: Well, | intend to go through the conpetitive
i mplications of the two approaches in ny presentation, but
certainly what we're looking at is a counterfactual between
the two in which there's essentially no difference in the
conpetitive inplications; | agree with that.

But that conmes about because of the counterfactual. Had
we gone to counterfactual Scenario 2 for exanple, which
woul d not recommend, | was apropos an earlier question you
asked, there is sone literature on the sort of delay that
one gets if you have to negotiate contracts with asymretric
information in oil fields.

| didn'"t nmention it earlier because it relates to
Scenario 2 rather than Scenario 1, but it's reported in one
study that where they have the equival ent of joint marketing
the contract takes six nonths to put together. \Were they
had separate marketing, and it wasn't just separate
marketing it was nore separate than that, they had separate
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extractions, well, it took nore than seven years on average.

M5 BATES QC. And | can understand that as a public interest
argunment and the necessity perhaps to reduce delay, but I'm
really trying to focus on conpetitive effect here, and | see
themas two separate issues and that's really why I'm asking
you about the totality of the Joint Venture Agreenent.

Does it not necessarily nean there is sone anti -
conpetitive effect, albeit that it's in the public interest,
that it goes ahead because a field s devel oped and supplies
gas?

PROF EVANS: Well, | think the whole -- the totality of the
thing is just driven by this comon pool problem and the
need to manage the field as a whole, and that is just
intrinsic to the problem

Now, if you back off having a joint marketing
arrangenent the first thing you ask is, well, can we back
off this just alittle so that the parties can sel
different contracts to different consunmers, and that is
Scenario 1, but it is an extrenely constrai ned scenari o and
not all that different fromthe joint marketing proposal,
except that, to put Scenario 1 in place would require a | ot
of tinme and negotiation for all the reasons that are com ng
out here today.

CHAIR |I'mjust going to ask Conm ssioner Stevens to follow up
on that and then I'Il give us all a break for |unch.

MR STEVENS: It's really just a quick follow up question, or two
questions | guess.

The first one, when you nentioned in terns of separate
marketing, if one Joint Venture Partner wanted to sell at a
| ower price, that would i npose risks between the parties.
Coul d you just explain what those risks are between the
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parties that you were referring to?

PROF EVANS: Ch, not just joint venture parties, it would be a

risk on the other side of the contract as well.

If you have the bal ancing price; suppose | agree that
t he bal ancing price should be $3 or whatever, and | know I
have a contract that says | have been fortunate to sell ny
contract at $4, which is higher than that. Now, | will try
to fill nmy contract as nmuch as possible and | may use
opportunism or "theft", in order to get gas at $2 from ny
other party and sell it on to another party at $4 from
within the contract. And the trouble is -- | nean that can
actually occur -- the trouble is, all parties anticipate
that that can occur so they're trying to reach contracts
that they allow parties to go out wwth and sell to their
custoners where those incentives are not -- you know, are
m nim sed, and so you end up with two ways; one is, you end
up maki ng contingency arrangenents within the contract and
one of themis, to try and get prices that are close to the
transfer price.

MR STEVENS: | guess, what's to stop a party, though, under-
selling at a price, say, conbining it with gas from ot her
fields and, therefore, capturing a client because they're
abl e to conbine gas from el sewhere together with gas sold
out of Pohokura at a | ower price?

PROF EVANS. That's definitely a possibility, absolutely, but
they're still going to have to pay the transfer price.

MR STEVENS: That's correct, but if they capture the w der
mar ket they could be able to get that within the overal
price they're achieving el sewhere.

PROF EVANS: No. Well, when you say capture the -- they're not
going to get any nore output fromthis, they're just going
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to get a fixed amount of gas out of Pohokura at this price.

MR STEVENS:. | guess what | was exploring is, that they may not
get any nore gas out of this, but perhaps they could conbi ne
It wwth gas fromanother field that they may own.

PROF EVANS: That's right.

MR STEVENS: And which may not be fully utilised, and by
conbining the two be able to actually achieve a price path
which will enable themto sell out at a cheaper rate from
Pohokura than their other partners.
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Is that a possibility?

PROF EVANS:. It certainly is a possibility that a party woul d

conbine their interest with respect to other fields under
separate marketing, and that certainly is an issue.

If they're selling at a |ower price than the transfer
price then it's going to cost them sonme noney, and you have
to ask whether overall they're not going to be selling at a
price in the market that's pretty close to what all the
ot her gas prices are, even though there nay be particul ar
advant ages associated with the particul ar uses and

conmbi nations that they put together.

MR STEVENS: Thank you.
MR DEPPE: Just one further point. O course, this will have an

i npact on the buyer contracts as well, because of course, if
you are taking fromother Joint Venture Partners, you are
taking frombuyer's contracts. So, it will have a ripple
effect through to the buyers, and so the buyers will be

i npacted on, on that.

CHAIR  Ckay, thank you very nuch. | propose now to end this

session, and | would like to start at 2 o'clock if that's
all right wth the transcripters.
So, we will not be able to go |ong over tine today
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because one Conmi ssi oner has anot her engagenent. So, if
everyone is agreeable we will return at 2 o' clock, and I'd
just like to thank the applicants for the presentation so
far and willingness to take our questions. So, thank you
very nuch.

Adj ournment taken from 1.00 pmto 2. 00pm

CHAIR. COkay, welcone back fromlunch, and I will officially
reconvene the Conference, and Dr Berry, if you could rem nd
us where we are at in the presentation, thank you.

DR BERRY: Good questi on.

CHAIR W like to ask chall engi ng questi ons.

DR BERRY: | think there's just a few wap-up conments from
David Salisbury and then we'll nove on to Professor Evans.
CHAIR  Just while they're finding the right slide, "Il just

mention, ny intention is to break for tea at about around
3.15 to 3.30, sonmewhere in that hour, dependi ng how things
are going.

MR SALI SBURY: There are just a couple of slides to pick up on
sonme final points and then sonme sunmary slides |I'd like to
talk to.

One of the issues that we're | ooking at here is, what is
the effect of joint marketing on devel opnent of conpetitive
mar kets in New Zeal and. And the view we would offer up is
that, if Scenario 1, separate selling is forced into the
mar ket before the market structures are there, that would
actual ly support separate marketing; then in actual fact
what it's going to do is just sinply put in place the
contractual constraints we've tal ked about.

| woul d add that an adverse decision here would be seen
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as a regulatory constraint on further exploration activities
and i nvestnent in the upstreamindustry in New Zeal and and
woul d actually harmrather than assist the devel opnent of a
mar ket .

| go back again to the point, which is that we will be
so highly co-ordinated and constrained with Scenario 1
marketing that it's really not correct to state that there
are then three sellers and that that gives additional depth
to the market which would stinulate the devel opnent of an
upstream market. We would cone fromthe point of viewthat
the upstream market will|l best devel op conpetitively by
exploration and finding new oil and gas reserves and then
bringi ng those into devel opnent.

On the other side, authorising joint marketing wll
all ow us to bring Pohokura into devel opnent early; it wll
avoi d unnecessary cost risk and delay, it will avoid the
i mposition of a further regulatory hurdl e on the upstream
i ndustry.

And | nake the point here that the upstreamindustry
real ly does operate on a global basis. The conpany I
represent has activities worldw de and we | ook around the
wor |l d and deci de where we are going to invest, and a
decision is made, are we going to invest in New Zeal and,
Australia, North America, South Anerica; it is a globa
mar ket being run by, in ny case, a conpany that's based in
Vienna. And so, therefore, they are | ooking at these things
at quite a high global |evel, and any significant novenent
in regulatory risk which would be seen in this case to
i ncrease market risk would be a significant deterrent to new
i nvestment in New Zeal and.

And | woul d suggest --
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CHAIR  There's just -- | would like to ask you how wel |l that

sits along the notion that when you were exploring for gas,
some parties were exploring for gas |ong ago and when the
original agreements were put down it wasn't considered to be
of any great urgency in considering whether you woul d market
jointly or separately or anything el se, and now suddenly at
this point in time this is of a huge nonent.

MR SALI SBURY: At the tine that we were putting in place

the Joint Venture Agreenent for Pohokura the conpanies

around the table then did not have regard -- |'ve already
comrented on that -- to the possibility of separate
mar keting of gas. In fact we were sitting there in the

context of 1995 with no experience of separate marketing of
any gas in New Zeal and, and indeed | think the conmon
presunpti on by everybody was that it would be joint
mar ket i ng.

I'"d nake the point that when you're entering into a JVOA
and you look at the terns on those JVOA, a |ot of them have
to do with exploration appraisal and devel opnent. You have
so nmuch going on in the early stages of that business, you
don't try to wite a docunent that's going to cover the life
cycl e of the business, and there are certainly holes in the
docunent and there are industry understandi ngs about how t he

business will play out.

MR STEVENS: | would presune though that if joint nmarketing or

separate marketing is so fundanental that, when you actually
do determ ne the Joint Venture Agreenents, that you at | east
wi |l address the fundanental terns in your agreenent; and |
agree that the non-fundanmental terns you probably want to
sort out as you go on, it's just that suddenly it becones a

fundanental termnow and it wasn't a fundanental termthen
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1 where | thought it would have been a fundanental termthen

2 that you woul d have turned your mnd to.

3 MR SALI SBURY: W |eft open the possibility of dealing with gas
4 as we saw fit at the tine and the presunption anongst all of
5 the partners | amsure around the table -- although of

6 course | only represented one at the tinme -- was that there
7 woul d be joint marketing.

8 The reason it's an issue now we've becone aware in the

9 Pohokura context of the possibility that joint marketing

10 could be seen to | essen conpetition and, therefore, we

11 applied for the authorisation. But at the tine we were

12 sitting there negotiating that JVOA, we had bid on four off-
13 shore permts and we were trying to put in place a basic

14 busi ness arrangenent that would allow us to proceed to

15 explore four permts; we didn't have di scovery, we weren't
16 particularly targeting gas, we had a | ot of other issues we
17 were contenplating at that particular point in tine.

18 MR STEVENS: | guess you can understand ny confusion, if it is so

19 fundamental and that all the parties presune that it would
20 be joint nmarketing, that you wouldn't need to specify

21 separate marketing in your Joint Venture Agreenent.

22 MR SALI SBURY: | already touched on the fact that that is sinply
23 a holding pattern, and the presunption by everybody was that
24 there would be joint marketing, and I think the JVOA left it
25 open that that is how it would work.

26 MR SALI SBURY: Chris wants ne to reinforce the point he nade

27 earlier. The Joint Venture Agreenent didn't stipulate that
28 we had to go down the route of separate marketing; it

29 actually just left it as an issue to be addressed that we
30 woul d, if we found gas, sit down and di scuss how to dea

31 with the issue. | would suggest that if you | ook at JVOAs
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1 that are standard across this industry in New Zeal and, you
2 will find those are the standard terns, including in JVOAs,
3 where there is joint marketing of gas.

4 MsS BATES QC. The actual wording of the agreenent, as |'msure

5 you're aware, is that there was a right and obligation to

6 own and take in kind and separately dispose of the share,

7 bei ng subject to a proviso that said it nay be necessary for
8 parties to enter special arrangenents for the disposal of

9 nat ural gas.

10 I think what you're saying is, despite the fact that

11 this clause says what it says, that the understandi ng of the
12 parties was not as it appears on the plain neaning of the

13 docunent .

14 MR HALL: To clarify the answer | gave before, that's not what |

15 was saying. |'d rather -- | considered the proviso to be

16 the key provision there and it -- inny viewit clearly

17 states that what arrangenent the parties will enter into so
18 far as the marketing and sale of natural gas is concerned is
19 an entirely open question.

20 Now, that position was duplicated when the Joint Venture
21 Agreement was anended in slightly nore detail. The

22 amendnent sinply provides that the parties will enter into
23 such arrangenents as they may decide on. It nade clear and
24 express what we say was previously inplicit, that those

25 arrangenents that the parties mght in the future enter into
26 coul d include joint nmarketing.

27 MS BATES QC. It provides expressly for joint marketing; the

28 anmendnent says, 'these arrangenents may provide for joint
29 mar ket i ng' .

30 MR HALL: The distinction I'msaying is, prior to the anendnent

31 it was inplicit that the parties could either separately or
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jointly market. After the amendnent it's express, they can
jointly market.

To be frank with you, one of the reasons for making that
express was because the Joint Venture was aware of the issue
of price fixing and it needed to be clear in the Joint
Venture Agreenment that s.31 protection would be avail abl e.
So, we take the viewthat it was inplicit before and we
sinmply nmade it express.

M5 BATES QC. Yes, | can understand the argunent that it was
inplicit, but -- so the obligation to separately market, the
obligation, what did that relate to?

MR HALL: It could have related to any of the products fromthe
field, and the proviso specifically refers to 'natural gas'.

M5 BATES QC. If you wanted to do that.

MR HALL: Exactly.

CHAIR 1'd like to followup the point that you nake about this
arrangenent bei ng advanci ng conpetition in the gas narket,
and ot her parties have suggested that if the Conm ssion
aut hori ses this arrangenent on the grounds that it's too
difficult for you to put in place separate marketi ng,
there'll never be any incentive for anyone to do what needs
to be done to all ow separate marketing in the future.

And | think that this is a serious matter because we may
encourage exploration, but if actually there's always an
incentive to jointly market and we've got a few players in
the market and you have no incentive to put in place what's
necessary in order for separate marketing to occur, it seens
to me we've got a little bit of a bind there and 1'd |ike
your comments on that please.

MR SALI SBURY: There is a bit of a chicken and egg situation and
we accept that. | nean, the evolution of the market does
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1 require at tines that you take steps that will help with the
2 evol ution of the market.

3 But we woul d make the point now that when you | ook at

4 the counterfactual trying to i npose Scenario 1 marketing

5 now, which is not true separate marketing, we're going to

6 end up so highly co-ordinated and constrained that it

7 doesn't give us additional depth to the market, and all it
8 does do is inpose contractual barriers to our ability to

9 deal with our gas in a short-termand nore flexible manner
10 and it wll discourage exploration. Nowis not the tine to
11 try and regul ate evol ution.

