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The Emissions Trading and Renewable 
Preference Bill was introduced to Parliament 
before Christmas, and passed its ýrst reading 
119 votes to 2. The submissions deadline for 
the bill was 29 February 2008. The Finance and 
Expenditure Select Committee will conduct 
hearings from submitters and report back to 
Parliament by 10 June. After amendments 
are made during the second reading, the 
Governmentôs intention is to pass the Bill  
before the General Election later this year. 

The Bill amends the Climate Change 
Resource Act (2002) and the Electricity Act 
(1992). There are some differences in detail 
from the Framework document released in 
September, but the essential features are the 
same as those summarised in the last Coal 
Newsletter.

The Government has an ambitious set of 
medium to long term climate change and energy 
policy goals including the country having 
90% renewable electricity by 2025 (about 
70% currently). To this end the Bill includes 
provisions to amend the Electricity Act to limit 
new baseload fossil fuel generation over the next 
ten years. It creates a 10-year restriction on the 
construction of fossil fuel thermal generation 
above 10 MW whose fuel source contains more 
than 20 percent fossil fuels ï subject to energy 
security considerations.  

In outlining the Bill to the New Zealand 
Petroleum Conference in Auckland in March, 
the Energy Minister, David Parker, said: ñWe 
consider that investment in a major new fossil-
fuelled plant during the next 10 years would not 
be consistent with our vision of transitioning to 
sustainable low emissions energy. Indeed our 
energy modelling predicts that there is sufýcient 
cost-competitive renewable energy generation 
so that no extra baseload fossil-fuelled thermal 
generation would be needed for 20 years. 
The pricing of emissions, together with the 
renewables preference, will give a strong signal 
to investors that they should build renewables 
rather than more gas or coal-ýred stations.ò

Other targets include:
50% emission reduction per capita in 
transport sector by 2040;

250,000 hectares of new forest planted by 
2020;
Carbon neutrality in the public sector by 
2025;
Leading the world in widespread 
introduction of electric vehicles; and
Leading the world in agricultural R&D and 
greenhouse gas emission reduction.

Coal Association Chairman, Chris Baker, 
says the proposed Emissions Trading Scheme 
(ETS) represents a real threat to the broader 
economy because it moves aggressively ahead 
of our competitors and explicitly caps growth. 
ñThe scheme is ambitious in terms of scope 
and timing, and, as it is presented, will impose 
signiýcant costs in the productive sectors of the 
New Zealand economy, with little prospect of a 
commensurate environmental beneýt.ò

The scheme will include every sector of 
the economy, starting with forestry in 2008 
and followed by liquid fossil fuels - primarily 
transport - in 2009, stationary energy and 
industrial processes in 2010, and agriculture, 
waste and other sectors in 2013. It will be 
linked internationally to other Kyoto trading 
markets, and in real terms will mean an increase 
in the costs of products such as petrol and 
electricity.

Most industry groups believe the forward 
trading price of NZ$30 per tonne CO2 is 
appropriate for calculating price impacts 
from the start date of January 2010 (2009 
for transport fuels). From the governmentôs 
Regulatory Impact Statement (which considers 
the impacts of prices ranging from $15 to $50), 
$30 per tonne CO2 will translate to:

about $60 per tonne of sub-bituminous 
coal ($42 per tonne lignite) or $3 per 
gigajoule;
about 8c per litre for diesel; and 
about 1.7c per kWh electricity.

Key features of the ETS were summarised in 
our September Coal Newsletter.

For more reaction to the proposed ETS please 
see pages 3 and 5.



Last year, Coal Association Chairman, Chris 
Baker, announced the formation of the New 
Zealand Carbon Capture and Storage (CCS) 
Research Steering Group - a joint Government/
industry initiative led by the Foundation 
for Research, Science and Technology and 
involving the Coal Association. The group has 
initiated a three-year programme to increase 
New Zealandôs capability and knowledge in 
CCS; the initial step is to identify appropriate 
technologies and to evaluate storage capacity 
for CO2 in the Taranaki and Waikato regions.  
This will complement research by Solid 
Energy on storage capacity in Southland, 
where the bulk of New Zealandôs substantial 
lignite deposits lie.

The CCS Research Steering Group 
includes the Foundation for Research and 
Technology (FRST); Crown Minerals; The 
Coal Association; Solid Energy; L&M Mining; 
and Genesis Energy. The group has committed 
$1.4m per year for three years, FRST being the 
primary funder ($1m per annum). The research 
partnership has also joined the CO2CRC 
consortium in Australia ï where the injection 
phase of the demonstration project in the 
Otway Basin began in April 2008.

