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Transitional Asset Management Plan and Forecast Information

This document contains our annual disclosure of our Transitional Asset Management Plan and
Forecast Information that is required before the start of our disclosure year ending on 31
December 2016.

The requirements for this disclosure are contained in the Gas Transmission Information
Disclosure Determination 2012 consolidating all amendments as of 24 March 2015 (“the
Determination”) issued by the Commerce Commission under Part 4 of the Commerce Act
1986. The terms “MDL”, “we”, “us” and “our” in this document refer to the Gas Transmission
Business of Maui Development Limited.

A complete listing of all information required as part of this disclosure is presented below.
Most of this is presented in the form of a Transitional Asset Management Plan (AMP). Some of
this information must be presented in the form of Schedules that are set out in the
Determination. These are all included, together with the required certification from our
directors which is in the form of a prescribed Schedule that is attached.

1. Transitional Asset Management Plan

As permitted by, and pursuant to the requirements of, clause 2.13.7 of the Determination we
have elected to prepare and disclose a transitional AMP instead of a full AMP. The transitional
AMP includes an assessment of our transmission system capacity, and a Report on Asset
Management Maturity as set out in Schedule 13 of the Determination. The resulting document
is attached.

2. Forecast and Asset Condition Reports

As required by clause 2.6.6 of the Determination, we have completed each of the following
reports:

. the Report on Forecast Capital Expenditure in Schedule 11a;

. the Report on Forecast Operational Expenditure in Schedule 11b;
. the Report on Asset Condition in Schedule 12a;

. the Report on Forecast Demand in Schedule 12b.

All of those reports are included in the attached transitional AMP document.

3. Explanatory notes to disclosed information

The Mandatory Explanatory Notes on Forecast Information required by clause 2.7.2 of the
Determination are contained in a prescribed Schedule 14a. Further explanatory comments on
the forecast and asset condition reports are presented in a Schedule 15. Both of those
schedules are included in the attached transitional AMP document.
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1. Executive Summary
1.1. Background

This is Maui Development Limited’s (MDL) Asset Management Plan (AMP) presented in
conformity with section 2.6 of the Commerce Commission’s Gas Transmission Information
Disclosure Determination 2012 (Consolidated in 2015). The AMP sets out the details of the
background and objectives of MDL's asset management and planning processes. It provides a
ten year forecast of activities from 01 January 2016 through to 31 December 2026.

The plan assumes that future gas transmission demands and tariffs will create sufficient
revenue to justify continued investment to maximise the practical life of the pipeline. This
plan does not demand pre-investment in future capacity or reliability to the extent that
current projections of usage cannot justify. While the current condition of the pipeline, its
indicated rate of deterioration, the visibility of potential failure modes and the pipeline’s
projected usage give no grounds for immediate concern, there is no guarantee that future
reduction in throughputs, or extraordinary maintenance demands will not make future
operation of the Maui Pipeline uneconomic.

1.2. Challenges for 2016-2026

No extension of the current pipeline network is currently planned, nor do current gas demand
projections indicate a requirement for any additional Maui Pipeline capacity. Both of these
assumptions could change in the next ten years as oil and gas exploration activities mature
into gas production forecasts.

The current challenges relate to extracting the maximum economic life from the existing
assets. These arise from:

e The increasing maintenance costs expected as the pipeline and its stations age.

e The difficult terrain through which the pipeline passes. This makes parts of its route
susceptible to episodic land movements which can be triggered by exceptional rainfall,
seismic events, coastal erosion, changes in adjacent land use and similar causes. The
result is high expenditure on pipeline inspection and monitoring to identify and if
possible to anticipate any problems, and on remedial works where problem areas are
identified.

e Costs of replacement of aging equipment and control systems where they have
reached the end of their economic life.
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1.3. Reasons for Capital Expenditure Changes

MDL continues to be faced with a number of the same issues referred to in MDL’s previous
asset management plan that have impacted MDL’s current and expected expenditure,
namely:

The October 2011 pipeline outage has continued to lead to a substantial increase in
expenditure on monitoring and investigating potentially troublesome areas which the
pipeline traverses and reassessing the frequency of activities such as the In-Line
Inspection Programme. Both operating and capital expenditure increased beyond
historic levels as a result of improved knowledge of land stability risks and their
consequences.

Additionally, MDL is faced with the necessity of a major capital project to realign the
pipeline in the White Cliffs area. Its cost would be a significant portion of the current
pipeline Regulatory Asset Base.

The forward capital estimates also make provision for the replacement of the OATIS
pipeline management system and the SCADA master station.

Large maintenance and capital expenditures can be incurred as a result of requirements
identified by the constant inspection and monitoring programmes already in place. These are
inherently difficult to cost and predict. Some allowance has been made in the capital and
operating projections for expenditure of this nature, but past experience suggests that there
will be items that cannot be identified at this point. Identified degradation mechanisms which
require remedies to assure future pipeline reliability, are continually reviewed to ensure that
remedies are expedited in a timely manner while recognising and addressing the associated

risk.