12 CHAIR When is the time to -- | would put to you that you're
13 asking -- what is being suggested is that this Conm ssion
14 aut hori se sonething that is otherwi se not allowed, and we
15 are not seeking to regulate this market directly. On the
16 contrary, you've conme to us with an application.

17 So, leaving that point aside, when is the right tinme?
18 When will it be the right tine in New Zeal and for this

19 Commi ssion to say, no, we will not authorise joint

20 mar ket i ng?

21 MR SALISBURY: If | just answer; we've conme to you for an

22 aut hori sati on because we were well aware of an industry

23 perception that joint marketing mght give rise to issues
24 under the Comrerce Act and the need to have the hearing as
25 we are now and have the issues debated in public so we could
26 get sone certainty for the Joint Venture Partners and al so
27 for purchasers going forward.

28 CHAIR | understand that. M question is, when will the

29 condi tions be such in New Zeal and that we woul d get to the
30 situation where allow ng these sorts of arrangenents

31 actual ly pronote conpetition in these markets in the future?
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MR SALI SBURY: There is not a set deadline or a tineline that we

—_

2 can give you to answer that.
3 CHAIR No, no, | want to know what the conditions m ght be.
4 MR TWEEDIE: There is an answer. The answer sinply is, as the

5 ACCC and we're going to hear later in the COAG report, that
6 there's been quite a ot of report done in Australia that

7 identifies sone of the fundanmental preconditions or

8 condi tions precedent before you could seriously focus on

9 joint marketing and sone of them and not all of them would
10 be a liquid market that for exanple a spot market that

11 all oned gas to be traded efficiently and effectively on it,
12 many sellers and many buyers, a very open and flexible

13 transm ssion and distribution reginme; storage, storage would
14 be an issue certainly in the US, so there's a nunber of very
15 clear principles that have been identified.

16 My understandi ng by the ACCC and certainly Australian

17 authorities are present in narkets that have the sort of

18 depth that I'mtal king about, for exanple in the United

19 States of America, that is totally different. So, to answer
20 your question, when New Zeal and gets to that position, and
21 it can only get there if there is a lot nore gas and the

22 econony grows etc, etc, when New Zeal and gets to that

23 position, certainly separate selling becones a nore -- nore
24 of a real issue in this market then it is today.

25 CHAIR  So, who's going to nmake that happen?
26 MR TWEEDIE: The sinple answer to that is, probably we need a

27 | ot nore gas discoveries. W certainly need -- | mean,
28 you' ve heard and you're going to hear further about the
29 serious inplications if separate marketing occurs for
30 exploration. | can certainly say for nmy conpany that
31 particularly if you are a smaller player -- and in the
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New Zeal and scene conpared with our partners we're the only
100% New Zeal and owned conpany, and conpared with OW and
Shell we are small.

The expl oration scene in New Zeal and conprises mainly
smal | conpanies. If they can't joint venture by joint
venture efficiently and effectively get their gas to market
as a joint venture, | tell you unequivocally it will be a
serious turn-off to putting high risk exploration dollars in
t he ground.

CHAIR 1'd like to put the question to Professor Evans. At

what point, professor, do we have a situation where the
conpani es who are doing the exploration have an incentive to
put in place the things that are required in order to
support a conpetitive gas market? At what point do the

i ncentives shift? And, wll they ever have the incentive if
t hey can always conme before this Conm ssion and argue it's

all too difficult?

PROF EVANS. Well, a gas market, as with any market, is sort of

a continuum It is a continuumin the sense of starting off
with two players on either side of the market to 1,000

pl ayers on either side of the market. |If we had 1, 000

pl ayers on either side of the market and substantia
reserves of gas, there's no question.

If we have three or four players in the market, on
either side of the market, that's no question either; that's
nore of a contracts kind of a market. You're only going to
get a spot market where we have large, really |large reserves
and vi gorous use of gas and many pl ayers buyi ng and selling
gas, and potentially buying and selling gas. |n between
those two we have a variety of arrangenents that are going
to be -- we're going to have to live with. And New Zeal and
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is so small it's not clear how |l ong we're going to have to
live with it.

It seens to nme, if our population stays the way it is
and our demands for gas stay the way they are, even if we
were to find nuch nore gas, it wouldn't be an automatic nove
to a spot market of the kind that we see in the US or the
UK.

Now what | planned to do was to tal k about the
conpetitive inplications of joint marketing, and one of the
conpetitive inplications I want to tal k about is exactly the
devel opnent of a gas market because it doesn't -- for
exanple, if you can offer long-termcontracts that have
resal e clauses attached to them then you're in -- you're
creating another seller of gas. And so, in that way if you
can facilitate that operation, in the context of the
New Zeal and market, it is facilitating conpetition and the

devel opnent of the market.

CHAIR Whuld you see the provision for resale as being critica

to the argunent hol ding that these arrangenents can support

t he devel opnent of conpetitive markets over tine?

PROF EVANS:. | think, having a set of contracts for which

reselling is possible would generally be the outconme and
woul d assi st the devel opnent of the market, but | don't
think necessarily that all contracts shoul d.

I would Iike to go through that in ny presentation about
the way in which contracts can assist the devel opnent of the

mar ket .

CHAIR. We can cone back to that, but there was one question

that |1 ask, which was; at what point do the conpanies that
do the exploration and devel opnent such as we have before us
today, at what point do they have an incentive to put in
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pl ace the market arrangenents to allow separate narketing,

or do they? 1Is it sonething they will ever have?

PROF EVANS: Well, the nmarket developnent is a -- there are

private good aspects to it and there are public good aspects
toit. The private good aspects are that, as people trade
nore and as you get nore people trading, you get markets
that exist, even if you don't see formal exchanges.

However, as the market devel ops there are rationales for
putting a formal exchange in place.

Now, when we think of a market it typically consists of
the tradi ng that goes on on both, between the different
sides of the market, and it includes contracts and it can
i nclude a spot market if it exists. It seens to ne that a
mar ket has to develop with sufficient reserves in the case
of gas and players on both side of the market in order for a
spot market to evol ve.

As we see individual anmpbunts of gas being sold in the
short-term for exanple if they're overs and unders David
menti oned, the idea that they want to use the capacity of
the plant, in which case they would like to be able to sel
any excess capacity at any point in tinme, even on the short-
term that is the beginning of a spot market. And so |
would -- | see this as an evolutionary process and | don't
see anyway of defining a point in tinme when one swtches
over in process.

I would al so nake the point, which | guess is sort of
clear to everyone | suppose, and will fromny presentation,
that | would prefer a joint venture to own Pohokura than one
pl ayer, in the sense that that is the alternative. If we
wi sh to have discovery in New Zeal and for players and if
they find it difficult to contract in the absence of joint
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1 mar keti ng, that we would be nore restricting our attention

2 to having one player, and it's not at all clear to ne,

3 | ooki ng at the broader context, that we would end up with a
4 nore conpetitive market that way. | allude to this on the

5 way t hrough.

6 CHAIR  Ckay, thank you.

7 MR JACKSON: |'d just like to nmake a point about the incentive.

8 | believe all mning conpanies in general have the incentive
9 now t o devel op separate selling, but it's the

10 I npracticability or infeasibility in the New Zeal and mar ket
11 whi ch prevents us, and | think that is the key point for us,
12 is that it's sinply not practicable now to consider these

13 ki nd of contexts. In markets where it is feasible we would
14 like to do that, but we'd rather have a joint devel opnent

15 than no devel opnent.

16 In addition, | understand that in fact the prem se, the
17 goal of separate selling per se is really a question for the
18 econoni c experts, but there is no conpetitive difference; so
19 the condition of, or the assunption that we shoul d be

20 aspiring to separate selling seens to be questionable, and |
21 invite the Commission to | ook at that.

22 CHAIR | just want to followup one matter and |'I| address

23 this to M Salisbury. You ve put a lot of focus on the need
24 for joint marketing and the danage that would be done to

25 incentives if separate marketing was required. | wonder how
26 consistent that is with OW purchasi ng shares in Pohokura

27 wi t hout knowi ng what the outcone of this process would be?

28 MR SALI SBURY: Well, there's a business risk inherent in the
29 pur chase process; the asset becane avail able, part of an
30 I nternational deal, and OW bid on it.

31 CHAIR But it didn't stop you from maki ng the investnent, did
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1 it; the uncertainty?

2 MR SALI SBURY: At that time, no, it didn't, but...

3 CHAIR The sane goes for Todd; Todd increased its share in the
4 face of uncertainty.

5 MR SALI SBURY: But we believe there are very strong reasons why

6 we should be allowed to joint market, if it eventuated that
7 in fact we were not able to joint market then the risk woul d
8 materialise and I think they would have a significant inpact
9 goi ng forward.

10 MR HALL: O course those investnent decisions are nmade in the

11 context of a judgnent on the risks associated with the

12 particular matter, and in this case of course Todd, and one
13 assunmes the Joint Venture Parties, forned the judgnment that
14 on the preponderance of | egal and econom c evi dence, the

15 risk that we will not be able to inplenent joint marketing
16 and nmove our gas to the market in an effective way is snall.
17 MR TWEEDIE: And there is also the point that, in making the

18 i nvest ment deci sion we were al ways confident that Pohokura
19 one day will get into production, so we're not betting the
20 conmpany on not hi ng happeni ng, we're quite confident one day
21 it will get there.

22 The question will be, and that's one of the key issues
23 before this Comm ssion, is when? And that's where we say
24 it's going to take | onger, and though our conpany w ||

25 suffer a negative on that, the nation suffers a far greater
26 negative, and that's the key issue challenging this

27 Conmi ssi on.

28 CHAIR  1'll see if there's any further questions and we'll

29 carry on. [No coments]. Ckay, thank you.

30 MR SALI SBURY: Well, actually it was just a couple of sunmary
31 sheets reinforcing the points that we' ve di scussed through
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the norning. Firstly, joint marketing is not marketing by a
single entity, and it's not valid to record it as such. It
does require -- a Scenario 1 marketing does require us to
agree on all key devel opnent production and gas marketing
arrangenments. It is in no sense therefore independent and
conpetitive market, it is in fact highly constrained and we
have to be highly co-ordi nated.

The upshot of that is, we end up going out to the market
with less flexibility under Scenario 1 marketing, and the
quantity of gas that we're going to be selling under
Scenario 1 marketing is not going to be any greater than it
woul d be under joint marketing.

In fact, for the reasons that we've talked to earlier,
woul d think we're going to have a | ot of practica
difficulty filling our plant to capacity or near to capacity
that we were likely to do so, and we're actually likely to
find we have | ess Pohokura gas getting into the narket on a
day- by-day and year-by-year basis. There is really not
going to be any substantial difference in the price in the
contract terns that we would be offering into the market.

W have the same -- we have an equity interest in the same
field, subject to the sane risks, same devel opnent concepts,
same production profile and agreed contract terns between
the three of us that allow us to go out to narket
separately.

In fact when you go through that, all of that, plus the
regul atory hurdle of getting approval in the first place --
and | woul d suggest approval also for the arrangenents we
wi |l have to put in place for Scenario 1 marketing, because
we woul d have to cone back and revisit the Conm ssion, |
woul d expect, because of the nature of the high degree of
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co-ordi nation and agreenent on price and ot her contract
terns between the Joint Venture Partners, that will be a
significant barrier to investnent in New Zeal and.

So it really is sunmarised by a couple of points;
i nsisting on Scenario 1 marketing just does not enhance
conpetition, it doesn't give increased depth to the market
or bring new gas to the market, but if it is forced into the
market right nowit's our viewthe one thing that it will do
i's harmthe devel opnment of the market. Thank you.

DR BERRY: The presentati on now has Professor Evans talking to

the question of joint marketing involving | ow detrinents.

PROF EVANS. Thank you. |'d prepared a set of notes that | wll

present and read fromto facilitate this process, and I
wonder, Janes, are they available to the Comm ssion? His
shoe | aces are tied together apparently.

There are two broad areas. The first is the ability --
two broad areas that go to the question of detrinents.
First is the ability to wite and enforce contracts and,
given this ability, the benefits and detrinents, if any,
that flow fromthe joint marketing arrangenent. And |'|
argue that contracts for sale of gas must precede the
devel opnent of the field; that joint marketing w thout
conditions is essential for the security of contracts; that
secure particularly long-termcontracts are in fact pro-
conpetitive; that conpetition is not in fact | essened by
joint marketing, and | bring all those together in point 5
that there are no detrinments to joint marketing.

The first point is the one about contracts being
necessary for devel opnent, and | base the argunents here on
t he observations that the Pohokura Joint Venture Parties
have to sink, and | nmean sink both under the water
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apparently as well as in an irreversible investnent; very
substantial capital for extraction.

Secondly, the Pohokura Joint Venture Parties face two
broad categories of significant risk; the first is market
risk. The products that are being produced here suffer
commodity price risk and that exists for all the products,
including the liquids for the products of Pohokura.
Attached to these risks are there upside as well as

downside. In the case of the demand and supply of gas, it's
really no different. It also has a commodity for which
there is commodity price risk. It also has an upside and

downsi de potentially, although we | ook at the present
future, and | ooking at the demand situation one m ght well
argue that it's in the supplier's canp to their advantage,
however, there are substantial players in both the gas and
el ectricity industries whose change deci sions could affect
this position.

So the first thing is that there is substantial market
risk. The second point is that there's field risk. This is
the risk of reserves and it's the risk of the cost
efficiency of the field not being what the Joint Venture
Parties anticipate it will be over tine. Throughout the
life of the field they' Il be |earning about its
characteristics and its productivity and the costs that it
requires to get the gas out of the field, and those
uncertainties are really real uncertainty at the tine one
establishes the capital investnent or capital project to
extract gas.

My next point would be, it's normal, prudent, commercia
practice to cover these risks with sales contracts before
i nvesting, and commonly these contracts will be of a | onger
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duration, or at |east some of themw ||l be. Such contracts
are required prior to investnment by equity hol ders and
| enders alike. Contract commtnent is required,
particularly where contracts are required before investnent
for the avoidance of hold-up. This mght apply also to
| ong-termcontractors wth purchasers who thensel ves
contenpl ate sunk investnent. For exanple, a generator that
wants to establish a generation plant, a thermal generation
plant, will want to assure thenselves that they have a
supply of gas before they invest, just in the sane way as
t he Pohokura parties would |like to have contracts that cover
the outflow of gas before they invest in extraction.