In addition, the Ministry of Economic 
Development is working on a whole-of-
government approach to CCS through the New 
Zealand CCS Policy Group and is coordinating 
a review of existing legislation of relevance to 
CCS, as well as monitoring international CCS 
developments. The policy group is setting a 
timeframe for addressing regulatory gaps in 
the management of potential CCS activities.

Mr Baker says heôs pleased with the 
Governmentôs commitment of funds in this 
high priority technology area. ñWorking with 
FRST and MED we have set up what I think 
is an excellent model for Government/industry 
partnerships.  We have very strong links 
into Australia through our membership and 
investment in the CO2CRC, and we have a 
solid programme of research in New Zealand 
through GNS and CRL Energy.

ñThe research is vital and it strengthens our 
ties across the Tasman where CCS is acutely 
important and is the focus of investment by 
industry and Government in the order of $3 
billion. CCS technologies are vital for fossil 
fuels, and will play an essential role in the 
global response to climate change.ò

The successful recipients of the research 
funding are a new research partnership led 
by GNS Science and involving CRL Energy 
and the University of Auckland. Their work 
will include preliminary basin assessments 
for Waikato and Taranaki; preliminary 
assessments of economic and risk assessment; 
current technology assessment for capture, 

transport and injection; and monitoring and 
veriýcation. The primary purpose is of course 
to assess options for carbon storage in these 
areas and to position New Zealand to be able 
to take up these technologies as they are 
commercially deployed internationally.

CCS research was cited as vital at the 
recent New Zealand Petroleum Conference in 
Auckland in March 2008. Conference speaker 
George Hooper, executive director of the 
Centre for Advanced Engineering, expressed a 
concern about the effect of current government 
policy on the search for more oil, gas and 
utilization of known lignite resources.

He said that New Zealand probably had a 
ñhuge energy endowmentò. ñSo why arenôt 
we exporting energy to the rest of the world? 
People are worried about $US110 [a barrel] 
($NZ139) oil, and yet weôve got one of the 
cheapest energy resources in the world sitting 
on our doorstep.ò

Dr Hooper said that conventional technology 
could be used to gasify Southland lignite to 
produce high quality diesel more economically 
than oil priced around $US60 to $US65 a 
barrel. On the environmental consequences of 
doing so, he said carbon capture and storage, 
using conventional technology was now in a 
ónear-to-commercialô phase. The wait now was 
for the work to be done to identify whether 
suitable reservoirs were available for such a 
process.

Also at the conference, Energy Minister, the 
Hon. David Parker, reiterated the view stated 
in the New Zealand Energy Strategy that New 
Zealand is unlikely to make extensive use of 
our lignite deposits until CCS technology is 
proven and economically viable.

ñThe signiýcant CO2 emissions from use of 
lignite or gas could be offset to a considerable 
degree by CCS or other emerging innovative 
ways to capture and lock up CO2. CCS 
technology, on the other hand, still poses a 
number of questions.ò

Mr Baker says that CCS deployment in 
New Zealand will largely follow international 
progress, although reservoir assessment and 
characterization is very site specific and 
New Zealand is some way behind Australia 
in terms of understanding reservoir options 
and capacities. ñOur CCS Steering Group is 
addressing this situation, by funding GNS 
Science, CRL Energy and others to explore our 
geological capacity to sequester carbon and 
to assess the technologies in a New Zealand 
context.  Our ongoing work programme will 
be strongly based on our links into Australia 
through the CO2CRC, and will be further 
developed as we progress the current work 
program and improve our understanding of 
reservoir options in New Zealand.ò

Chr i s  Baker :  ñThe 
research is vital and 
it strengthens our ties 
across the Tasman.ò



Taken alongside the Governmentôs goals 
for economic growth, its goal of achieving 
carbon neutrality could cost New Zealand 
households around $19,000 a year in 
current dollars by 2025 but would leave the 
country further away from carbon neutrality 
than it is today. These are key conclusions 
of a report by Dr Adolf Stroombergen of 
Infometrics, prepared for the New Zealand 
Business Roundtable and the Petroleum 
Exploration and Production Association of 
New Zealand. The economic consultancy 
has widespread credibility because the 
Governmentôs Emissions Trading Group 
engaged Infometrics last year to model 
effects of the Governmentôs proposed 
ETS.

The period to 2025 represents a 
ómilestoneô on the path to the Governmentôs 
goal of carbon neutrality by 2050. The 
study analyses a target of reducing New 
Zealand emissions to 1990 levels by 2025. 
This is a very conservative target in relation 
to carbon neutrality: at the recent Bali 
meeting, New Zealand supported a proposal 
by the IPCC to cut emissions by 25-40% 
below 1990 levels by 2020.