1.4. Objectives

MDL's objective is to maximise the value of the pipeline asset. To this end MDL'’s vision is to
ensure that the pipeline operating life is maximised and that it operates safely, reliably and
economically to meet the future demand and opportunities for gas transmission and delivers
a fair return within the framework of the Commerce Commission’s regulation of the asset.
MDL will achieve this vision by:

Ensuring quality asset management services are applied to safeguard and maintain the
integrity of the pipeline, ensure the safety and health of, staff, contractors and the
public, to minimise the impact of the pipeline on the environment.

Efficiently managing the pipeline to agreed budget levels

Achieving expected gas transportation reliability

Identifying, maturing, and where justified supporting pipeline developments

Achieving project delivery objectives

Maintaining PMCs and MDL's reputations —as responsible and prudent operators
Setting tariff levels to achieve target revenue within regulated revenue caps.
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2. The Asset

2.1. The Physical Asset

The Maui Pipeline is a 309 km long high pressure gas transmission pipeline running from Maui
Production Station at Oaonui to Huntly Power Station (south of Auckland). The pipeline
includes laterals to Huntly and New Plymouth power stations’, the Mokau compressor station
and 22 other connections comprising intake and offtake stations, valves and metering
facilities. Meters are installed at all connections to the pipeline. Main Line valve stations at
intervals along the length of the pipeline serve to isolate sections of the line in the case of
pipeline failure or maintenance requirements which require isolation and at times
depressurisation if necessary. Pig launchers and receivers are installed for each section of
the pipeline to enable in-line internal inspection and cleaning. Along the length of the
pipeline which is, for the most part, buried, the pipeline is marked above ground at fences
and other structures which it passes by. Easements are established and maintained along
the entire length of the pipeline except where the pipeline crosses road reserve land and
other types of property where easements cannot be established.

The underground sections of the pipeline are coated externally and cathodically protected
against corrosion. The above ground sections, which generally occur at stream and narrow
valley crossings, are painted to prevent corrosion.

The pipeline went into operation in 1977 and is the largest capacity high pressure gas
transmission pipeline in New Zealand. The pipeline between Oaonui and the offtake to the
New Plymouth Power Station is 850mm nominal bore (NB), and 750NB north of this point®.

It transports unodorised gas directly to large gas users such as electricity generators and
petrochemical plants, as well as being the primary source of supply for other gas
transmission and distribution pipelines.

The Maui pipeline has a capacity to deliver in the vicinity of 120 PJ per annum to the Northern
and Bay of Plenty areas. It is paralleled by part of the Vector system - the Kapuni to
Rotowaro pipeline - which has a capacity of 10 to 11 PJ per annum into those same areas.

A map of the Maui Pipeline is provided below in figure 1.

! The 8.9km lateral to the former New Plymouth Power Station site has been decommissioned and is
suspended on low pressure nitrogen.

2The Huntly lateral is nominal bore 400mm and NPPS lateral is nominal bore 500mm
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Maui Development Limited

Maui pipeline owned by the Maui Mining Companies
and operated by Vector

Production Station
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Map as at November 2014
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Figure 1: Maui Pipeline Map
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Pipeline Detail

KP Name Feature MAOP NB
(km) (barg) (mm)

0 Oaonui Intake for Maui Field 72.4 850
85 Oaonui to Frankley Rd Pipeline 72.4 850
85 Frankley Road Interconnection Point 72.4 850
(8.9) NP Power Station Lateral... Suspended Pipeline 49.6 500
134 Frankley Rd to Mokau Pipeline 72.4 750
134 Mokau Compressor Station Booster Compressors

291 Mokau to Huntly Pipeline 72.4 750
(8.6) Huntly Town Lateral Pipeline 72.4 400
(8.7) Huntly Power Station Lateral Offtake for Huntly 49.6 400

Power Station

For further detail see Schedules 6 and 8 of the MPOC and Schedule A of the Peak Flow
Information Disclosure (October 2015)

The pipeline runs through a variety of rural land, including some remote hilly areas. The
pipeline includes some areas of residential zoning, some sensitive-use areas and industrial
zones. The primary class location lengths are summarised in the table below.

Primary Class Length, km
_Location

Rural (R1) 292.8
Rural Residential (R2) | 6.7
Residential (T1) 9.2
High Density (T2) 0.0
Total 308.7

Within the primary class locations, the following secondary class locations zone lengths occur.