If they delay till after they' ve invested in extraction,
they' re vul nerable to hol d-up.

Now, even in the presence of a spot market, contracts of
reasonabl e duration can be expected to be essential elenents

of conmercial practice with price risk and irreversible

investnment. A spot nmarket is really useful, it provides a
price and it provides quantities, but the -- what it does
reveal is the price fluctuations. It does nothing to

protect the cashfl ows.

So, just as in the case of the electricity market, |ong-
termcontracts are useful for nmanaging price risk. Gas wll
produce of the order of 50% of the revenues of Pohokura and
there's no spot markets, thus contracts to the satisfaction
of JV parties need to be in place before extraction
i nvest ment goes for approval by the Joint Venture Parties.

Now, I'd like to return to a question that was raised
earlier about the role of liquids in all this. W see here
that the liquids will produce of an order of 50% of the
revenues and gas of the order of 50% of the revenues. Wth
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a very large investnent of this sort one would be |ooking to
cover a large fraction of the revenues to elimnate as much
ri sk as one could fromthose revenues, at |east to recover
the cost with a margin of extraction.

Now, in the liquids market there's possibility because
the liquids are internationally tradable and they're a
forward market in liquids, it's possible to hedge out price
risk in the liquids markets. In the gas market it's not
possi ble to do that, the New Zeal and -- the gas market is
specific to New Zeal and and it doesn't, as we've di scussed
several tinmes today, it's not a thick market, it doesn't
even have a short-termspot price let alone a forward curve,
and so it's not possible to hedge out the risk associ ated
wi th gas.

The alternative way of doing this is with long -- with
contracts that cover off the risk of the revenues. So, |
woul d expect, and have no problemw th the proposition that
the gas contracts are an essential part of rel easing gas
fromthe Pohokura field by virtue of their support of
investnment in that field and the surety it gives the parties

in order to justify the level of investnent.

MR STEVENS: Just a point of clarification, if I may professor,

internms of the liquid sales and the margins that's able to
be made on those; would that be able to -- how nuch of that
woul d be able to mitigate the risk in the gas market not

bei ng as |iquid?

PROF EVANS: Well, | don't -- even if you were able to, say, get

a hedge over all the liquids, that's only half of it. And
one would be looking -- | don't know, it's a matter -- the
acceptance of risk is a matter of the appetite of the
conpany, whether it wants to be a risk-taker or whether it's
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prepared to cover off nobst of the revenue in order to
provide surety for its lenders; it's just going to depend an

awful | ot across institutions.

MR STEVENS: | guess ny question was really comng to, does a

profit -- in real sinple layman's terns, does the profit you
make fromthe |iquids nean you can go ahead and nmeke the

i nvestnment on the infrastructure to extract? That's what |
was trying to get nmy head around.

PROF EVANS: It's not so nmuch the profit that's the problem

The problemis managing the risk. Prices are going up and
down all the time. So that, if you can have a |long-term or
a contract wwth sone other party for a fixed price, then
you' ve got the surety of the revenues into the future. |If
you have a guess and prices are going up and down; you make
the irreversible investnent, they go down, you nay go
bankrupt. So it's not the profit so much, but the | evel of

ri sk.

MR STEVENS: But assuming -- let's take a large leap of faith

here and say that we can contract out the |iquids market

into the future at a given price in the future liquids

market; will that be sufficient to cover the decision to
extract?

PROF EVANS: | think both will need to contribute to cover the
cost of the investnent. The investnment -- it's sort of --

you nmake the extraction investnent and it leads to a joint
product of gas and liquids, and | inmagine, |I'mnot certain
about the extent to which one or other contributes to the
revenue, except we know that roughly half the revenue cones
fromone and half the revenue conmes fromthe other, so it
makes sense that gas will be inportant in order to cover off
the costs of extraction.
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MR STEVENS: | guess the reason for ny question is that, |'m not
too sure which speaker earlier nentioned that gas is
effectively a byproduct, and ny sinple view is a byproduct
nmeans that it's not necessary for the actual main
producti on.

MR TWEEDI E: That's around the wong way. W' ve got to have the
gas production to get the liquids. W can't produce the
i quids w thout producing the gas. So the gas cones first,
the |iquids conme second.

The issue of hedging; you can't hedge -- certainly we
can't hedge out liquids very far. For forricks(?) risk, US
dol I ar, New Zeal and dol l ar risk we hedge out and the banks
will go really at the nonent no nore than about five years.

As far as oil risk, the forwards market that we trade
in, we hedge in, tappers(?) goes out about two years. W
coul d never get, on the markets that we hedge on, anything
like a cover on price that would give us any security
relative to the investnent.

MR STEVENS: Thank you.

M5 BATES QC. Professor Evans, how woul d you conpare the risk
profile between |iquids and the gases? Just to say what |
nmean is, in gas here in New Zeal and we've got a situation
t hi nk where demand exceeds supply. | don't think that's the
same scenario for liquid, is it?

PROF EVANS: No, | doubt it. | think the -- liquids are
internationally traded, so they're just the commodity, so
their price is whatever it is and you can buy and sell on
that market especially given that we're so snal |

M5 BATES QC. So, how do you think the differences in demand and
supply for each affects the risk profile?

PROF EVANS: \What is happening in New Zeal and is, the gas market
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is evolving fromthe take or pay arrangenents that existed
with respect to Maui in the first place. So, the question
I's, what revenue -- and so the nmarket is evolving, we don't
have a spot market, so we can't refer to a price series that
bounces up and down.

M5 BATES QC. Right.

PROF EVANS:. But conceptually that's what's happeni ng because
you have demanders in the market that -- demand and supply
in the market is changing probably slowy in the gas
i ndustry, although as reserves becone nore sure, we |earn
nore about the reserves, the reserve situation itself wll
I npi nge on the price, or the value of the gas that we can
recover into the market now.

M5 BATES QC. So, am | right; the | ess gas you' ve got, the
hi gher the price you' d expect?

PROF EVANS. In general, yes.

M5 BATES QC. So would it be fair to say the risk profile is
probably | ess for gas in New Zeal and ri ght now?

PROF EVANS:. That's a judgnent call

M5 BATES: Well, that's what |'m asking your opinion on.

PROF EVANS: Well, | am honestly not certain, and the reason is
that we have sone -- one very |arge gas consunmer which, if
it was to stop consum ng gas right now woul d rel ease nore
than the Pohokura -- total Pohokura off-take. So, that is a
ri sk that we face.

M5 BATES QC. You're tal king about Methanex, right? In what
ci rcunst ances do you think Methanex woul d stop?

PROF EVANS: | imagine that -- Methanex is a comrercial entity
and it will stop when the price of nethanol is such that
it's no longer worth producing in New Zealand. |If its
surety of supply and/or the price of gas in New Zeal and
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rises, then nethanol will be evaluating its position here.

CHAI R What happens if Methanex goes out, is there still not
going to be an excess demand for gas, even w thout Methanex?

PROF EVANS: |I'mnot arguing that there's not, |ooking forward
on the history of New Zeal and's gas market, likely to be
what we might term scarce supplies of gas, |'mnot arguing
that at all, I"mjust arguing that there's volatility as
wel | .

CHAIR  But you do expect there will continue to be scarcity
even wi t hout Methanex? Do you accept that?

PROF EVANS: |I'mnot prepared -- | do think that the gas narket
is certainly in turnoil, that it |ooks as though the gas
supplies certainly will not be in the i medi ate future what
they have been in the past. Al I'"'msayingis, inthis
environnent there is still a range of uncertainties.

M5 BATES QC. Just com ng back to, how woul d you conpare the
risk profiles?

PROF EVANS: Well, what |I'msaying -- you're saying, well -- |
think you are saying, well, the price is likely to go up,
the price is -- looking at the scarce | ooking forward, and
| ooking forward | think that there certainly is scarcity in
supply relative to demand.

What |'msaying is, that's just one aspect. Wen you're
managi ng risk there's a lot of volatility around that, even
if you anticipate an increase in price in the future, that
there is a great deal of uncertainty about, you know, | ust
how t hat - -

M5 BATES QC. Are you tal king about sonething like risk around
costs rising, that sort of thing?

PROF EVANS: No, it's nuch bigger than that, that's the trouble
with commodity markets, you know about --
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M5 BATES QC. Sorry, go on.

PROF EVANS: Normally you're correct, costs do vary as well, but
they vary as a rule nore predictably than comobdity nmarkets
whi ch are notorious for their volatility.

M5 BATES QC. Yes, but we haven't really got a comodity market
for gas in New Zeal and, have we?

PROF EVANS: No, that's right.

M5 BATES QC. So that's why I"'mtrying to understand what you
mean by the risk of variation of price in the context of the
gas market.

PROF EVANS: Well, we can't observe a price in the gas market,
but we do observe -- we do know that there's demand and
supply in the gas market, and where you get demand and
supply intersecting you get a price. It's just that in
New Zeal and we don't see that price because we haven't had a
formal -- and we haven't had too many players on either side
of that market. But neverthel ess, what it represents is
still volatility in the demand and supply of gas over that
period, and if we were to neasure it by neans of a price it

woul d be vol atile.

|"msaying -- |I'mnot denying your proposition that it
is likely that in the next few years that there will be sone
excess or sone increased squeeze on gas -- gas denmand wil |

be at | east gas supply, put it that way, and one m ght see a
trend even, but one could see that there will be volatility
around that trend if one was to plan for the future.

M5 BATES QC. Wuld you accept that the volatility would be |ess
than the volatility in the liquid market?

PROF EVANS: | think it's a different aninmal, because there's
going to be volatility in the prospect of being able to
obtain quantities of gas; whereas in the |iquids market
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there's no question about being able to obtain quantities of
liquid if you' re prepared to pay the price. The problemis,
in the gas market there's volatility in the potentia
supplies of gas as well.

M5 BATES QC. So, you nean there could be nore supply or |ess
supply; you're not sure?

PROF EVANS: That's right, as reserves change and as di scoveries
and as different players who use gas nmake different
deci sions and switch to alternative fuels, it is quite a
vol atile situation, although we all know, | think, the
i nportance of --

M5 BATES QC. Probably not straight away | woul dn't of thought,

woul d it?

PROF EVANS: | think it is, but it's a conmercial judgnent.

MR TWEEDIE: | was just going to support Lew and say that the
unknown out there, | nmean, is -- | nean, we're in the gane
of exploring for gas, and it's a real unknown. | rmean,
you -- sonmebody could find anot her Pohokura tonorrow, we

didn't know we were gonna find Pohokura until we find it.
Sonmebody coul d find anot her Pohokura, there is exploration
going on in New Zealand and it's continuing. There's a very
real risk that what nay | ook |ike the position you're
describing today flicks quite quickly to sonething el se.

For exanpl e, paint the scenario, we find another
Pohokura, sonebody finds anot her Pohokura this year and at
the sane tinme we've got Kupe, the Governnent owned Kupe
waiting to get into production. And we've had this before
where we've very quickly gone into a significant gas over-
supply position.

That is, for exanple, why the Think Big projects were
set up by Prinme Mnister Miul doon when he was Prine M nister,
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why we set up Petrochem we set up what is now Met hanex, the
Mot unui synfuels plant, those were all set up because we had
a maj or over-supply of gas. That could very easily occur in
the foreseeable future. W can't say it can't, nor can we
say it can.

M5 BATES QC. You nust have sone industry know edge about the
| evel of exploration that's going on?

MR TWEEDI E: W have, yes.

M5 BATES QC. And indeed you nust be doing sone yoursel ves, are
you not ?

MR TWEEDI E: Yes, and there's sonme deep water acreage that's
bei ng put out for bidding.

M5 BATES QC. So, future planning; have you actually nade any
predi ctions as to what's going to happen?

MR TWEEDI E: |'ve been around it |ong enough, | believe it when
it happens. Explorationers will sit elegantly and
el oquently tell you now that they have got all sorts of
things that are coming out of the wells they're planning to
drill. It really is sonething you can't satisfactory
predict. But what Lew is saying is absolutely correct, that
it is  risky, there is very significant risks for us in

Pohokura that the gane changes very soon, very quickly.

M5 BATES QC. That's what -- I"minterested in this argunent
because we're being told that it's very nmuch -- 1'm not
saying we don't accept -- it's very nuch in the public

i nterest to devel op Pohokura as soon as possi bl e because of
the shortage of supply of gas. It doesn't seemto sit very
confortably; the ganme could change at any time. So, if it
could change at any tinme, how risky actually is it?

MR TWEEDIE: It's the lead tinmes fromthe point of tinme that you
get an exploration licence to discovery, to devel opnent, you
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1 could in some cases take anywhere up to 10 years.

2 M5 BATES QC. | understand that. Therefore, when you're

3 assessing the risk on gas and the prices, you know t hat

4 these are going to be long lead tines, so you've got a

5 period of tinme surely where your risks are relatively |ow on
6 the price fluctuation?

7 MR TWEEDIE: There is a lag in timng, but in the neantine you

8 can have, like we are seeing at the nonent, small

9 di scoveries com ng into production quite quickly; there is
10 accel eration programmes going on with existing fields. So,
11 it is a dynam c environnment, but no-one could safely sit

12 back and say with the conpetition with other fields -- |

13 nmean, we've pointed out to you that Pohokura's only about
14 30% of the total gas production market. There is

15 conpetition fromother fields and the Pohokura Joi nt

16 Venturers will not be taking that conpetition lightly. It
17 is serious conpetition.

18 MS BATES QC. But we've also -- | get back to the public

19 interest factor which is so inportant in this one, and

20 it's -- you know, how inportant is it that we do this nowif
21 there's a real prospect of other gas conming into the market?
22 PROF EVANS: | would respond to that by saying that the

23 Conmi ssion's cal cul ati ons and our cal cul ati ons about the

24 soci al cost of delay suggests that delay has a cost to it.
25 It's just a question of -- and in that environnent | think
26 the Conmi ssion gets further than CRA did, but we just, |

27 think, |looked at trying to estimate the positions in 2009
28 and that was sufficient to |lead to a benefit to bringing

29 Pohokur a forward.

30 MsS BATES QC. | accept that delay has a cost but what seens to
31 be driving Government is the scarcity of supply and how
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important it is to have further supply com ng on

PROF EVANS: But that's reflected in those cal cul ati ons.
MR SALI SBURY: |1'd just |ike to quickly endorse what has been

said by Professor Evans and Ri chard.