The study proceeds by modelling three 
scenarios. First, a óhigh growthô Business 
as Usual (BAU) Scenario A of 4.5-5% GDP 
growth is modelled to 2025, serving as a 
benchmark to measure the economic costs 
of emissions reductions policies. A key 
premise of the study is that the impact of 
such policies does not put in jeopardy the 
Governmentôs priority goal of achieving 
sustained annual real GDP growth of 4% 
or more (necessary if New Zealand is to 
get back into the top half of the OECD per 
capita income rankings).

Scenario B models the impact of 
imposing a carbon price on the economy 
(through an emissions tax or trading 
scheme). Ideally, the question posed would 
be what price is necessary to achieve 1990 
emissions levels by 2025. However, it 
turns out that the necessary price would 
be too high to model realistically. Instead, 
the question asked was what impact an 
international price of $100 per tonne CO2 
equivalent would have on emissions 

relative to 1990 levels. This was assumed 
to be supplemented by measures such as 
the quasi-moratorium on new fossil-fuelled 
thermal generation which would bring the 
effective domestic price up to $300/tonne.

Scenario B assumes that all economic 
resources would be reallocated to other 
activities over time in response to higher 
carbon prices but does not take account of 
the effects of investment uncertainty and 
transitional costs. 

Such effects are allowed for in Scenario 
C which assumes some fall in investment, 
employment and productivity.

The analysis shows that even with the 
very high carbon prices assumed, which 
would lead to a doubling of electricity 
prices in real terms and a 50% increase 
in petrol prices, New Zealand would be 
further away from its carbon neutrality 
goal than it is today, rather than on a path 
to achieving it. Moreover, in Scenario C 
private consumption would fall by 14% 
relative to BAU, which is about $7,000 
per person or $19,000 per household. In 
addition, the impact on numerous industries 
would be devastating ï reductions in output 
of the order of 30-40% are reported in the 
case of sheep and dairy farming ï and 
major industrial ýrms could face complete 
closure.

Business Roundtable and PEPANZ 
said the study called into question the 
consistency of the Governmentôs twin 
goals of faster economic growth and carbon 
neutrality. ñBusinesses and households 
have to take them seriously ï they are surely 
not intended to be a fraud on the electorate. 
Yet the Government is not on track to meet 
its growth target and it is clear from the 
study that the economic impact of carbon 
neutrality policies would be far greater 
than the Government has maintained. The 
reality is that there are currently no low-cost 
ways for New Zealand to reduce emissions 
significantly. The business community 
takes the threat of global warming seriously 
and is not generally opposed to action 
to put a low initial price on carbon. 
However, rhetoric about ócarbon neutralityô 
and óleading the worldô is fanciful and 
irresponsible and no basis for sound policy, 
as the study demonstrates.ò

By Wayne Hennessy, CRL Energy Ltd
Six Greenpeace protesters 
were arrested after they 
b locked the  coal  sh ip 
Hellenic Sea from leaving 
the Lyttelton Harbour on 25 
March 2008. They used the 
Greenpeace flagship The 
Rainbow Warrior to block the 
cargo ship, while protesters 
used ropes to climb the side 
of the vessel.
The protest action was aimed 
at stopping coal exports but 
Coal Association Chairman 
Chris Baker is calling their 
actions ómisguidedô, in 
addition the protest involved 
30 police ofýcers at the scene 
for up to three hours, leaving 
the Christchurch central city 
dangerously under-resourced 
(a traffic officer forced to 
attend a brawl without back-
up was assaulted). 
ñFree trade has made a 
h u g e  c o n t r i b u t i o n  t o 
reducing poverty globally 
and this action seeks to ban 
such trade ï in addition, 
ceasing exports would not 
reduce either global coal 
consumption or greenhouse 
gas emissions. The reality 
is that our customers would 
simply shop elsewhere. There 
are several countries that 
would be only too happy to 
take up the slack and I could 
almost guarantee that some 
of these would not be as 
environmentally scrupulous 
or as efýcient in their mining 
methods as New Zealand is, 
this would probably result in 
increased global emissions 
and a greater impact on the 
environment.  It is very hard 
to see any benefit in that 
outcome!ò
A tug boat was used to push 
the Rainbow Warrior aside, 
and the coal ship is now 
headed to Europe.