Secondary Class Length, km
_Location

Common 2.47
Infrastructure

Corridor (CIC)

Industrial (I) 2.56
Heavy industrial (HI) | 0.0
Submerged (W) 1.15
Sensitive use (S) 9.14

The pipeline Safety Management Study, which considers changes to the location class, is
updated on a five yearly basis, the last update carried out in 2012. These reviews take into
account not only the integrity of the pipeline itself, but the effects of encroachment and its
likelihood to affect both the likelihood of causes of damage to the pipeline and the
consequences of low probability but high impact events. The next such review is currently
scheduled to commence in the second half of 2016.
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The deviations from Vector Standard Threat Assessment (STA) Baseline (see section 6.6) are
summarised below.

m Standard (Rural)- STA ~ Main Maui Pipeline

Diameter 150-300mm Nominal Bore (NB) | 850 & 750mm NB
for rural

Wall thickness/Grade 5.6/Grade B for rural (850mm NB) 10.3/ Grade X65
(750mm NB) 9.0 / Grade X65

Maximum Allowable | 8.6MPa 7.2MPa

Operating Pressure

(MAOP)

Odorised Yes No

These variations from the STA Baseline were assessed in the Safety Management Study
(SMS) (see section 3.10) as impacting:

¢ The consequence of a rupture is increased due to the large diameter.

e The pipeline has higher resistance to penetration due to its higher strength
material coupled with thicker wall.

e Being unodorised, detection of leaks by smell is less likely.

Vector Gas Limited owns a number of high pressure gas transmission pipelines that are
directly connected to the Maui Pipeline. Gas from the Maui Pipeline flows into Vector’'s
interconnected pipelines and is used to supply major industrial plants, dairy factories and
power stations. Gas originally transported through the Maui Pipeline is also used to supply
local low pressure distribution networks in Auckland, Wellington, Hamilton, Tauranga, and
many other towns and cities throughout the North Island of New Zealand. These distribution
networks supply gas to thousands of homes, businesses and essential services such as
hospitals.

The Maui Pipeline was originally built to supply gas produced from the Maui field to points
nominated by the Crown, which was the Buyer under the Maui Gas Contract. Since 2005,
however, it has been operated as an Open Access pipeline which now carries gas from a
number of different gas fields. There are currently 12 different parties who ship gas through
the Maui Pipeline.

2.2. Current Condition

In general, MDL’s gas transmission pipeline and associated assets are in reasonable condition
for their age, however there are particular performance and land stability issues, which are
being actively managed in order to understand and respond to any identified risks which
cannot be tolerated. Further information on the analysis performed and the proposed
approach to address these issues are covered in detail in Section 6.

2.3. Future of the Maui Pipeline

Gas transmission pipelines have a long life if they are appropriately maintained. Changes in
gas supply and gas demand can occur over much shorter periods so it is impossible to say
whether the requirement for the use of the Maui Pipeline will grow or decrease during the
remainder of its potential life.

Currently, there are no plans for additional investment to either extend the Maui Pipeline or
increase its capacity. The demand projections included with this plan show levels of demand
well within the existing pipeline capacity. However substantial and continuing expenditure will
be needed to maintain existing capacity. The possible pipeline realignment required at White
Cliffs is a particular example of this. Additionally there is a need for continual monitoring and
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where the pipeline passes through potentially unstable land. There is also a need for
scheduled replacement of pipeline hardware as its condition deteriorates as a result of usage,
obsolescence or corrosion.

2.4. Material Changes to Maui Pipeline Assets

Over the end of 2014 and start of 2015, the 9 km lateral® to the former New Plymouth Power
Station (NPPS) site was decommissioned and suspended on low pressure nitrogen. MDL’s
Technical Operator operates and maintains this suspended section of pipeline in accordance
with section 10.2.7 of Australian Standard (AS) 2885:2012 Pipelines - Gas and Liquid
Petroleum Part 3 (Operation and Maintenance). MDL also abandoned (in situ) and
transferred ownership of, approximately 100m of the NPPS lateral that is located on Port
Taranaki Limited (PTL) land. This action was taken at the request of PTL in order to
accommodate an expansion of PTL’s operations. MDL does not currently intend to
permanently decommission or abandon the 8.9 km balance of the NPPS lateral. The relevant
Pipeline Authorisation (4410-25) was amended by New Zealand Petroleum and Minerals to
reflect these pipeline decommissioning and abandonment works on 16 October 2014.

During May 2014, Todd Energy Limited (TEL) commissioned a new tie-in with the Maui
Pipeline in the Tikorangi region.” As part of the new interconnection process, MDL obtained
ownership of a buried hot-tap, pipeline tee and isolation valve, as well as a short section of
pipe leading to an above-ground primary isolation valve. TEL'’s new interconnection
predominantly operates as an “injection” point i.e. supplying gas into the Maui Pipeline.
However, the new interconnection is configured to also be able to take gas from the Maui
Pipeline if required. The relevant Pipeline Authorisation (4410-16) was amended by New
Zealand Petroleum and Minerals to reflect the hot-tap interconnection on 24 January 2014.

3 404 Lateral
4 AS 2885 is discussed further in section 3.8
> Referred to as the Tikorangi #3 interconnection
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3. Planning Process

3.1.

Corporate Vision

The Maui Mining Companies’ (PMCs) vision for the Maui Pipeline is;

"To provide safe, secure and cost efficient natural gas transmission services in
order to convey gas to available markets with a level of flexibility for producers and
users alike.