Market risk in the New Zeal and gas narket is a key
factor and we shouldn't |ose sight of the fact that we're
going to be investing in a field which will have a life of
sonme 15 years, we're required to -- we're investing in it
now, make an investnent decision early next year, not see
any nonetisation of that investnment for another two years
further down the track, we're in a geographically isol ated
mar ket where any significant discovery can swing us from an
under -supply to an over-supply very very quickly, and that
gives rise to a very real market risk, and working for
conpani es that are based outside New Zeal and, gas narket

risk is a key factor that we |ook at all of the tine.

M5 BATES QC. W' re tal ki ng about New Zeal and, and | have sone

real doubts as to whether the game can change that quickly
given what M Tweedi e has said about the tine it takes to
actually get the gas to market. So, you may have a new

di scovery, but then it's still going to be years out before

it conmes on-streamand really affects what you do.

MR SALI SBURY: It's a specul ative ganme. Wstech announced,

think it was earlier in the year, that they had a Maui sized
structure just off the coast of the East coast of the North
Island. Irrespective of what we think of that structure, if
they were right and they drilled that up this year they

m ght conceivably be able to get that into production over
the next few years. And that could have a significant

I mpact on what we're doing in Pohokura in the earlier period
of fieldIlife. It is a very risky proposition, we don't
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1 know for sure whether those fields exist or not.
2 Ms BATES QC. | can understand that, but then how does that sit
3 then with the Governnent policy?

4 MR TWEEDI E: The Governnent policy is, as Professor Evans said,

5 the issue before us every tine cones back in the short-term

6 to delay. |If we go down the separate selling route, we

7 say -- we're going to debate that further with you as we go
8 through this -- delay is a given.

9 Now, you've accepted that too, the question is the

10 quantum of delay and in the short-termwe in New Zeal and are
11 facing potentially dry winters before Pohokura gets on to

12 stream

13 MS BATES QC. | do understand that, M Tweedie; what |I'mtrying

14 to get tois how risky and volatile the price actually is

15 over this period for the gas market? G ven that

16 expl oration, even though it mght be going on, gives rise to
17 substantial |ead tines before the gas actually goes to

18 market, | can't see that you're at such risk of the price

19 goi ng down

20 MR TWEEDIE: It gives -- there are substantial lead tines with

21 |arge fields. The larger the fields the |onger the |ead

22 times. If you look at Kahili, I think it is with Indo-

23 Pacific and NGC, that's getting into production, there's a
24 petajoul e or two of production a year, it's getting into

25 production very quickly.

26 So, smaller fields don't take that lead tine. Sone of
27 the on-shore discoveries, Renu(?) would be another exanpl e,
28 can get any production in very short periods of tinme. Wen
29 I"mtal king about the long lead tinmes I'mtalking big

30 capital investnent decisions around a billion dollars and in
31 the off-shore environnent, |I'mnot tal king about the short-
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1 term the smaller fields that will get into production in a
2 few years.

3 M5 BATES QC. But it's the big one that needs to fill the gap

4 that the Governnent Policy Statenent sort of revealed, isn't
5 it; the smaller ones aren't going to help all that nuch to

6 mean there's no shortage, are they?

7 MR TWEEDIE: They will, they'Il all contribute, and if in fact

8 there remains a price risk and a shortage of gas

9 potentially, as we are seeing today, Genesis will switch to
10 coal. That backs gas out of the market. They're planning
11 to base | oad Huntly on coal, and are inporting coal from

12 I ndonesia. That actually backs gas out of firing the

13 turbines at the Huntly Power Station.

14 Contact have just conpleted resource consents to get its
15 New Pl ynout h Power Station peaking, particularly peaking,

16 operating on distillate. That backs out gas. So, we have
17 the situation that it's not just a gas nmarket that has no

18 substitutes, there are fuel substitutes. You' ve probably

19 read reqgul arly about Solid Energy proclaimng endl essly that
20 coal is unloved, ignored far too much and there's a | ot of

21 scope for coal

22 Now, that may have political ramfications, but it is a
23 conpetitor to gas. Most electricity generation turbines can
24 fire on gas or distillate, so there is the clear issue that
25 there are substitutes to gas and that adds to the supply and
26 price risk.

27 CHAIR | think, Dr Berry, we'll proceed wth Professor Evans

28 presentation and see if we can get through that by the tea
29 break, if that's all right -- if he can renenber where he

30 is.

31 PROF EVANS: He certainly can.
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So, | conclude; the gas contracts nust be in place
before investnent in extraction takes place for the reasons
given, especially with the fact that we have an irreversible
i nvestment and a range of risks.

Before | leave the topic | also want to tal k about the
I ssue of the duration of a contract. Gas sales contracts
can be, as we all know, of various durations and the
duration is properly a conmmercial decision that will be
driven by factors that include the firm s appetite to risk,
the extent to which the Joint Venture wi shes to push the
boundaries of the capacity of the field, and the price
profile that is anticipated for gas.

Wthout anticipating the Joint Venture Parties' views, |
woul d argue it likely that a field would offer contracts of
various durations. Sone even as |long as the prospective
life of the field and others | ong enough to provide surety
of supply for purchasers who thensel ves have prospective
sunk investnments with |Iong physical |ives, such as
gener at ors.

In short, one would expect a portfolio of contracts the
shape of which would depend on the state of the market at
the tine the contracts are agreed. Wien | refer to the term
contracts subsequently I'll be referring to a portfolio of
contracts that would be attached to a field.

I"d like nowto turn to why joint marketing w thout
conditions is essential for the existence of contracts.
Again, | start with a set of observations. First the Joint
Venture Parties have very different actual and potenti al
busi ness interests, they have cone together essentially for
the particul ar purpose of harvesting Pohokura.

Under the Joint Venture Agreenent the final investnent
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deci si on and decisions to enter any joint venture sales
contracts require unanimty. There's a common pool problem
exacer bated about the |level of reserves of Pohokura.

There is no gas spot market in New Zeal and, nor is there
likely to be a liquid one in the foreseeable future.
Contracts have to be in place before extraction investnent
takes place. Revenue from opportuni sm by any one joint
venture party, vis-a-vis the other parties, is pure profit;
because by that stage the costs involved in the venture are
sunk.

Now, these points conbine to nmake separate marketing a
chall enge to contract for. Consider for a nonment the
process. Under separate marketing Scenario 1 the Joint
Venture Parties sinmultaneously have to agree the design of
the fields profile off-take and set agreenents anong
t hensel ves on various matters, e.g. For overs and unders
where it's expensive, as David said, if not unrealistic to
i magi ne that these can be nonitored continuously.

They al so have to agree on sales contract terns within
the JV parties. As David said the contracts have to be
consonant with each other in order for the field to be
operated as one entity.

Fourthly, they then can go out and arrange sal e
contracts with other non-JV parties separately. | use the
word sinultaneously to | ook at those four bullet points. It
woul d be an iterative process because the parties seeking
gas woul d have their specifications they'd |like met and the
parties would have to -- the JV parties would have to ensure
that they were consonant with arrangenents within the JV so
that they could be delivered.

Thi s sinultaneous interaction occurs in a Situation
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where 1) the ultinate size of the field is unknown, and 2)
the cost and perfornmance of the field is uncertain and will
vary over its lifetinme. The incentives are for each party
to pursue their own interest, each party understands this
and seeks to address the opportuni smcontractually before
any decision is taken or agreenent is signed. So, under
separate marketing we have the uncertainties that attend the
field and we have the uncertainties, or |less uncertainty
about the incentives for each party but the uncertainties
about how each party is going to behave according to these
I ncentives.

Each party will understand this and try to address the
opportuni sm before any decision is taken or agreenents
signed. | think what is critical here is the effect of
anticipation; |ooking forward, if there is any significant
reason to expect a contract not to be secure at some point
in the future, the contract will be changed before it is
witten; that is, even before the contract is drafted, the
future contingencies will be incorporated in it in an effort
to handl e the foreseeable event.

If the foreseeabl e event cannot be treated
satisfactorily fromthe point of view of all parties the
contract may not be put in place at all. Conditions placed
on joint marketing that extinguish the authorisation
contingent on future events will often obviate joint
mar ket i ng aut hori sati ons before the contract is actually
witten; ie, that is the condition, although it becones
operative in the future, will return the stage to separate
mar keti ng before investnent takes pl ace.

I"mjust stressing here that at the tine the contract is
witten -- and by the term'contract' here |I'mthinking
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about the arrangenents in which joint narketing or separate
mar keti ng are inposed before investnent takes place; at the
time these agreenents are entered into these contingent
events and possi ble events of the future will be inpinging
on the arrangenments directly thenselves well in advance of
the events, and in fact before the contracts are being
signed if the Joint Venture Parties are w se.

And, given the factors that |'ve indicated about
uncertainty, about the scope for opportunism this is the
source then of the tine and effort that's required in order
to get arrangenents in place under separate narketing.

The future events are those that you're trying to
contract for. You can't contract for them conpletely but
you'll try if you can foretell that they will Iikely occur

Two nore points about the ability to enter arrangenents
in separate marketing. Firstly, because of unanimty, hold-
up in intra-joint venture negotiation is possible and
because of uncertainty there's potentially value in being
the last of the Joint Venture Parties to agree. |If there's
uncertai nty about the outcone, and because your vote is
needed in order to get agreenment, then it's in your
interests very often to be the last to sign and the last to
agr ee.

The second point is that the absence of a spot narket in
New Zeal and does not exist in obtaining agreenent, as we've
i ndi cated before, because it doesn't provide -- we don't
have a verifiable outside price outside of the Joint Venture
for overs and unders; as well as, we don't have an assured
pl ace to place gas or obtain gas in overs and unders.

Al'l these factors conbine to inply that witing
contracts to enabl e separate nmarketi ng woul d be fraught and
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time consumng in the New Zeal and envi ronnent.

I"d now i ke to make a different point. That is one
that was alluded to by David. That is that, in order to
handl e the issues that are posed by separate marketing the
nature of the contracts thenselves m ght well be changed.

If it were feasible to enter contracts under accept separate
mar keting, the set of possible contracts that are avail able
for purchasers will likely be reduced. 1've got four
reasons |isted here.

One is, they will be changed in ways that handl e the
opportuni sm by other parties within the joint venture, and
that m ght require increased specification of contingent
possibilities. You can't |eave as nmuch to agreenent in the
future as you would in a joint marketing if you were under
separate marketing.

Secondly, you might want to think about how the
arrangenent coul d handl e the consequences of opportunism
for exanple, perhaps reduce the off-take of the field as
David actually intimated as there is | ess control of a field
whose reserves are uncertain and perhaps -- whose reserves
are uncertai n under separate narketing.

Anot her possibility would be to potentially have fewer
contracts that have resale clauses in themas an aid to
nonitoring off-take under each contract.

The third possibility, or the third issue that arises is
the question of what |evel of contracts each Joint Venture
Party could actually have. There would -- in ternms of
reduci ng the opportunistic interaction anong themit would
be ideal, so to speak, if we could match the contracts to
t he ownership shares. But this would nean that the
contracts would be alnost identical in every respect because
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it would nean that the contracts woul d have to have the sane

rates of off-take.

However, wi thout this, opportunismwuld be -- anong the
Joint Venture Parties could be really strong. |[|f one party
said, well, I don't want to be a party to this field, "l

take all nmy gas in the next five years and you other two
parties, you can go over here and you can have gas up to
year 18, the other -- I'Il have a large volune and |'I| just
take the share of the field as we know now and then severa
things -- there would be several issues.

One is that we don't know actually the reserves of the
field, so it's nost unlikely that parties would agree to
such an arrangenent. Secondly, the firmthat takes off the
gas in the short tinme mght overrun its off-take, and with
no solid bal anci ng arrangenent, as m ght be provided through
a spot nmarket, mght benefit fromthat and that would create
opportuni sm

The way in which that woul d be handl ed at the begi nning
of the arrangenent, at the tine the arrangenent is designed,
is to design contracts that prevent this happening or |essen
the likelihood of it happening, but then that just means
that the contracts each party has ook a ot like the
contracts the other parties have with the same off-take,
same rates of off-take etc.

This leads to the outconme that it would limt the
ability to have a portfolio of various contract durations,
as |'ve suggested would be ideal froma field of this Kkind.

So, nmy sunmmary is that joint nmarketing by the joint
venture is essential for tinmely contracting for the sale of
gas and that separate marketing would result in a |ong del ay
and narrower contract possibilities.
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CHAIR Can | just interrupt you for a nonent?
MR TAYLOR  Professor Evans, | just want to nake sure |

understand at the top of page 4 of your notes, the paragraph

at the top. | just want to nmake sure | understand where
you're actually going with it; 1'lIl play back what | -- if
["mwong you'll straighten nme up, it introduces such

uncertainty as to perhaps make it so difficult to wite
contracts that m ght not actually take place, or there's
such a long tinme in getting there?

PROF EVANS. It could be -- it would take tine to get there, but

it mght be such that it's just not worth a candle, and
suppose -- if | use that |ast exanple, suppose that there
was sone event that's six years in the future that goes to
the field in sone way and affects the contract, it mght,
and that one party has a contract that extends for six years
and the other parties have a contract that extends for 18
years. Now, you wouldn't be waiting until you were into the
contract in order to solve the contracting problem That
whol e contracti ng problemhas to be sol ved before investnent

actual ly takes pl ace.

MR TAYLOR. And it's the result of the conditions introducing

uncertainty?

PROF EVANS:. They do have that effect, but that's later on we'll

tal k about conditions, but a condition nay have that effect
of -- suppose there is a condition -- just to anticipate,
suppose it is said that joint marketing is authorised for
six years, then the Joint Venture Parties will | ook around
and say, well, after six years there's a presunption or
potential presunption that the reasons why joint marketing
was enabl ed no | onger exists and therefore it is a
possibility that contracts m ght be breached after six
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years. Now, it's year zero, I'mgoing to figure out what

I"mgoing to do now about that. That's the main point.