On 25 March 2008, Solid Energy announced a net 
loss after tax of $2.7 million for the half year ended 
31 December 2007. The announcement said that while 
the result was disappointing, it was not unexpected 
and Solid Energy is forecasting a return to proýtability 
for the full year and a strong result in the 2009 year 
as Stockton Opencast Mine returns to full production 
and the beneýts of strong international coal prices þow 
through into the business.

At 2.05 million tonnes (mt), overall coal production 
fell by 12.4% (2006: 2.34 mt) for the half year. New 
Zealand sales were marginally lower at 1.21 mt (2006: 
1.22 mt) and exports down 24.7% to 843,000 tonnes 
(2006: 1.12 mt). Proýt was down $38 million (2006: 
35.3 million) and revenue down 14% to $240.4 million 
from $279.5 million for the same period last year.

Among the contributing factors were continuing 
production difficulties at Stockton, the companyôs 
main export mine, that carried over from the previous 
year and the slippage of an export shipment into the 
second half of the year. In the North Island demand 
from Genesis Energy for its Huntly Power Station was 
less than expected.

Solid Energy Chairman, John Palmer, says lower 
long-term export contract prices also combined with 
the higher New Zealand dollar further depressing the 
companyôs international revenues.

ñWhile the result is disappointing, the short-term 
outlook remains positive. From the fourth quarter Solid 
Energy will beneýt from expected record benchmark 
prices for internationally-traded coals. That increase, 
and a return to planned production levels at Stockton, 
should result in a return to good proýtability in the 
second half of the year and a stronger result in the 2009 
year,ò Mr Palmer says. 

ñLike other resource companies, Solid Energy is 
seeing very high escalations in production costs, 
particularly in equipment, materials and specialist 

suppliers. The inþation outlook for New Zealand is 
of concern, coupled with and partially driven by a 
skills shortage and very tight labour market, which is 
especially acute in our industry. Customer uncertainty 
about the cost of the proposed Emissions Trading 
Scheme (ETS) is raising the risk proýle for the long-
term security of Solid Energyôs domestic coal supply 
business,ò Mr Palmer says. 

Chief Executive Ofýcer, Dr Don Elder, says key 
challenges for the business include sustaining production 
target rates, while containing cost escalations in the 
face of the risk of a higher New Zealand dollar, and 
agreeing a new long-term contract with New Zealand 
Steel. However there had also been a number of positive 
developments in the period. 

ñWe signed an 18-year transport agreement with Pike 
River Coal to carry up to 1.3 million tonnes of coal a 
year by rail from its mine to the export port of Lyttelton 
and, late in the period, we resumed coal extraction 
at Spring Creek Underground Mine following a 14-
month development programme. We also reached a 
short-term agreement with New Zealand Steel for coal 
supply to its Glenbrook Mill and continue to discuss the 
possibility of a longer-term contract that would underwrite 
further expansion of our Waikato mines. To date, however, 
uncertainty about the potential impact of the ETS has 
prevented us from concluding these discussions,ò he says.

ñOur renewable energy portfolio made progress, 
with Biodiesel New Zealand successfully testing New 
Zealand-grown oilseed rape as a feedstock, and the 
launch of Switch, an energy systems designer and 
supplier with a focus on renewable energy such as solar 
hot water heating. In the half year, weôve ýnalised plans 
to build a large-scale biodiesel production facility near 
Christchurch, producing 15 million litres per annum 
in the ýrst stage, with capacity to expand to 70 million 
litres. Plans to build a third Natureôs Flame wood pellet 
production facility at Taupo are underway.

ñThe company continues 
to invest in new energy 
technologies that have the 
poten t ia l  to  underwr i te 
New Zealandôs  growing 
future energy needs. In the 
Waikato, trials to extract 
gas from deep coal seams 
have been encouraging and 
a decision will be made in 
the coming year on whether 
to proceed with commercial 
production. Studies continue 
into the potential for Southland 
lignites to contribute to New 
Zealandôs future energy needs, 
particularly the viability of a 
coal to liquid fuel plant.ò

Half year loss for Solid Energy

Solid Energy Unaudited Result for six months ended 31 December 2007
6 Months to  
31 Dec 2007

6 Months to  
31 Dec 2006

Tonnes of Coal sold ï total

Exports
New Zealand

2.05 M

0.84 M
1.21 M

2.34 M

1.12 M
1.22 M

Sales Turnover $240.4 M $279.5 M*

Earnings before Interest and Taxation $0.5 M $54.3 M*

Surplus after Taxation -$2.7 M $35.3 M*

Dividend Paid - -

Return on Shareholders Funds (annualised) -2.9% 27.4%*

Return on Average Assets (annualised) -1.5% 15.2%*



The Greenhouse Policy Coalition released in 
November 2007 a detailed study commissioned from 
Castalia Strategic Advisors entitled: ñThe New Zealand 
Emissions Trading Scheme: How do we make it work? 
- The Need for Sustainable Climate Change Policyò 
(available on www.greenhousepolicy.org.nz).