To achieve this, the key Operator roles are outsourced.

3.2.

Management Structure

The Maui Pipeline is owned by the PMCs as part of an unincorporated Joint Venture. The
current PMCs and their level of ownership and interest in the Joint Venture are as follows:

Energy Petroleum Taranaki Limited (EPT). - 38.75%;
Energy Petroleum Investments Limited (EPIL) - 20%;
Energy Petroleum Holdings Limited (EPH) - 18.75%;
OMV New Zealand Limited (OMV) - 10%;

Taranaki Offshore Petroleum Company of New Zealand Limited (TOPCO) - 6.25%;
and

Todd Petroleum Mining Company Limited (TPMC) - 6.25%.

Note that EPT, EPIL, EPH and TOPCO are all Shell NZ (2011) Limited and/or Shell Exploration
(NZ) Limited companies. Shell NZ effectively has an 83.75% interest in MDL and in the Joint
Venture.

Figure 2: Reporting Relationships

Pipeline

MDL Board Sub-Committee
(PSC)

System Technical Commercial
Operator Operator Operator
(Vector) (Vector) (Transact)
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MDL was incorporated in 1973 as a service company established under the Maui Joint Venture
Agreement. The MDL Board consists of representatives from within the PMCs. MDL in turn
contracts pipeline operations to three operators, the Technical Operator (TO), the System
Operator (SO) and the Commercial Operator (CO). All persons wishing to obtain gas
transport services on, or interconnect with, the Maui pipeline contract with MDL via the CO
which operates in many respects at arm’s length from the MDL Board and the PMCs.

All three Operators report to a sub-committee of the MDL Board which has representatives
from the MDL shareholders (the Maui Pipeline Subcommittee (PSC)). The responsibility for
approving budgets, performance standards, and strategies rests ultimately with the MDL
Board but the PSC, which meets monthly, and supervises the operations of the pipeline within
the parameters set by the MDL Board and the PMCs. The MDL Board meets quarterly,
amongst other things, to review performance against plans and customer expectations and
also has responsibility for assuring the capability of resourcing to achieve this plan’s
objectives.

3.3. Outsourcing of Operator roles

MDL outsources all of its operating functions to third parties who fulfil the roles of Technical
Operator (TO), System Operator (SO) and Commercial Operator (CO). These outsourcing
arrangements provide the necessary expertise and resources to manage Maui Pipeline
operations.

The Maui Joint Venture parties are primarily gas producers that produce gas that is shipped
through the Maui Pipeline. Since the Maui Pipeline became an Open Access pipeline its
operations have been governed by the Maui Pipeline Operating Code, (MPOC). This code,
among other provisions, requires that certain information provided by Shippers remains
confidential and also requires the pipeline operations to be conducted on an arm’s length
basis from any other operations conducted by the PMCs. There are specific requirements
forbidding pipeline operators from giving preference to one user over another. The CO role
has been contracted out in order to provide the necessary separation of commercial
functions. This role is filled by Transact Management Ltd (Transact).

Vector Gas Ltd is contracted as the Maui Pipeline TO under the 1973 Maui White Paper
contract of employment.

The Pipeline Manager, as defined in the HSE (Pipeline) Regulations 1999, is also Vector. In
addition to the TO role, Vector also holds the System Operator Contract. The SO role is
related to the scheduling of gas flows, based on the system roles defined in the MPOC.

Vector Gas Ltd in turn outsources maintenance, design and construction activities where it
either does not have the resources or expertise to execute required activities. Vector
remains directly responsible for the performance and cost of those activities while under the
contract of employment, MDL carries all the related business risk.

All major decisions are made by MDL, facilitated through the monthly meetings of the PSC
(made up of MDL representatives and also attended by the three Operators). Quarterly
Technical Committee Meetings are used to present and discuss technical asset related
matters in order to facilitate technical governance and to develop support for maintenance
and improvement activities. CO and TO staff communicate outside the scheduled meetings in
order to understand and provide advice on all matters concerning the physical and
commercial operation of the pipeline including financial, operational and technical matters.
Since Vector is responsible for the overall physical operation of the pipeline, engagement and
communication with the TO’s field staff and contractors remains the direct role and
responsibility of Vector Gas Ltd without direct involvement of MDL or PMCs. MDL supports the
comprehensive management of the pipeline through its contracted operators by not
unreasonably withholding funding which enables the pipeline to be operated competently and
safely. Otherwise MDL does not generally involve itself in resource-level discussions with its
operators.
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3.4. TO Training and Technical Competence

The TO’s Pipeline Management System (PMS) provides the outline prescriptions for training,
operational exercises and technical competencies. Specific role qualifications, experience and
competencies are detailed in job descriptions prepared for each role. The TO has an on-going
operational training and competency programme that is aligned with New Zealand
Qualifications Authority qualifications and unit standards.