MR TAYLOR | understand, thanks.
CHAIR Can | just see if there's any -- [No coments]. kay,

go ahead.

PROF EVANS: On point 3, 1'd just like to talk about the rol e of

contracts and conpetition. The ability to wite contracts
of varying duration, |I'd argue, is pro-conpetitive for a
coupl e of reasons. First, the ready ability to wite a
general portfolio of contracts upon the discovery of gas

wi || enhance the economi c and commerci al value of the fields
di scovered, and thereby enhance entry into the discovery and
producti on markets for gas. This point's been made al ready.

The reduced val ue ari ses because of the tinme cost of
negoti ati on, the narrower range of contracts and potentially
reduced performance of the field that would arise under an
inhibited ability to wite contracts.

Many Austral asian oil and gas exploration conpani es are
very small and the New Zeal and gas market is tiny on a world
scal e. Because of the size of the gas nmarket per se,
participation by small firns is inportant for conpetitive
exploration. This local interest is likely to be an
i nportant adjunct to |larger international conpanies
exploration for liquids that are internationally tradabl e.
Joint ventures in oil and gas exploration are conmon, and
are critically inportant if small |ocal conpanies are to
parti ci pate.

They' re al so the normfor |arge conpanies. The
approximately 1 billion that will get Pohokura to market is
about a third of the equity value of Lion Nathan and Carter
Holt Harvey and a tenth of Telecom |I'minfornmed that
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Todd' s share of the further expenditure required is a high
percentage of its sharehol der's funds.

Furthernore these relatively large suns do not include
the costs that have gone before and that hopefully wll
follow afterwards. That is to say the drilling of dry
wel | s, seismc acquisition and processing.

Thus the search costs that preceded the finding of
Pohokura, Pohokura shoul d be making sone contribution
towards and so revenue from successful fields have to neet
the cost of the devel opnent of these fields.

Institutional restrictions that Iimted the marketing,
and particularly that of joint ventures of gas from
successful fields, are likely to adversely affect the val ue
of discovered fields and exploration and potentially the
focus on exploration for gas for the New Zeal and narket.
Utimately this would adversely affect conpetition in that

mar ket .

M5 BATES QC. Can | just ask a question Professor Evans, does

that mean that -- is that because of the increased costs

that you see joint nmarketing having?

PROF EVANS: It's the ability I think looking forward of a firm

that's contenpl ating discovery of a field in New Zeal and, if
a firmor a group of firnms to be able to wite contracts in
relation to that field, once they've discovered, or if

t hey' ve successfully discovered it, in a way which gives
quite a wi de range of contracts that are available for the
use of the field.

So, if we have, say, separate marketing insisted upon
that restricts the range of contracts and induces the extra
time that it would take to get themin place in each
ci rcunstance, that would inhibit the interest of parties,
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especially joint venture parties, since it only applies to
joint ventures in the field in the devel opnent and the
expl oration of the New Zeal and nar ket .

And it seens to nme that the real issue here is one of
dynam c efficiency, there's only real justification for
| ooking at the -- or only way to view the gas nmarket is a
way -- the exploration end of the gas market, | keep going
backwards, is that of dynami c efficiency, where we want
entry, we want to find nore gas, we want it done in a way
which is done by private sector interests.

And in the New Zeal and context | think that it's
facilitated by joint ventures for two reasons. It allows
smaller firnms to participate and secondly it allows
New Zeal and firns to participate. So, anything that
inhibits the joint ventures nmanagenent of the field it wll
inhibit that process.

M5 BATES QC. So if it becones difficult for joint venturers and

nore particularly difficult because they have to market
separately, then the argunent goes that other people will be
put off formng joint ventures to do explorations and get

ot her joint marketing and joint venture contexts going.

What |'mtal king about is, do you see the market as a nunber
of people who are all in joint ventures and joint marketing,
is that right?

PROF EVANS: | think it would on the joint venture front, yes, |

do.

M5 BATES QC. So that's how you see it as increasing conpetition

by pronoting the setting up of nore joint venture

expl oration?

PROF EVANS: And ultimately the discovery of nore gas, yes,

absol utely.
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MR STEVENS: And not necessarily the sanme joint venture mx |
presunmne.

PROF EVANS: Not at all, no. They may even be all Australian
joint ventures -- no. But joint because it's very conmon in
the industry, the risks are such that -- and the capital
i nvestnment is such that even | arge conpanies, typically in
joint venture arrangenents.

M5 BATES QC. If you're one of the first in there, you do have a
pretty -- you mght have a pretty good ride for a while
until somebody el se gets in there and conpetes with you
whi ch may be well down the track.

PROF EVANS:. The question is what is neant by "getting in there
first" because if you look at the figures that | think Todd
presented, it was sonmething like 12 or 6 percent of the
hol es that they drilled they found anything in, you know,

they first got in there years ago drilling. So, we need
success every so often otherwise there will be no drilling.
M5 BATES QC. | nmean I'mreally tal king about in terns of the
joint marketing, you mght have the field to yourself for a
whi | e.
PROF EVANS: Well, | think I would argue that joint ventures are

different than single firmownership. There's tensions
within joint ventures that are not there within joint
ownership and that joint ventures are actually really a very
useful conpetitive tool actually, where you can have
ot herwi se conpeti ng conpani es cone together for specific
pur poses and for specific, you know, that actually call for
mul ti pl e ownershi p of sonme kind, and that actually -- this
Is in the gas market | think in the exploration market -- |
think that joint ventures can be very pro-conpetitive.

The second point | was going to nake was the point
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1 alluded to again before, that if a significant conponent of
2 gas is put out under contracts that permt resale, joint

3 venture parties have indicated that contracts they offer

4 wi Il not unreasonably restrict resale, there will be in the
5 mar ket a source of gas avail able for various uses at the

6 di scretion of other than them other than the joint venture
7 parties. This occurs for the period of the contract, the

8 | onger the termcontract you're at least as likely to

9 enhance conpetition as short-term contracts.

10 CHAIR Do you think it's appropriate for the Comm ssion to rely

11 on that sort of behavioural undertaking?

12 PROF EVANS: |'m not soneone who woul d suggest the Conm ssion's,
13 you know, approach to this. But | do think that the terns
14 and conditions of contracts are a matter for the conmerci al
15 negoti ation Determ nation. | do think one mght well expect
16 to see sone of those contracts have resale clauses in them
17 and | do think that where you have those sorts of clauses in
18 them they have the effect that |I've just described.

19 CHAIR And if none of themhad it in it?
20 PROF EVANS: Well, then it wouldn't have the effect; the second

21 poi nt here, the first point would remain. It doesn't --

22 yes, that's right.

23 In sumin the New Zeal and context enforced separate

24 marketing will at a m ninumdelay contracts, B, restrict the
25 form perhaps even the resale possibilities, and C, on al

26 the argunents not inprove the establishnent of whol esal e gas
27 suppl i es over that of joint marketing.

28 Now I'd Iike to turn to the question of whether

29 conpetition is |l essened or not by joint marketing. Now the
30 first paragraph we've already touched on in the | ast

31 section. Joint marketing will, on the argunents relative to
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separate marketing, facilitate the establishnment of
contracts of various durations and that this is pro-
conpetitive and will enhance dynam c efficiency.

I now | ook at the situation of static conpetition or
static efficiency and consider whether joint marketing
i nhi bits conpetition given the current static state of the
gas market. For this purpose | define conpetitive
enhancenments within the context of standard or textbook
ol i gopoly to occur whenever increased individuality of
actions has the potential to increase |evels of economc
activity, in particular output.

Now t hr oughout nuch of econom cs there are various
nodel s about supply and demand and all that, and econom sts
are typically very strongly in favour of conpetition as a
general principle -- not typically, | think conpletely in
favour as a general principle.

And the issue there is that with nore conpetition
there's nore individuality of actions, and that typically in
mar kets of a static textbook variety of supply and denand
mar kets, the nore that takes place the |arger the output
that's produced or sone change in econonic activity occurs,
t hat enhances wel f are.

Now | just start considering this issue in the terns of
joint marketing and separate nmarketing, and just reiterate
to start with that the Joint Venture Parties have very
di fferent actual and potential business interests and that
they' ve cone together essentially for the particul ar purpose
of harvesting Pohokura. Thus the formation of a joint
venture creates an additional different entity in the
mar ket .

Where it contains parties that have other positions in
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the market, joint marketing has the effect of constraining

t he aggregation of nmarket positions over that which would be
avai | abl e under separate nmarketing. This factor suggests
that joint marketing woul d be neutral towards, or perhaps
even enhance static conpetition in the market.

| nowturn to the question of how does separate
mar keting and joint marketing, how do they fit the nodels
that we use to ook at things |ike oligopoly, nonopoly and
perfect conpetition.

Firstly I make the point that joint marketing versus
separate marketing is not copied well, or mmcked by a
singl e owner versus separate independent firns. |In fact,
joint versus separate marketing is conpletely at variance
wi th and cannot sensibly be anal ysed by standard nonopoly
and ol i gopoly nodels of markets. | provide sonme background
for this suggestion by the follow ng three points.

First of all the capacity of the field is uncertain and
limted and therefore the field itself is not, to coin a
term a wi dget producing enterprise for the standard
t ext book nodel s in which output choice is open and limted
only by the cost structure and the size of the residual
demand facing the firm

For Pohokura ultinmately the size is limted by the size
of the field and that's nothing that the -- there's very
little that the Pohokura partners can do about that.

Secondly, the fact that gas is in essence a joint
product with other products nmeans that the price of and the
demand for gas per se is but one factor in the decision
about the level of off-take. There is a -- joint outputs
from Pohokura involve liquids as well as gas, and so the
i ndi vi dual influence of the price of any of those el enents
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is less than it would otherw se be.

The fact that with uncertain prices and uncertain demand
for all the products of the field, the timng of extraction
is likely to be as inportant a decision as the |evel of off-
take, and it's the timng of the field that the parties have
control over

Now t hose three factors place very considerabl e
limtations on the application of standard ol igopoly nodels
because they reduce the role of the gas price in decision
about the rate of off-take fromthe field, although the gas
price is still inportant. However, taken together they are
of much less inportance than the fact that under both
separate and joint marketing the output |evel of the field
is set jointly by agreenent of the JV parties.

That conpletely elimnates the rel evance of nonopoly and
ol i gopoly nodels in conparing the factual and the
counterfactual. There is no nonopoly power issue, ho
nonopol y power difference between the factual and the
count er fact ual .

If we imgine for a nonent that Pohokura was a w dget
produci ng enterprise and consi der the separate marketing
decision. If the output and decision in which the parties
sit around the table and say let's agree now on the | evel of
out put and then we'll go out and sell it; that is no
different at all than themjust sitting around a table and
agreeing on the | evel of output and saying well, we'll just
jointly sell it.

It is no different whatsoever in the output choice or
the process of output choice. |If separate nmarketers sat
around the table and said, right let's agree that this
| evel -- on this level of output, they would not, | would
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argue, necessarily produce nore output, even in the w dget
produci ng enterprise, because if they produce nore output
there'd be nore -- there'd be a | ower average price
emanating fromthe arrangenent.

So, even in a standard hypothetical firmthat textbooks
used, in an oligopoly situation, if the oligopoly players
sat around the table and chose the |level of output it
woul dn't be |l arger than that which would be suggested by a
joint marketing approach.

O course we know Pohokura is nothing |ike a w dget
produci ng enterprise. For a start it has all the issues
that | nentioned before about the capacity of the field, the
uncertainty of the field, the joint products and all that.
However | conclude that separate marketing can in no way be
approxi mated by entities that are independently setting
price and output and that conpetition is not |essened by
joint marketing for those reasons.

In point of fact there's no rationale |I'm aware of that
t hat suggests the proposition that annual field output would
be | arger under separate and joint nmarketing. |ndeed as
suggest ed above, output m ght even be | ower.

I conclude that the anal yses, for exanple that of NZIER
that represents separate marketing as if it were oligopoly,
| et alone NZIER s very conpetitive nodel, in that the flow
of output is larger under separate marketing, are not
rel evant to any aspect of the conparison of the factual and
t he counterfactual .

The textbook nodel of conpetition and its effect on
output within the market is conpletely irrelevant in the
conpari son of joint and separate marketing, because under
both the | evel of output is jointly chosen by the joint
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venture parties.

Absent any rationale to the contrary I'll presune that
t he Pohokura output will be the same over tine under either
formof marketing, even though it may well|l be higher under
joint marketing.

This sets us up now to | ook at whether there are
detrinments to joint marketing.

CHAIR Can | just interrupt you for a nonent and see if there
are any questions, and | think what I mght suggest we do is
take a 15 mnute break, if that's agreeable with everyone.

| just want to signal before we do that | may have to
interrupt the applicant's presentation to allowtinme for the
Pet rol eum Associ ation to speak today, and | intend to do
that at 4.30. So | ask that people be flexible with that,
because | believe there's a difficulty wwth the Associ ation
appearing tonorrow, is that correct? |Is soneone here from
the association? |Is that right?

M5 ONENS: That's right.

CHAIR If that's agreeable, okay, we'll conme back in 15

m nut es.

Adj ournment taken from 3.38 pmto 3.55 pm

CHAIR  Ckay, we'll reconvene the neeting and I think the
applicants prefer to vary the order at this point.

DR BERRY: If we may, we'd like to introduce our visitors from
the Sydney office of Wstpac, they have a flight comm tnent
| ater tonight, so if we can have them now that has a
benefit, | think, for all involved.

["l1l introduce thembriefly as | nentioned in the

i ntroductions. W have M John Ballantyne on ny |eft
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together with M Patrick Cocquerel, so we don't have any
particular slides for them so I'll just speak to the letter
that is before the Conm ssion as part of the subm ssion,
make a presentation and then take questions.

CHAIR Sorry, the names were?

MR BALLANTYNE: |' m Jonat han Bal | antyne.

MR COCQUEREL: And ny nane is Patrick Cocquerel

CHAI R Ckay, please..

