14 September 2007

lan Dempster

Gas Industry Co

PO Box 10-646

Level 9 State Insurance Tower
1 Willis Street

Wellington

Dear lan,
Statement of Proposal - Gas Outage and Contingency Management Arrangements

Thank you for the invitation to make a submission on the Gas Industry Co’s (GIC) Statement of
Proposal — Gas Outage and Contingency Management Arrangements, dated August 2007.
Contact regards the development of the Gas Outage and Contingency Management
Arrangements as a high priority for the gas industry and the GIC.

Contact's response to the questions contained in the Statement of Proposal is attached.

Contact has not been able to review the draft Regulations in the time available and believes it is
inappropriate to undertake the necessary detailed review until the principles of the arrangements
are clearly settled.

From our responses to the questions in the Statement of Proposal you will see that Contact
believes a number of matters require further consideration or have not been addressed in the
Statement of Proposal. Settlement of those issues is likely to require significant redrafting of the
regulations. Leaving those issues unresolved will create uncertainty as to how the arrangements
work in practice.

The criteria to determine the Gas Contingency Price should demonstrate the true value of gas
during a Gas Contingency. Contact's view is that in the absence of a wholesale gas spot market,
the most appropriate determination of the value of gas during a Gas Contingency is to impute the
gas price using whaolesale electricity market prices prevailing during a Gas Contingency. The
shortage of supply of gas will be reflected in the prices for wholesale electricity due to the
shortage or lack or gas-fired generation. Contact does not agree that prices in the wholesale
market for gas prior to or after a Gas Contingency demonstrate the true value of gas during a Gas
Contingency.

In determining payment for Contract Imbalances under provisions 67 and 68 of the Draft Gas
(QOutage and Contingency Management) Regulations 2008, parties with Positive Contract
Imbalances are over-compensated and parties with Negative Contract Imbalances are required to
make excessive payments. The amount of money in the contingency cash pool is determined by
the Negative Contract Imbalance multiplied by the Gas Contingency Price. Parties that have a
Negative Contract Imbalance must pay into the pool regardless of whether the gas that was
consumed came from linepack or from parties with Positive Contract Imbalances. Parties with
Positive Contract Imbalances are entitled to all monies paid into the contingency cash pool and
so will unfairly reap the value of the linepack consumed during the Gas Contingency. Contact
believes the same mechanisms must be used to determine Gas Contingency Prices to those
used in the Open Access Codes to address imbalances.

It is not clear how gas quantities related to a contingency will be determined unless the
contingency starts and ends at the end of a day. Contact believes it will prove impractical to
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conTacT
create contingency arrangements that employ different mechanisms to determine imbalances
from those used in the pipeline operating codes.

It is Contact’s view that independent oversight is required for the development of the Outage and
Contingency Management Plans (OCMPs) produced by the Transmission Netwaork Owners
(TNOs). This is to ensure that all submissions made by industry participants are given due
consideration and the final OCMPs developed and submitted to the Gas Contingency Operator
{GCO) and the independent Expert Adviser for approval are consistent with the views of the
industry participants. In addition, independent oversight should help ensure best practice is
captured in the Contingency Arrangements. Contact suggests that the independent Expert
Adviser is the appropriate person to facilitate discussions between the TNOs and the industry
participants.

Ownership of any new systems developed for the Gas Outage and Contingency Management
Arrangements need to be held by industry participants or the GIC. This will help ensure these
systems are not captured by a particular organisation so that it becomes difficult to appoint a new
GCO.

Contact is happy to agree that the GIC publishes this letter and the attachment. Contact is also
happy to further explain the points made in the attachment if that would assist the GIC.

Yours sincerely,

T L

John Woods )
Manager Real Time Markets
Contact Energy

(04) 462 1167
john.woods@contact-energy.co.nz
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