The TO applies Vector Gas Ltd’s systems, policies and procedures in respect of its own
transmission pipelines to manage the resources which are applied to the Maui Pipeline.
Accordingly MDL has generally adopted Vector Gas Limited’s disclosed assessment of those
systems, policies and procedures as being appropriate for, fit-for-purpose in respect of, and
compliant with, Asset Management Maturity Assessment Tool (AMMAT) recommendations.

3.5. Stakeholder Interests

Customers

The customers of the Maui pipeline comprise Shippers (who wish to have gas transported
through the Maui pipeline) and Welded Parties (owners of pipelines or interconnection
facilities directly connected to the Maui pipeline, who either supply or receive gas). Provided
that supply and usage patterns are sufficiently aligned, the Maui Pipeline has sufficient
capacity to meet customer demands for the plan period. The basis of the AMP is to ensure
continuous pipeline availability insofar as this is practicable and justifiable while meeting
regulatory, code and industry best practice expectations. Where pipeline availability cannot
be sustained due to periodic maintenance or uncontrollable events, loss of capacity is
addressed through Critical Contingency Management Regulations, customer back-up
arrangements or business interruption mitigations established by individual customers.

The long term capacity needs of customers are considered by an annual pipeline forecast
commissioned by the CO that models anticipated demand requirements. This forecast pays
particular attention to demand requirements north of the Mokau compressor station, as the
capacity of the compressors and the connected gas transmission systems limit gas delivery
capacity to points north of Mokau.

Current capacity forecasts suggest the compressor station has sufficient capacity to ensure
the long-term security of supply for delivery points north of Mokau.

Land Owners

The Maui pipeline passes through more than 600 properties. Although the pipeline routes are
protected by easements except where crossing road reserves, understanding the land
owners’ needs and maintaining good relationships is important to ensure unhindered access
for monitoring and repair. Land owners need assurance that the pipeline is well maintained
and safe and are concerned with the impact on their land value.

Land owners receive written information about pipeline safety from Vector twice a year.
There is also direct and ongoing liaison with any landholders where MDL is carrying out, or
plans to carry out physical works.

Councils
Councils and MDL have a mutual interest in managing land use changes so that the pipeline
integrity and safety are maintained without compromising Council growth plans.

Councils are responsible for a large proportion of physical works on or near pipelines and are
consequently a key target in pipeline awareness and safety programmes.

Vector is responsible for managing the day-to-day relationship with Councils and providing
them with safety information. The Commercial Operator is also responsible for liaising with
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the QV companies acting on behalf of the various councils for rating/asset valuation
purposes.

The Councils that MDL directly interacts with are:

1) South Taranaki District Council

2) Taranaki Regional Council

3) New Plymouth District Council

4) Waitomo District Council

5) Otorohanga District Council

6) Waipa District Council

7) Waikato District Council

8) Environment Waikato (Waikato Regional Council)

Owners
The pipeline is owned by the PMCs. Their primary interests are:

e Safety;

e Reputation;

e A sustainable business providing an acceptable return on their capital and an
acceptable level of gas transmission security;

e Operating costs minimised through efficiency;

e Assets maintained prudently to achieve reliable operation at least lifecycle cost;

e Compliance with legislative requirements;

e Appropriate risk management;

e Customer satisfaction from both gas suppliers and gas buyers;

e To ensure that an effective gas transmission system remains available to transport
produced gas to available markets.

Contractors

As mentioned in Section 3.3 the TO work is carried out by Vector under the “Maui White
Paper” Contract of Employment. Work that is not covered by the delegated authority is
subject to MDL approval throughout the year to enable Vector to respond to risks and issues
that arise. The governance process and delegated authorities are documented in the
Governance Framework paper, November 2006.

Government

The Maui Pipeline is an essential part of NZ's gas infrastructure and its operation,
maintenance and enhancements are governed by various statutes, regulations and standards
(as set out in more detail in section 3.7). The operation and maintenance of the Maui
Pipelines is also guided by the current Gas Policy Statement on Gas Governance (GPS).

The Government’s objectives for the gas industry which include maintaining security of
energy supply at competitive prices are set out in its GPS.

The key overarching GPS objective relevant to the Maui pipeline is:

“To ensure that gas is delivered to existing and new customers in a safe, efficient, fair,
reliable and environmentally sustainable manner.”
The GPS objectives also include:

e The facilitation and promotion of the on-going supply of gas meets New Zealand's
energy needs, by providing access to essential infrastructure and competitive
market arrangements;
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o Barriers to competition in the gas industry are minimised;

e Incentives for investment in gas processing facilities, transmission and distribution,
energy efficiency and demand-side management are maintained or enhanced;

e Delivered gas costs and prices are subject to sustained downward pressure;

¢ Risks relating to security of supply, including transport arrangements, are properly
and efficiently managed by all parties; and

e Consistency with the Government's gas safety regime is maintained.
e Energy and other resources used to deliver gas to consumers are used efficiently;

e Competition is facilitated in upstream and downstream gas markets by minimising
barriers to access to essential infrastructure to the long-term benefit of end users;

e The full costs of producing and transporting gas are signalled to consumers;

e The quality of gas services where those services include a trade-off between quality
and price, as far as possible, reflect customers’ preferences; and

e The gas sector contributes to achieving the Government’s climate change objectives
as set out in the New Zealand Energy Strategy, or any other document the Minister
of Energy may specify from time to time, by minimising gas losses and promoting
demand-side management and energy efficiency.