MR BALLANTYNE: Thank you. Just as a matter of background, ny
nanme' s Jonat han Ball antyne, |I'mfromthe Westpac Sydney
office, 1"'min the Project and Structured Debt G oup there.
Qur main task/role there is to structure non-recourse
financings for projects right across the infrastructure
energy utilities sectors, both in Australia and New Zeal and.
Patrick?

CHAIR Can you tell us what your relationship is with the
appl i cants?

MR BALLANTYNE: Qur relationship with the applicant; Todd is a
custoner of Wstpac on a corporate basis. M persona
relationship with Todd is, |'ve nmet Todd in previous roles
wi th previous other banks but, as far as depth of

relationship with the applicants here at the Comm ssion,

neeting themin the -- yesterday, so very limted.
MR COCQUEREL: And I work also in the Sydney office in the
Energy and Resources Departnent. | joined Westpac a few

nont hs ago to focus nore on the oil and gas business, and ny
background is in banking and spent the last four years in
Houst on, Texas doing essentially a reserve base financing
and oil and gas financing.

MR BALLANTYNE: What we'd just like to outline is the key
requi renents that we would see, on a very generic basis, the
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key requirenents that a project would have to have to
structure a non-recourse project finance.

CHAIR  When you say 'generic' what do you nean by that?

MR BALLANTYNE: Specifically, we don't have details of the
Pohokura project, so specifically we can't address
structuring of finance around that. W' re wanting to | ook
at just broad issues that need to be addressed when
structuring project financings.

CHAIR Is that the sort of financing you do for the |ikes of
Todd, non-recourse; is that the only fornf

MR BALLANTYNE: That woul dn't be the only type of financing that
Todd woul d | ook at, but just on that point I amnot in a
position to speak on any other types of financing other than
just project financing because that is nmy specialty.

MR STEVENS: What about Patrick; is he able to help us with
anyt hi ng apart from non-recourse financing?

MR COCQUEREL: They are all in the way of financings, yes.

MR STEVENS: So, you'll be talking to those will you?

MR COCQUEREL: | could try to answer a question that you nay
have about oil and gas reserve financing, but | think we
were asked to come here today to make some conments about
the -- probably one of the nost common ways to finance these
type of projects, which is non-recourse financing.

CHAIR | think -- | presune you're here as experts, so | guess
all's fair at this point in terns of questions; that nay be
what they' ve asked you to cone and speak on, but we nay
address other matters to you for your response.

MR BALLANTYNE: We woul d endeavour to answer them but if we
feel there are questions that are best deal dealt with by
our Wellington representative that works with Todd, we'll
defer to himif that's okay.
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CHAIR If it's not within your expertise, we don't expect you

to answer, but if it is within your expertise we do expect

you to answer.

MR BALLANTYNE: Ckay. Wen |ooking at project financing, the

key issues there are the certainty of the net cashfl ow that
the project will produce. By that | nean the cashflow after
recovery of all costs, revenue |less all costs. The cashfl ow
that would be left to service debt and provide an equity
return.

Certainty of that net cashflowis, really, we |ook at
about five broad factors to assess that certainty of
cashflow. We |ook to strong sponsors, in this case it's
the -- particularly the Joint Venture Partners or their
parents, and for responses to be strong it needs to be
technically and financially able to operate -- be the field
operator, and to performthe role as joint venture partners,
so we'd be | ooking at previous experience in those areas and
the current state of those -- the financial and corporate
structures of those entities, but then fromthere we woul d
nove on to certainty of the petroleumreserves. And by
certainty there we'd be | ooking at the nature of the
reserve, the quality of the reserve, the quantity, the
production profile.

At this particular point in tinme we have no know edge of
this particular project, how that particular project's
reserves would fit as far as certainty. W would need to go
through a due diligence process where we woul d engage
petrol eum experts to act on behalf of the banks to revisit
the information that woul d have been gai ned by the Joint
Venture Parties in their exploration and devel opnent worKk.

The third point is certainty of cost. Now, by this we
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| ook at the -- | mean, the devel opnent capital costs, then
t he ongoi ng operating costs and then potentially the

adm ni strative costs and costs such as taxation, Governnent
royalties, etc.

The fourth point is certainty of revenue. There we, in
the case of commodity type project financings we would be
| ooking to either a product that could be sold into a deep
liquid spot market with devel oped forward sal es potentia
and devel oped hedgi ng market. The alternative, and it's
probably nore applicable here, would be robust |ong-term
contracts with financially secure counter-parties, parties
that could honour the contracts over their entire term

The fifth point we require certainty with is certainty
over security of the assets. This is really the backstop
that the banks are | ooking for, and when the project hasn't
performed and they're in a position where they need to
enforce, we need to be sure that the regulatory and | ega
arrangenents that are in place allow us to gain control over
the assets without diluting the value of those assets.

The assets that we'd look to in this case, specifically
this type of financing, would be the petrol eum m ning
i censes and the off-take contracts, we would feel are the
assets that we need to be sure that we have security over
and that those contracts remain, those contracts and
licenses will remain in place and have the sane val ue after
we enforce.

So that's just broadly how we woul d approach | ooki ng at
the aspects that -- approach that we'd | ook at when
approaching a project finance. W would nowreally like to
just speak about the three conditions that have been
attached to the determ nation and just give our view on why
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they could affect our -- the certainty of the cashfl ows that
this project could generate, if you would like to ask
questions on this point?

MR STEVENS: | wonder if | could just ask a snmall question,

M Ballantyne. Do you, in terns of the non-recourse
financi ng, how do you secure security over the assets -- are
you tal ki ng about financing all of the Joint Venture
Partners as one and getting themto conme to terns
agreenents, or are you |ooking at financing one Joint
Venture partner, and then, how do you | ook through to the
security aspect of that?

MR BALLANTYNE: That's actually a very detail ed question on how
you woul d | ook through to the security aspect of it. W can
do it both ways. In this particular instance | guess we're
thinking of, financing is associated with each individua
Joint Venture partner on a -- specifically tailored to their
needs.

That type of financing, those type of financing
arrangenents have been fairly comon in the Australian
envi ronnment and have been done in the New Zeal and
environnment as well. It beconmes a -- there needs to be a
conpl ex system of cross-charges etc and agreenents put in
place. This is part of the whol e expansion of the joint
venture agreenents that would have to occur at the
docunent ati on st age.

MR STEVENS: |s a non-recourse |oan a conmon way of doing
sonething simlar to Pohokura?

MR BALLANTYNE: Yes, it woul d be.

MR STEVENS:. So, Westpac takes an equity risk as part of the
process?

MR BALLANTYNE: Not an equity.
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MR STEVENS: Sorry, in terns of the financing then, do you
finance the bulk of it, or part of it?

MR BALLANTYNE: In this case we would potentially look to
provi de financing, depending on which way one of the Joint
Venture Partners would want to go, we potentially provide an
underwritten financing for that whol e debt proportion of
their Joint Venture share.

MR STEVENS: Wich is a quasi equity risk then if you're
financing the bulk of it?

MR BALLANTYNE: No, we woul d be expecting such a financing that
there would be a | evel of equity put into the project
directly fromthe Joint Venture Party, then there would be a
| evel of debt which we would provide; the actual ratio of
that wll depend on the details of the financing.

MR COCQUEREL: Can | nmay make a comment on reserve base
financing in general, whether it is recourse or non-
recourse?

Basically reserve base financing is a cashfl ow
financing. You look at the cashflow that's going to be
generated fromthe assets fromthe project. So it's a
nodel | i ng exerci se where you project -- you need to
ascertain the volune of reserve under the ground, the nature
of those reserves, the quality of those reserves and you
project -- you have a production profile over the |life of
the production. And you go down fromthe top line which is
the volune multiplied by price which gives you the gross
cashfl ow and then you woul d deduct fromthere the capital
expenses, the operating expenses, the production taxes, the
royal ties and you have a net cashfl ow val ue.

All we do in the financing is take -- is offer a
financing which is a percentage of the net present val ue of

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

140
Pohokura JVPs

those cashflows. To answer your question, therefore, we
only provide debt, and what may vary is going to be the
percent age of our | ending agai nst those cashfl ow.

If we are financing 100% of those cashflow we take nore
risk than if of course we were financing only 50% of those
cashfl ow. The decision on the percentage that we're going
to finance wll depend on the nature of the reserves, are
they proved in Anmerica when you finance an existing field
that has been producing for quite sonme tine which we call
PDP, proved, devel oped, producing.

Your | evel of risk against those cashflow are | ower than
if you were to finance a cashflow on the field that is not
devel oped yet, or that has not been in production for sone
time, because you don't have the historical production to
ascertain the certainty of your cashflow in the future.

So the two mai n conponents if you want to have a review
will be the certainty of cashflow, what |evel of certainty
we have that that cashflowis going to exist, and we're
tal ki ng about something in the future, so it's never sure,
we have to lower the risk of this uncertainty, so the
certainty of the cashflow in the future, nunber two. And,
nunber two, the percentage that we're going to effect to the
net present val ue of those cashfl ows.

So, to go straight to the point of one of the decisions
of the Comm ssion, or one of the proposed conditions, which
istolimt the sales agreenent to five years, that would
limt us as a finance -- as a banker, as a financier, that
would |imt our capacity to lend only against the five years
of cashflow, of net cashflow. That would limt, if you
want, the anmount of noney that we could | end agai nst that
proj ect.
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In other words, | don't know the production profiles,
the life of the reserve of Pohokura, but if it was 15 years
and we were only going to be able to take five years of
cashfl ow, that nmeans that our financing would be [imted
roughly to one-third, or you have to take the present val ue
calculation, but let's say one-third or 30% of the outlay
necessary to anortise the initial cost of the project. Does
t hat make sense?

CHAIR® Has Westpac been involved in financing any projects in

Australia where there was a tine limt on the authorisation?
Do you know whet her any of the transactions you've been
involved in were subject to a |imted authorisation?

MR BALLANTYNE: | can't actually conment on specifically whether

there have been any petrol eum assets financi ngs associ at ed
with that. | do know that in the case of the |arge
infrastructure projects where the Governnent is granting
concessions for 25 years-30 years to operate tollways or

rail ways, where there's been a constructi on devel opnent
period, there have been set dates put in place whereby the
concessi on would be term nated if the construction was not
conpl eted by those particular dates. But where that has
been the case, there have been extensions allowed for that
date as a result of force majeure and the force majeure

cl auses have been worded dependi ng on the type of project
that it is; they would be related to the risks associ at ed
with that project. So, if we were to develop this to use
the oil and gas project as an exanple, there would be

things -- there would be the weather risks associated with
the project of putting the platfornms in place, that would be
force majeure, there would be issues such as associated with
the actual technical -- the drilling of the wells etc, that
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woul d be classed as force maj eure and they woul d be
negoti ated, they woul d be negotiated terns.

CHAIR: \What ny question is, if you want to go back and ask in
Sydney, you can always |et us know, but are you aware in
Australia how the banks have handl ed financing in the cases
where aut horisations in the gas area have been limted to
sonmet hing |i ke seven years?

MR BALLANTYNE: | don't believe there would be set unextendabl e
poi nt s.

CHAIR. But you don't know how it's been handled in the
Austral i an context?

MR COCQUEREL: Again, it's cashflow financing. If you limt to
seven years you can only finance seven years of cashfl ow.

If you limt to ten years, you can only finance to 10 years,
if you finance two years you can only finance two years.
CHAIR. Sure, | understand that, but it still begs the question
whet her then sone ot her neans of financing is used, and it's
difficult for us to know whether this discussion about this

type of financing is relevant at all and whether in
Australia different approaches have been used.

So, I'mstruggling a little bit to know whet her what
we're tal king about is relevant or not, because there are
certainly cases off-shore where authorisations have been
limted and the key question to us is, what inpact has that
had on financing, and |I just don't know.

MR COCQUEREL: We don't know of any case because | suspect there
are no cases where you can arrange a financing for 10 years
of cashfl ow when you only are sure to cover five years of
cashflow. | don't see how a bank can take this kind of
risk, unless it's mtigated by sone cash paynent.

| nean, again, we can finance 30% or 20% of a project.
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| don't think it nakes a | ot of sense for the custoner or
the sponsor, but if we are limted to that anmount of
cashflow, that's all we can finance. That's true for
Westpac, it's true for any other bank, and it's true for
New Zeal and, Australia or all over the world. | think that
woul d be the sane situation

MR STEVEN: Have you conme across a situation where they' ve

limted in terns of the gas quantity, because | presune --
sorry, | won't presunme, but in calculating the cashfl ows
that you normally do, you're obviously making a judgnent

call as to what gas is going to cone out of the ground and
then that will determ ne the cashflow and then fromthat you
NPV it back to today.

But in determning that first basis of the gas that's
avai | abl e, do you di scount a certain anmount of gas as
possi bly not being there and, therefore, there's a core
anount that you say, well, we believe on the bal ance of
probabilities or whatever that that will be there and the

rest of it may or may not be there. Is that howit works?

MR COCQUEREL: In sone ways it does. | nean, the way -- in

Anerica where nmy nost recent experience is, the reserve are
classified, as | was explaining, you have the PDP, the
proved devel oped producing, then you coul d have the PDNP
which is, proved devel oped, but not yet producing, and then
you have the proved and undevel oped which we call the PUD
with a Texan accent | guess, and obvi ously the anount of
noney and the percentage of the advance that the bank woul d
| end woul d be | ower as your |evel of certainty would be

| ower. So, for exanple on PDPs you could be | ending 60%
agai nst the future cashflow. If it is a PDNP you would | end
over 20 or 30% and if it was a PUD you would | end only

1 July 2003



144

Pohokura JVPs

1 maybe 10%

2 MR STEVENS: So, for exanple, hypothetically in this situation

3 you m ght be able to determi ne a bl ock of gas which the

4 banks are confortable that they will I end a percentage on

5 that but a balance of it they' re saying, we don't know

6 whether it's there or not there, therefore one condition may
7 well be to limt joint marketing to that section because the
8 bal ance of it is going to be discounted in any event.

9 MR COCQUEREL: If there is arisk that the reserve is not there;
10 there is a very high probability that we are not going to

11 finance it.

12 MR STEVENS: Thank you.
13 MR COCQUEREL: W don't have detail about -- again, about the

14 specific project nunber 1; and nunber 2, the size of the

15 mar ket in Australia and New Zeal and for oil and gas is

16 limted in size and we don't have the benefit of an in-house
17 pet rol eum reservoir engi neer.