The report stated that reducing greenhouse emissions 
inevitably imposes economic costs and a carbon price 
must impose sufýcient costs to alter investment and 
consumption decisions if it is to have any effect on 
emissions levels. Reducing New Zealandôs emissions 
will be particularly costly, given that our economy 
remains heavily dependent on primary sector exports 
that are inherently emissions intensive.

Castalia acknowledged that New Zealanders are 
undoubtedly concerned about climate change but 
willingness to bear economic costs is likely to be 
limited. This is because New Zealand accounts for 
only a small proportion of global greenhouse emissions 
and our actions will have virtually no impact on 
overall environmental outcomes. Consequently, a 
policy threatening unviable economic costs will not be 
politically sustainable.

The report proposed that a desirable climate change 
policy must therefore manage risks to the economy 
and ensure that where costs are inevitable, they are 
allocated to those best able to bear them. Castalia 
made the assessment that the Governmentôs proposed 
approach does not meet either of these criteria. Instead, 
the Government is proposing to position New Zealand 
as a world leader because it will be the ýrst country in 
the world to impose a carbon price across all sectors of 
the economy and to rely entirely on international linkage 
to control carbon prices. No signiýcant abatement 
options currently exist in key sectors of the economy, 
notably agriculture.

Castalia stated that the Government has made three 
central assumptions that do not stand up to scrutiny 
in predicting that the proposed scheme will impose 
negligible economic costs on the New Zealand 
economy:

1. The New Zealand economy will be able to adjust 
to any given price of carbon, and adjustment costs will 
be negligible. 

Predictions that adjustment to a carbon price will 
be almost costless are based on General Equilibrium 
models that are inherently ill-equipped to capture the 
kinds of costs that are likely to be most signiýcant for 
New Zealand. Economic transitions impose large and 
lasting costs. There is no guarantee that investment 
and human capital will not leave New Zealand if large 
costs are imposed. A lack of international action on 
implementing policies to reduce emissions suggests 
that most policymakers are sceptical regarding the 
predictions generated from such models.

2. New Zealand ýrms will be able to access carbon 

permits at low and stable prices. 
The proposed policy removes discretion over 

the price of carbon, and limits the ability of New 
Zealanders to decide on an appropriate balance 
between environmental and economic objectives. The 
price of carbon in New Zealand will be determined 
by unpredictable developments in the international 
economy, changes in European government policies 
and the evolution of international climate-related 
institutions. The Government is able to purchase credits 
at lower prices than ýrms, and there is a loss to the 
economy of allocating the cost of meeting commitments 
to those less able to bear them.

3. The competitiveness of New Zealand ýrms will 
not be undermined. 

The Governmentôs views regarding competitiveness 
and risk are informed by a range of evidence and 
assumptions that may not hold in the New Zealand 
context. Evidence from the European Union is unlikely 
to be applicable in the New Zealand context, partly 
because the proposed scope is so much wider. Key 
sectors of the New Zealand economy are emissions 
intensive and vulnerable to carbon leakage. Rather than 
recognising these risks and proposing a ñleast regretsò 
approach, the Government is ignoring international 
best practice and providing minimal protection to trade-
exposed New Zealand ýrms.

Castalia stated that several practicable changes could 
be made to the scheme that would reduce economic 
risks and ensure ongoing credibility. The purpose 
of these changes would be to move the focus from 
short-term compliance with arbitrary and uncertain 
targets towards a longer-term focus on economically 
sustainable emissions reductions. It would ensure an 
appropriate balance between environmental objectives 
and economic growth could be maintained, and would 
protect the economy from unnecessary costs.

1. Adjustment cost risks should be minimised by 
acknowledging the inevitable trade-off between 
economic growth and emission reductions and by 
adopting realistic timeframes. New Zealandôs unique 
vulnerability to carbon leakage should mean that we 
ensure that we maintain the þexibility to coordinate our 
actions with the actions of our direct competitors.

2. Retain control over permit prices through þexibility 
over emission caps and allowing for a price ñsafety 
valveò consisting of an explicit government guarantee 
to provide as many permits as demanded into the 
market at a predetermined price. A sustainable policy 
will allow New Zealanders to make up their own minds 
regarding the appropriate pace of progress on emission 
reductions. An unpredictable and potentially volatile 
price of carbon will undermine investment certainty 
and increase costs.

continued on page 7