3.6. Reconciliation of Interests

There are inevitable trade-offs between the expenditure that could be made on securing the
integrity and reliability of the pipeline and what is justifiable in terms of the risks involved
and the benefits which may be received. Consideration is also given as to whether pipeline
expenditure is recoverable given that recoverable costs are controlled by Determinations
issued by the Commerce Commission.

3.7. Legislation and Regulation

Legislation & Standards

The key legislation applicable is the Health and Safety in Employment (Pipelines) Regulations
1999 (the Regulations). Compliance with the Regulations imposes a number of obligations,
including compliance with an approved pipeline standard. MDL chooses to operate in
accordance with Australian Standard (AS) 2885:2012 Pipelines - Gas and Liquid Petroleum
(the Standard) which has extensive provisions for pipeline operation, maintenance and risk
management, which in turn are reflected in MDL's and Vector’s documentation, systems and
processes. Compliance with AS2885 Part 3 (Operation and Maintenance) demonstrates
effective asset management.

The Regulations require a valid Certificate of Fitness (CoF) for the pipeline from an approved
inspection body. MDL/Vector currently uses Lloyd’'s Register as the certifying authority
(inspection body).

Operation in accordance with AS2885 (Part 3) is described and demonstrated in the Pipeline
Management System, (PMS). The PMS is a dynamic, ‘living’ document that is subject to
change as the Regulations, Standards and business requirements change.

The Health and Safety at Work Act 2015 has now been enacted and will come into force on
4™ April 2016. Subpart 4 of Part 5 of the Act, which addresses the implementation of codes
of practice, is already in effect. MDL and its Operators are preparing for the changes that this
legislation will bring. This includes reviewing current processes and practices to ensure
alignment with the new requirements and terminology.

Other legislation and standards that apply directly to the management of the Maui pipeline
asset include:
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Other Pertinent Legislation

Electricity Act 1992,
Electricity (Safety)
Regulations 2010

This legislation and associated standards define the
requirements for the design and installation of electrical
equipment in potentially hazardous atmospheres.

Gas Act 1992

The Gas Act is largely concerned with the supply and use
of gas in New Zealand and is applicable to gas
distributors, retailers and consumers. Since the MDL
pipeline is a transmission rather than a distribution
system, the Act applies only to MDL's consumption of gas
as a user and is thus concerned with the safety of gas use
which is incidental to compressor operation and is not a
significant part of the operation of the pipeline asset.

Gas (Statistics)
Regulations 1997

This legislation requires disclosure of information for
statistical purposes for transmission, and consumption of
natural gas.

Gas (Safety and
Measurement)
Regulations 2010

This regulation does not apply to the gas transmission
system itself but it does apply to any end-use appliances
or gas installations and equipment incidental to the
pipeline operation. The safety aspects of these regulations
have only minor impact on pipeline asset management.
Since gas retailers and wholesalers are responsible under
these regulations for assuring gas quality, MDL performs a
supportive role to link the assurance of variable gas
quality from multiple suppliers, each obliged to supply to
NZS5442 to quality assurance for those retailing gas taken
from the pipeline. Gas quality assurance remains a matter
requiring attention in order to meet the prescribed
requirements of these regulations.

The requirements for gas measurement systems place the
onus on others to supply transmission throughput data to
particular quality standards. These standards are referred
to in the MPOC and form part of the basis for the
commercial management of the pipeline.

Resource Management
Act 1991

While not applicable to the bulk of activities concerning
the existing pipeline operation and maintenance,
authorisations under the RMA must be obtained in respect
of construction works which involve taking or discharge of
water and any significant excavation activities or any
other activity with a potentially negative effect on the
environment. MDL has requiring authority status under
the RMA.

Hazardous Substances &
New Organisms Act 1996
and related regulations.

This legislation is applicable to the pipeline, mainly in
respect of the storage of lubricating oils at the Mokau
pipeline compressor station. Should other hazardous
chemicals or materials, in quantities over specified
thresholds, be stored at this location or at any pipeline
valve station, the HSNO requirements for notification and
approval must be met.
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Key Standards

e AS2885:2012, Part 1 Design and Construction

e AS2885:2007, Part 2 Welding

e AS2885:2012, Part 3, Operations and Maintenance

e NZS5442:2008, Specification for Reticulated Natural Gas

e AS/NZS 3788: 2006 Pressure Equipment — In-service Inspection
e NZS 5259:2004 Gas measurement

Legislative requirements will change with the replacement of the Health and Safety in
Employment Act and supporting regulations. These will be reviewed by the TO and CO as
they come into force and any required changes to systems, policies and procedures made
accordingly. The standards listed dictate the bulk of design and operational requirements for
pipelines in New Zealand. Other standards are applied to specific aspects in order to comply
with legislative or prudent practice in respect of the likes of electrical installations,
construction practices, safety management, utilities installation, civil works and other similar
activities which are incidental to operating a pipeline business.