18 But again in America where the market is much | arger,

19 banks have owned the -- as enpl oyees they have a reservoir
20 engi neer whose job is to do exactly what you describe there,
21 to assess the value of the reserve under the ground and to
22 assess the probability of those kind of reserves to

23 recal cul ate on a regular basis the value of the security

24 agai nst the value of the anmount that has been lent to the

25 compani es.

26 CHAIR  Presumably, if you don't have it in-house you bring it
27 in.
28 MR COCQUEREL: W use outside engi neers, yeah; we use outside

29 consul tants.
30 MR LAUNDER | just wanted to confirmthen that, if you were
31 approached by a client etc, you would carry through a due

1 July 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

145
Pohokura JVPs

di ligence part yourselves, and that nay take sone tinme and
you woul d obviously assess all the information that was then
provided to you, and ultimately conme up with sone sort of
deci sion as to whether the bank would finance it or not; is
that correct?

MR BALLANTYNE: Yes, the bank tends to, in all aspects of due

di I i gence which tends to use outside consultants, so there's
a process that we nanage there, and then that -- all of the
ri sks and conclusions fromthat due diligence are then
aggregat ed, summarised and put forward to our credit
commttees for decision. That due diligence process cannot
occur until all of the issues associated with the project
have been finalised. So, off-take contracts, technica
design of the fields, the structuring of the Joint Venture
agreenents, the authorisations etc are all in place, can do
initial work but we cannot finance it -- we cannot finalise

it until all of those issues are finalised.

MR LAUNDER: | don't know whether you can answer this; roughly

how | ong woul d your due diligence process for a -- sort of,
a project of this sort of size or this sort of thing take?

How | ong woul d this take for the bank to do?

MR BALLANTYNE: | have seen -- it depends on the quality and the

conpl exity of the docunentation. Now, the nore conpl ex
obvi ously the docunentation, the longer it's going to take,
but if you -- if | had to guess, at best four nonths, but

nore |ikely six nonths; due diligence process.

MR STEVENS: Sorry to revisit this question again, just to

clarify it just one last tine. |If one of the conditions
that the Comm ssion may seek to apply is to say that we w |
allow joint marketing up to a certain percentage of the gas
inthe field and after that we will require separate
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mar keti ng and that percentage then is within the nore
provabl e reserves that you cal culate, then the fact that
we're requiring separate marketing on the balance won't
concern you as much because the probability of incone from
that is alot lower. |1Is that what you were agreeing with

previ ously?

MR COCQUEREL: W would | ook at, again, the certainty of

cashfl ow, so we woul d take the Joint Venturers that we are
di scussing with and we would | ook at what anount of gas or
l'iquid has been agreed, has been sold, has been contracted,
and at what price, and that the cashflow we would take into
account. Everything that is not sold or not contracted
woul d have no value or a very reduced val ue conpared to what
Is contracted, and obviously they can only contract what is
existing in terns of reserve, so we would nmake sure they
don't contract nore than the reserve that has been

estimated, but |I'msure that would be the case.

MR BALLANTYNE: And the issue where there's a problem so you've

limted the tinme period for the --

MR STEVENSON: | was on the basis that there was no tinme period

limtation; the hypothetical question was, if there was no
time period limtation, but we were limted in terns of
quantity as to what was able to be joint marketed, and woul d
that effect -- have the sane effect? | think the answer
that | got was, it really depends what the inpact is on the

cashf | ow.

MR COCQUEREL: The other point we wanted to comment on is the

timeframe that could be an obligation for the Joint
Venturers to start production. Ooviously, in any case that
woul d be an issue for financing in the sense that, if there
Is any chance for the Joint Venturers to |lose their
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1 production |icence, because they are not able to neet

2 certain tinmeframes to start production, that would be a risk
3 that the bank woul d not be able to assune, | guess, fromthe
4 out set .

5 MR STEVENS:. Likewise, | presune if there was a strict tinefrane
6 t he banks woul d be pl eased on the basis that there would be
7 a high incentive for that incone to be generated in the

8 earlier periods where there's | ess NPV discount.

9 MR COCQUEREL: Sure, but the bank also | guess would take the

10 ri sk of financing a project worth $1 billion with the

11 possibility for the Joint Venturers to lose their licence to
12 produce and, therefore, to generate the incone to repay it.
13 So though we would really, | guess, be happy to see the
14 Joint Venturers being able to produce and repay the |oan as
15 soon as possible, if there was any chance or risk that the
16 Joint Venturers would | ose a production |icence and not

17 bei ng able to generate the cashflow to repay the $1 billion
18 | oan that we have outside, out to the Joint Venturers, that
19 woul d put us in a very difficult situation.

20 | guess the third point that we wanted al so to coment

21 on is capacity to assign the authorisation to a successor,

22 and obviously that is part of our security package. If we
23 were to lend to any of the Joint Venturers, we would need to
24 have the capacity to get access to their portion of the

25 production licence. |In the case of that conpany defaulting
26 on the |l oan, we would have to be in a position to get access
27 to that portion of the production licence in order to sel

28 it to, | guess, to another party and recover the |oan that

29 has been nade in those initial agreenents.

30 MR BAY. As a bit of a clarification to M Stevens' questions on

31 reserves. You indicated there'd been declining percentages
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1 from proven devel oped reserves down to PUD reserves as far
2 as which the bank would Iend. Wat's the bank's policy on
3 reserves that would fall under the probable and possible

4 category of reserves?

5 MR COCQUEREL: There's no witten policy as such. Every case is

6 different. Every situation is assessed on its own nerit.

7 But you can take as a rule that as a bank we would certainly
8 | ook essentially at the proved reserve as the base for

9 | endi ng.

10 There is a conplex nechanism |'mnot sure we want to go
11 into the full detail of tell(?) financing or not financing.
12 It's a conplex system by which again its a bank trying to

13 secure itself by financing part of the reserve, and the part
14 of the reserve we finance is the nost certain part of the

15 reserve and the anmount of financing is based on the cashfl ow
16 that is generated by this proved reserve portion.

17 MR BAY: So, fundanmentally you' d |ook at restricting the

18 financing to the najority of what we call the 1P reserves on
19 t he proven?

20 MR COCQUEREL: On this side of the world we tal k about 1P and

21 2P, yeah, that's correct, we would like to limt our

22 financing nostly to the one key portion of the reserves.

23 MR BALLANTYNE: But you need to take into account that depending

24 on the ternms under the off-take contract and the price

25 that's being received for that production, it allows the

26 bank to push the boundaries, whether it's totally in the P1
27 reserves or whether it's potentially using sone of the P2
28 reserves as the buffer for the financing. |If there is

29 high -- a lot of noney is being paid that gives us high

30 financing ratios within the financing, then potentially we
31 can push the limts.
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MR COCQUEREL: There is no strict rule, because it will depend

2 on the operator, it will depend on the contracted term it's
3 going to depend on the quality of the off-taker; it's going
4 to depend if it is gas or if it is liquid, because obviously
5 as we have heard before the market risk is substantially

6 different. So, there are many many el enents that would cone
7 into consideration for us to decide what kind of percentage
8 woul d be lent, if you want, against the reserves.

9 CHAIR | think Conm ssioner Bates has a foll ow up question.

10 Ms BATES:. It really refers to your colleague, M Ballantyne,

11 M chael O eary, who was interviewed by one of our

12 I nvestigators earlier in the nonth. He was asked, and I'|

13 quote the notes fromthe interview, "if non-recourse

14 financing in situations such as this project is normal, or

15 if there are occasions where there is other security offered
16 in order to obtain finance."

17 And this was the answer he gave, he said; "that there

18 are various ways to fund such projects and it depends on the
19 sponsor."” he said that; "Shell for instance funds projects
20 on a corporate basis, others on a project limted recourse
21 basis. A large sponsor tends to be funded on its bal ance

22 sheet whereas a small conpany tends to have non-recourse

23 fundi ng. "

24 I"d just like to ask you whet her you agree with your

25 col | eague on that statenent.

26 MR BALLANTYNE: | do agree. The reason that the smaller --

27 well, the smaller conpany will have to resort to non-

28 recourse financing, is potentially its bal ance sheet is not
29 | arge enough. The quality of the assets associated with

30 t hat bal ance sheet may not be the sane as a Shell etc. They
31 may al so be tied up with other non-recourse financings. So
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t he best assets that the bank has to focus on are the
particul ar assets of the project that they are then | ooking
at .

BATES QC. So is non-recourse financing nore expensive for
t he conpany?

BALLANTYNE: It tends to be, when you just | ook at the pure
mar gi ns, nore expensive but when you | ook at the total
equity return and hence the price that the consunmer woul d
potentially pay, no, it can be a cheaper option.

BATES QC. Do you agree with that M Cocquerel ?

COCQUEREL: Absolutely, yes. | don't knowif | give you have
the inpression | wasn't agreeing but obviously we would | ove
to do project financing with Shell, for exanple, but they
probably have a capacity to borrow noney in the narket at a
cheaper cost than maybe we do, so they probably woul d not
need this kind of financing.

BATES QC. Right, so --

COCQUEREL: So project financing is often used, as Jonat han
was explaining, for smaller sized conpanies.

BATES QC. M Ballantyne, if | could just get back to -- so |
can understand what you said. | don't quite understand the
argunment that it all ends up the same to consunmers. The
non-recourse financing is nore expensive, is that right?

BALLANTYNE: You potentially pay a higher margin for the non-
recourse financing, but it cones down to the equation of how
you gear the project. Equity tends to be nore expensive
than debt, so the nore debt you can put into a project the
cheaper the total finance -- cost of capital for the project
I's cheaper the higher gearing it goes.

BATES QC. But there's a bit of a higher risk isn't there?

COCQUEREL: Can | try to answer the question differently. |If
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you are Shell, project financing is a nore expensive form of
fi nanci ng, probably, probably; not in all cases, you may use
project finance for other reason, for contrary risk or for
different kind of reasons. |If you are a small sized
conmpany, project financings mght not be nore expensive. So
when you ask is it nore expensive or not, it depends for
what type of custoners.

M5 BATES QC. But as | understand it, what you're saying for
smal | er conpani es, is because of their asset structure, it's
often not an available option for themto do anything el se
but take the non-recourse | oan financing.

MR COCQUEREL: That's quite correct, so there are different
reasons to use project financing.

M5 BATES QC. That's right, but if you' re a big healthy conpany
with plenty of other assets then you m ght not go for non-
recourse because you don't have to.

MR COCQUEREL: That's correct, but you can al so be a snal
heal t hy conmpany and decide to go project financing.

MR BALLANTYNE: You nmade the statenment that project financing is
nore risky.

M5 BATES QC. | wondered, it was a question really, it was a
question, sorry.

MR BALLANTYNE: The thing that banks usually gain out of project
financings that they don't potentially gain -- have when
they're just financing a corporate is that the financing is
usually fully secured over the assets of that project,
whereas if we were just advancing noney to a big nmulti-
national it would be an unsecured funding.

M5 BATES QC. You nean you wouldn't take a debenture? You'd
give a totally unsecured | oan?

MR BALLANTYNE: To a |large corporation, yes, they' re a conmon
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basis to provide corporate financings.
MR COCQUEREL: We still need approval fromthe credit commttee.
M5 BATES QC. | would think so.
MR COCQUEREL: For |arge corporations, for |arge investnent
conpani es, non-secured financing is the norm
CHAIR Can | just check if there are any further questions?
DR BERRY: Can | just raise one point there. The question was
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rai sed about other exanples in Australia where there have
been fields with time [imtations as to them | take it
seven years related to Northwest Shell, which as |
understand it was seven years after the field had been in --
it had been in production for nine years and rel ated solely
to an expansion of that field, and as far as |I'm aware |
don't think there has been a Geenfields off-shore field in
Australia devel oped up against the clock of sonmething like a
five, seven year, whatever termlimtation. So |I think the

search for the precedent nay prove to be fruitless.

CHAIR We can check up on that. Any further comments fromthe

West pac advisors? [No comments]. Thank you very nuch. [|'m
m ndful of the fact that we're approaching 4.30, or we're on
4.30 and we were going to break for the petrol eum
expl oration association, and | woul d suggest that this is
probably a good opportunity to do that, Dr Berry if that's
okay with you.

So, we'll just take 2 m nutes, please don't everyone
| eave, we won't take a formal break but we'll just get a

shifting of who's sitting at which tables, please.

* k%
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PRESENTATI ON BY PETROLEUM EXPLORATI ON ASSOCI ATI ON
OF NEW ZEALAND

CHAIR Okay, | think we'll reconvene and I'd like to wel cone

the Petrol eum Expl orati on Associ ati on of New Zeal and, and
you may not have been here earlier but |I think you' re
famliar with our processes and procedures, you know that we
try where possible to keep the proceedings fairly informal.
There won't be any cross-exam nation, but the Comm ssion
wi Il ask questions and so will our staff and our own
advi sors.

| also would like to point out that, while Conm ssioner
Bates had to go, she will read the transcript in the
norning, and | wanted to give you an assurance of that. So,
Il will hand over to you, and if you wouldn't m nd
i ntroduci ng yoursel ves before you speak, and you wil |
probably be aware that you need to speak somewhat slowy for

the transcripters.

M5 WELSON: Perhaps if | could just |lead off and introduce

nyself; 1'mElisabeth Wel son from Sinpson Gi erson and
appear for PEANZ. Also with ne is Don Mdrgan who is the
Chai rman of PEANZ and al so the Chairman of Swi ft Energy New
Zeal and Limted, and next to himis Dr Mke Patrick who is
the Executive Oficer of PEANZ

M Mrgan will first give a brief introduction of who
PEANZ is and then | will just provide an overview of the
PEANZ subm ssi on and woul d wel conme any questions that the

Comm ssi oners m ght have.