3.8. Regulators

The Maui Pipeline is regulated principally by the Ministry of Business, Innovation and
Employment (MBIE) which also monitors the operations of the Commerce Commission and
the Gas Industry Company (GIC). Each body requires MDL to meet certain requirements.

Gas Industry Company

The GIC was formed by the gas industry to be the co-regulator under the Gas Act. Its
principal role is to ensure that gas is delivered to existing and new customers in a safe,
efficient, and reliable manner. Its further objectives are to ensure:

e the facilitation and promotion of the ongoing supply of gas to meet New Zealand’s
energy needs, by providing access to essential infrastructure and competitive market
arrangements:

e barriers to competition in the gas industry are minimised:

e incentives for investment in gas processing facilities, transmission, and distribution
are maintained or enhanced:

e delivered gas costs and prices are subject to sustained downward pressure:

e risks relating to security of supply, including transport arrangements, are properly
and efficiently managed by all parties:

e consistency with the Government’s gas safety regime is maintained

Commerce Commission

The Commerce Act was amended by the Commerce Act Amendment Act 2008, which
introduced the new Part 4. The new Part 4 applied information disclosure requirements and
default/customised price-quality regulation to all Gas Transmission Businesses. These
disclosure and price control requirements are extensive and require dedicated effort to both
achieve the necessary controls and to demonstrate that the gas transmission business is
reasonable, prudent and compliant with the notional revenue cap.

Input methodologies were introduced as part of the new regulatory regime. They include
input methodologies for asset valuation, cost allocation, regulatory tax treatment, the cost of
capital, pricing methodologies, regulatory rules and process, and matters relating to
customised price-quality path proposals. The input methodologies for gas transmission
services were first issued in 2010 and are currently being reviewed.
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Default/customised price quality regulation

Default/customised price-quality regulation under Part 4 of the Commerce Act draws
on the principles set in the Input Methodologies. A Default Price-quality Path, (DPP),
is made up of:

e The maximum prices/revenues that are allowed at the start of the regulatory
period (ie starting prices)

e The annual rate at which all GDB’s and GTB’s maximum allowed prices can
increase (ie rate of change)—this is expressed in the form of ‘CPI-X’, meaning
prices are restricted from increasing each year by more than the rate of inflation
less a certain number of percentage points (termed an ‘X-factor’)

e The minimum service quality standards that must be met.

DPPs were set for gas transmission businesses on 28 February 2013. The DPP
provisions for the Maui Pipeline commenced on 1 July 2013 and will continue until 30
September 2017.

A transmission pipeline owner may apply for a CPP. CPP applications must be
approved by the Commerce Commission. MDL is currently engaging with the
Commerce Commission to determine the appropriate way to achieve acceptable
recovery on expected extraordinary projects without incurring the significant cost and
effort required to complete a CPP in order to recover those reasonable, although
abnormal project costs which are in the end essential for the continued operation of
the pipeline.

Information Disclosure

Under subpart 10 of Part 4 of the Commerce Act 1986, suppliers of gas pipeline
services are subject to information disclosure regulation, which has now replaced the
requirements under the Gas (Information Disclosure) Regulations 1997.

The Commerce Commission’s Gas Transmission Information Disclosure Determination
was made on 1 October 2012 and last updated on 24 March 2015.

It requires gas transmission companies to disclose certain specified information
relevant to their performance such as financial information, prices and quality
performance measures, as well as forward-looking information such as forecasts and
asset details and asset management practices and plans. This asset management plan
has been prepared in accordance with the terms of the Information Disclosure
Determination. All Maui Pipeline information disclosures are available on the Maui
Pipeline public website http://www.mauipipeline.co.nz.

Ministry of Business, Innovation and Employment

MBIE administers the Health and Safety at Work Act 2015 (HSW) which imposes the same
duty of care on parties involved in managing, operating and maintaining the Maui pipeline as
applicable to any other business in New Zealand. It broadly requires that risks are identified
and appropriately treated and that effective and appropriately demonstrable controls and
reporting are in place to prevent harm. In the planning and execution of work, the respective
Operators are expected to be competent to manage the health and safety of their employees,
contractors and the public. Operator HSE performance is reviewed by the MDL Board at each
scheduled Board meeting. The Health & Safety in Employment (Pipelines) Regulations 1999
impose particular requirements on the authorisation, design, construction, operation and
decommissioning of pipelines. Asset safety standards are prescribed by reference to relevant
pipeline codes of practice which in the case of the MDL pipeline is AS/NZS 2885 (2012). To
achieve ongoing compliance with the regulations, the pipeline operator must maintain
certification by an independent inspection body which is responsible for assessing and
certifying compliance with the agreed standard. The HSE (Pressure Equipment, Cranes and
Passenger Ropeways) regulations specify similar requirements for a small number of pressure
vessels (such as filters, separators and reservoirs). Again, rather than assessing and
monitoring compliance directly, the regulations require that such equipment be regularly
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inspected and certified by an approved independent inspection body. Vector Gas Ltd, as the
contracted pipeline operator, is expected to have systems, processes and controls to assure

compliance with these key legal requirements. This requires compliance with AS/NZS 3788:
2006 Pressure Equipment In-Service Inspection and maintenance programmes established in
accordance with these requirements.