MR MORGAN: | presunme everyone knows what the letters stand for,

but I'Il repeat it; it's the Petrol eum Exploration
Associ ati on of New Zealand. W, with very few exceptions,
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have a nenbership that represents the magjority of all of the
expl oration conpanies in New Zeal and that have interest in
New Zeal and, whether they're based here or not; there are
some US nenbers, there are sone Australian nenbers in that.

| think it would be appropriate for nme to say that sone
of the issues that |'ve seen that the Comm ssion has in the
draft go beyond what | would |ike for PEANZ to deal with, or
to answer with. Mking reference to any specific comercia
I ssues, we want to not comment on those, it's not
appropriate for us as an industry organisation to do that,
and if there is one that shoul d appear during our

di scussions here this afternoon we'll identify it as such.
El i sabeth, I'll let you go ahead with your opening
remar ks

M5 WELSON: The first and the overriding comment that we want to

make i s that PEANZ does support the devel opment of a nore
conpetitive gas market in New Zeal and. Wat it disagrees
with the Commi ssion's prelimnary conclusions on is that
joint marketing by a gas field joint venture -- in this case
obvi ously we're concerned about Pohokura, but on the

Commi ssion's reasoning that could apply to any nunber of gas
field Joint Ventures -- that such joint marketing would be
likely to substantially | essen conpetition.

The Conmission in the Draft Determination identifies, |
suppose, two primary factors that it sees as |eading to that
| esseni ng of conpetition; these seemto be, there would be
reduced options avail able to gas purchasers and al so that
there'd be a delay in the devel opnent of a conpetitive gas
market, principally a spot market or an unders and overs
mar ket .

Bot h of these conclusions seemto be different faces of
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the sane coin in that what we seemto be tal king about is
that, by increasing the nunber of sellers in the market,
albeit in this case when you're tal king about sellers froma
single field, that joint marketing wll sonmehow give
sufficient depth to the market that would stinulate the
devel opnent of a conpetitive market.

PEANZ believes that the key driving force that wll
devel op a conpetitive market is not so nuch joint selling --
or, sorry, separate selling froma single gas field, but
increased field on field conpetition. If we're going to
have nore conpetitive gas markets we have to have nore
produci ng gas fields and the associated infrastructure that
goes with that. The only way to achieve this is through
nore expl oration.

The Comm ssion in the Draft Determ nati on acknow edges
that entry into the gas market requires discovery of a
viable gas field, and that it's al so acknow edged that the
gas market will depend in part on new gas fields being
di scovered and brought into production. But the Conm ssion,
or the Draft Deternmination only briefly considers the
conditions for exploration. This is somewhat cursory and
confined to the permtting of a regine around expl orati on;
it doesn't really consider and go into detail on what are
the key drivers for exploration.

PEANZ is concerned that, if we end up with a fina
decision that reflects the reasoning in the Draft
Determ nation, that capital investnment for exploration wll
beconme difficult to access or sinply will not be avail abl e.
This, in turn, will stifle the very market devel opnent that
we're all |ooking to achieve.

W' ve gone into sonme detail in the subm ssions as to why
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this mght be, but in summary sone of the key issues that
we'd like to point out is that, we do conpete in a gl oba

mar ket for exploration capital. Exploration conpanies are
driven by reserves and reserves replacenent. Exploration is
a high risk activity and Joint Ventures are the nmechani sm
that are internationally adopted to nmanage those high risks.

The goal of exploration and the objectives for which
parties go into exploration Joint Ventures is production.
Many Joint Venture Partners in New Zeal and are what we m ght
regard as primarily financial Joint Venture Partners.
Frequently it's the operator who is the only Joint Venture
Party who is established in New Zeal and, or has an
establ i shed presence in New Zeal and. So, the practica
consi derations involved in separate marketing, once you' ve
got a gas find, nake it at odds with the nature of that
financial investnment, that financial Joint Venture Party,
and the role that those parties have in the New Zeal and
expl orati on environnent.

The Draft Determ nation briefly |ooks at the view that
had been expressed that separate narketing woul d
di si ncentivise exploration and dismsses it. The reasons
which it gives seemto be sonewhat circular. The Conm ssion
expresses as the reasons for dism ssing the disincentive on
exploration that it has concerns about the high | evel of
mar ket concentration, concerns that the existing market
power of the Pohokura Joint Venture Parties and at the
limted supply alternatives.

It al so acknowl edges that the New Zeal and market is
immature with few participants but anticipates these
circunstances will change in the comng years. It doesn't
go on to say why; we don't seemto be able to extract any
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credi bl e reasons as to why that shoul d be.

| suppose the key point that we want to nmake is that it
is the view of the exploration nenbers of PEANZ that, until
we get nore gas fields into production and the associ at ed
infrastructure, that potential investors are likely to
perceive the requirenent for separate marketing as a
di sincentive. That nmakes the change in circunstance that
t he Conm ssion suggests will occur in fact unlikely to
occur. So, we seemto end up going around in a circle.

I"d al so note that in the first round of subm ssions,
al t hough PEANZ hadn't put in a subm ssion at that stage,

I ndo-Pacific, who is not a PEANZ nenber, had put in a

subm ssion and made a simlar coment, expressed simlar
views. So we've got PEANZ and al so a non- PEANZ nenber who's
probably one of the other major exploration conpanies in
New Zeal and all taking the view that separate narketing wl|
di si ncentivise exploration.

None of these parties really have any incentive to
support a position of market power by the Pohokura Joint
Venture Parties; in fact, it's probably to the contrary, yet
they all have this common view and concern that to suggest
joint marketing by a gas field joint venture would | essen
conpetition and could only proceed if we can establish
substantial public benefits; in this case the nost
significant public benefit that's been identified is the
earlier field devel opnent, that if that's the regine that
we're going to be |looking at going forward, then we wl|
have an i npact on the scale of exploration in New Zeal and

and the nunber of l|ikely participants.

CHAIR Can | just ask you a question there; the need to seek an

aut horisation for sonething like this is not unusual in the
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1 world, so | just -- | understand the point about conditions
2 on whi ch an authorisation m ght be granted, but the fact
3 that an authorisation may be required does not seemto be
4 atypical at all, so why is the effect here so nmuch nore
5 perverse than it is el sewhere?
6 DR PATRICK: | can't comment on that. |In terns of
7 international -- the difference between an internationa
8 regime or an overseas reginme and New Zeal and, other than the
9 followng we're a very very small, out of the way, expensive
10 to do business country in terns of exploration; attracting
11 the exploration capital over here is difficult, the players
12 that do invest in New Zeal and are obvi ously doing so for
13 good reason, reserve replacenent, building up reserves and
14 S0 on.
15 A nunber of other factors which nake New Zeal and, okay,
16 we're the -- apparently we're the 14th nost attractive
17 regime in the world, or whatever the Crown mnerals group
18 will tell you. W need to be better than that in order to
19 get the exploration activity up to a |level where we can
20 start finding the nunmber of producing gas fields that we
21 need, both to neet the demand and al so go beyond that and
22 create the market that the Conmi ssion is |ooking for or
23 hoping will devel op at sone stage.
24 And | think the conmbination of all of those neans that
25 anything that is seen as an inpedi nent added into the other
26 ones that | nentioned, the cost of doing business, the
27 di stance away from you know, etc, etc, nakes us a bit nore
28 sensitive to sonething |ike this perhaps rather than a
29 bi gger market area overseas sonewhere.
30 CHAIR | guess you will understand that, if there is a
31 substantial | essening of the process, if there is
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jurisdiction for us to consider it because there is a
substantial | essening, then there's a process that nust be
gone through and there's no -- the Conmmi ssion has no power,
one way or the other, to decide that it's better for parties
not to have to seek authorisation because of this, so it
still remains a question.

Then, if you get to that point, if authorisation is
granted, granted on what terns? | wonder if you have any
comment to nmake on the conditions that have been suggested,
not just by the Conm ssion but by sone of the other parties?
| note that sone parties have agreed with the applicant
that, for instance, a tine limt on an authorisation would
cause difficulties, but they have suggested other neans to
ensure that the benefits do arrive fromearly devel opnent of
Pohokura; for instance, through an authorisation that
protects any contracts that are signed by a particul ar date.

So, | wonder if the association has any conment on those

matters?

M5 WELSON: Before answering that, can | just go back to your

earlier question?

| think there are a nunber of points probably which we'd
want to enphasise in terns of your question, would
aut hori sation per se create a disincentive. | think there's
a couple of points to be nade there.

There is a delay factor as we've heard, there are
significant capital investnent and parties are incentivised
to try and get on and get their returns going as quickly as
possi bl e, but possibly nore inportantly is the uncertainty,
and it relates to the question that you' ve just asked, which
I's around what those conditions mght be in the sense that,
having i nvested in your exploration to get to the point
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where you find that the conditions are unexpected or

unknown, uncertain, mght be unpal atable, does create a

di sincentive and, as Dr Patrick has said, when you' re com ng
in at the front end you' re weighing up, where will | invest
nmy capital given a choice. bviously, there's no one factor
that's going to tip it, but it's a balancing, and the nore
things that bal ance against, the less likely we are to get

t hat capital

MR MORGAN: If | may, let ne coment a nonent about what makes

the majority of the exploration permts and that's, sinply
put, it's made up of joint ventures; there are very few
permts held 100% by a single explorer. The whol e purpose
of the joint venture is to share the risk and to be able to
go forward with any devel opnent of a field if you' re |ucky
to di scover one.

Havi ng any type of negative restrictions on the ability
to market your hydrocarbons at would be certainly a negative
towards attracting other Joint Venture Partners. The whol e
subj ect of being able to really do what we want to do as
explorers is centred around, not only the risk of drilling
the wells, but the ability to be able to narket what you
hope to fi nd.

M5 WELSON: In relation to your question about the conditions,

we have nade a nunber of comments in the subm ssions around
the conditions and we certainly didn't have any additiona
comments to nmake beyond the Conference nmenorandum but happy

to answer any specific questions.

CHAIR | just wondered whet her you had any further comrents to

make about the subm ssions fromother parties here on the

condi ti ons?

M5 WELSON:  No.
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CHAI R Ckay, thank you.
MR STEVENS: Just a couple of questions, if I nay.

One of themwas a comment in your subm ssion that
forcing separate marketing would stifle conpetition.
guess you weren't here when Shell were talking that their
preference would be for separate marketing in any event, but
then they ook at the particulars of the market that they
find thensel ves in.

What do you see as different about the nmarket here that
woul d support a better outcone, being joint marketing vis-a-
Vis separate marketing, or nore sinply put, why is
conpetition being stifled by separate nmarketing?

MR MORGAN: | think ny first thought about that would be that

your Joint Venture Partners, if required to separately

mar ket a petrol eum product that's discovered, woul d have
certainly less ability to be able to do it. There's nenbers
of Joint Ventures that are not even present in New Zeal and,

if that answers --

MR STEVENSON: |I'mstill a little bit confused, sorry. Are you

sayi ng that separate nmarketing per se would stifle

conpetition in New Zeal and?

M5 WELSON: No, what we're saying is, what we need is to drive

exploration to get nore gas fields, and to the extent that
separate marketing in the current market circunmstances woul d
create a disincentive for exploration, you get back to the
poi nt where we're not going to get the nore gas fields

com ng on-streamwhich will then allow the devel opnent of

the conpetitive marketing.

MR STEVENS. M question was, why does separate marketing create

a disincentive for exploration? You nake the statenent, it
creates a disincentive for exploration; my question is, why?
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DR PATRICK: In general, if | can answer that, again it's --

"Il put a scenario to you. One of our nenbers wants to
farmin -- in other words, pull in Joint Venture Parties to
share the risk of an exploration programre off-shore on the
East Coast, this is a real exanple, it's not a fictitious
one. It is alnobst certain that a good proportion of that

i nvestnment capital, should he attract it, will be from
overseas conpani es not present in New Zeal and | ooking sinply
to put noney up to get involved in the nanagenent of the
joint venture by way of the Joint Venture Commttee -- the
Joint Venture QOperating Agreenent, that's it.

If my menber went around the world seeking investnent
capital from such conpanies from such people and just said,
"Ch, and by the way, should we find sonething, your 15%
share of the joint venture is going to nean that you own 15%
of the gas which you are going to then have to sel
separately'; I'msorry, but you ain't gonna get a |ot of
people comng in putting noney into that reginme. They don't
want to do that, they don't just share the risk and the
expl oration devel opnent capital; they like to share the

selling of the product and the revenue that it generates.

MR STEVENS: How does it line up with Europe and Anerica where

separate marketing is the norm as opposed to joint

mar ket i ng?

MR MORGAN: | think | could naybe comment on that a little

stronger than ny two col | eagues here.

The gas market in New Zeal and absol utely cannot be
conpared with the gas market in the US. The sinple
expl anation of that is that there's a distinct difference in
infrastructure and a very distinct difference in the nunbers
of operators and/or wells; there's just no way that | see
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that New Zeal and coul d be conpared -- or the gas market here
be conpared with any gas market in the US.

MR STEVENS: M last question really was in ternms of PEANZ' s
subm ssion on the potential conditions that may well attach
to an authorisation, and one of the subm ssions that you
have is on the focus on the tinme [imt aspect of it.

You nention that it just needs to be consistent with the
econom es of the field. |Is that simlar to what we were
hearing from Wstpac before in terns of, in other words, it
has to be able to finance itself; if thereis atinmelimt,
It has to be able to nake sure that the cashflows fromthat
is able to finance it. |Is that what you were neani ng by
consi stency with the economes of the field devel opnent?

MR MORGAN: Yes, | think it is.

MR STEVENS: Thank you.

CHAIR | believe we interrupted your presentation, so if you
want to pick up...

M5 WELSON: W' ve pretty much come to the end, and | think we've
covered the remaining points in the questions.

CHAIR. Thank you very nuch, and |I'm pl eased to say that we got
you through to schedul e, which was the only case today where
we managed that.

kay, it's -- | think we need to -- we'll need to talk
with the applicant at the end of today's session about the
process for tonmorrow. W are approaching the ending tine
for today and | think it's best that we finish at this
poi nt .

So, | will adjourn the neeting for today and we are due
to start in the norning at 9 am and we wll resume with the
applicant. |[If the other parties who were present in the

nmorning want to stick around, we'll agree an alternative
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timeframe for tonmorrow. So, thank you very nuch

Conf erence adjourned at 5.00 pm
Resum ng Wednesday, 2 July 2003 at 9.00 am

* k%
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