Energy Safety, part of WorkSafe, is responsible for the administration and development of
parts of the Gas Act and for regulations and Codes of Practice relating to safety, quality and
measurement of gas.

3.9. Annual Business Planning Process

Each year MDL will review its Corporate Vision and Strategy. From this review any changes
will be incorporated into the Asset Management Strategy for the Maui Pipeline.

At the beginning of April each year, the CO will review the AMP document to ensure that the
overarching strategies and policies are still fit for purpose and implement any changes that
are required. This update is completed during the first half of the year to allow all business
planning processes for the following year to be completed under the updated requirements.

During August the TO will review its Non-Routine Activity Management System (NRAMS)
(see section 4.6) and use the risk information to determine the required forward projects to
meet the objectives of the current AMP. During August and September the TO will also
update the document/information management, legislation and standards, asset condition,
performance objectives, maintenance strategies and any other sections requiring explicit
technical input.

The projects as entered into the AMP will be used to determine appropriate budgets for the
following year and ensure the MDL Board and other stakeholders are aware of the estimated
future expenditure (Capex and Opex).

Once the AMP has been updated, the budgeting process for the following year commences.
Any adjustments to funding made during the budgeting process are fed back into the AMP
which must then be signed off before the end of the year.

3.10. Asset Management Documentation
The primary asset management documents, all developed and maintained by the TO, include:

e Pipeline Management System Manual - to demonstrate that management
systems fulfil the requirements of AS2885.

o Safety Management Studies - identify the key threats and locations that need to
be managed through the maintenance and monitoring activities.

¢ Pipeline Integrity Management Plan - provides the annual below ground
maintenance and monitoring plan, which is derived from an ongoing assessment of
condition and risk.

¢ Maintenance Strategy - describes the TO’s approach to maintenance and the
principles to be used when analysing, organising, planning, scheduling and executing
maintenance.

e Maintenance Plan - provides the above ground maintenance and monitoring plan,
which is derived from a combination of RCM-based assessments and experience-
based maintenance practices.

e Annual TO Budget - provides the approved scope of capital and operational works
for the calendar year.

MDL has developed and maintains a Critical Contingency Management Plan (CCMP) in
compliance with its obligations as a transmission system owner (TSO) under the Gas
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Governance (Critical Contingency Management) Regulations 2008 (the CCM Regulations).
A CCMP sets out the roles, responsibilities and processes applicable to a TSO should a critical
contingency event occur. The MDL CCMP was prepared by MDL in consultation with the TO
and any required updates of a technical nature are typically initiated or reviewed and
approved by the TO.

The TO operates a 24/7 Gas Operations Control Centre (GOCC) which is also used as an
emergency control centre when emergency response plans are activated. MDL is required
under the CCM Regulations to nominate a person who will be responsible for receiving
communications from the Critical Contingency Operator (CCO), and giving communications to
the CCO under the communications plan that forms part of MDL's CCMP. This person is also
required to give directions in accordance with the CCMP. The MDL CCMP records that this
nominated person is the TO’s Gas Transmission Duty Manager (contactable 24/7 via GOCC).

The Technical Operator’s asset management enabling systems include:
e GIS - Geospatial Information System for recording asset details®

e SAP - Enterprise management tool used for the asset register, financial and
maintenance planning and reporting’

e PIMS - Pipeline Integrity Management System for recording and assessing pipeline
related data.

The relationship of these documents, systems and processes is illustrated below in Figure 3.
It is MDL’s expectation that as a competent pipeline operator, Vector Gas Ltd as TO should
maintain the pipeline asset management data which is necessary and sufficient for the
effective analysis and management of the asset. These systems are listed in section 4.5

Above ground assets are individually identified in SAP and maintenance strategies applied to
them as appropriate to minimise lifecycle cost while assuring technical integrity and safety of
operation.

The inspection and maintenance interventions for below-ground assets are screened on the
basis of threats to the pipeline’s integrity. Threats include corrosion, natural events such as
land movement and erosion, external damage and construction or manufacturing defects.
Known defects arising out of inspections are catalogued and corrective action scheduled
according to their priority.

Although the management system for above and below-ground assets differ, both processes
generate maintenance/work plans that are implemented using Vector’s SAP system.

6 Vector’s GIS system is used.
7 Vector’s SAP system is used.

MDL Transitional Asset Management Plan December 2015 20



Figure 3: Relationship of Asset Management Systems and Documents
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