strata

ENERGY CONSULTING

Submission on:

Draft Powering Our Future
Draft New Zealand Energy Strategy to 2050

30 March 2007



Submission on draft NZES

Preface

stﬁta

ENERGY CONSULTING

Strata Energy Limited specialises in providing services relating toehergy industry

and energy utilisation. The company, which wasldisteed in 2003, provides advice to
clients through its own resources and through svaorkt of associate organisations.
Strata Energy’s consulting division, Strata Ene@gysulting, has completed work on a
wide range of topics for clients in the energy seirt both New Zealand and overseas.

More information about Strata Energy can be foumdvayw.strataenergy.co.nz

This submission was prepared by:

Bill Heaps

Managing Director

Strata Energy Limited

Level 2, 95-99 Molesworth Street
PO Box 12-332

Thorndon

Wellington

Phone: +64 4 471 0312

Fax: +64 4 471 0319

Mobile: 021 852 843

Email: bill.heaps@strataenergy.co.nz

While Strata Energy Consulting Ltd will use all reasonable endeavours in undertaking contract research and producing reports
to ensure the information is as accurate as practicable, Strata Energy Consulting, its contributors, employees, and directors
shall not be liable (whether in contract, tort (including negligence), equity or on any other basis) for any loss
or damage sustained by any person relying on such work whatever the cause of such loss or damage.
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Submission on the draft “Powering our Future”
Draft New Zealand Energy Strategy to 2050

Thank you for the opportunity to provide commend amput into the development of
an energy strategy for New Zealand. Strata Enengytéd (Strata Energy) considers
that the completion and implementation of the coratiDraft New Zealand Energy
Strategy to 2050 (NZES) and the New Zealand EnEffigiency and Conservation
Strategy (NZEECS) are vital for New Zealand’s ecuimoand environmental well
being. It is very important that time is taken gvdlop the strategies into documents
that can be applied practically and take New Zehtawards a sustainable energy
future.

Strata Energy provides consultancy services toggretakeholders in New Zealand
and overseas. The company’s directors have deeagierpe in the energy industry
from both supply and utilisation perspectives. WWedeveloping platforms that will
enable distributed generators to gain easy, lowamess to the wholesale and retail
electricity markets and thereby provide the opfmmthem to remain independent.
We are also developing capability in the identiiima and management of carbon
footprints and the implementation of credible carloéfset measures.

Strata Energy is pleased to provide the followirggualssion on the Draft NZES.
Overview

1. The vision, defined in the NZES, towards a sustadambw emissions energy
system is definitely heading in the right directfon setting New Zealand’s place
in the challenging global response to climate ckafgrata energy supports and
shares this vision.

2. New Zealand is fortunate to have diverse sourcgsiofary energy that provide a
secure supply based on a high proportion of renewalsources. The draft
strategy identifies these sources and their avéiiam the future. It will be
important to develop an understanding of the appatgbalance of renewable
and non-renewable primary energy sources thatmalle us closer to
sustainability and yet ensure secure and reliaipplges.

3. There has been much discussion on the nation’g &yiargy infrastructure and
the need for supply chain investment. What hassentfully acknowledged is the

relative modernity of New Zealand'’s electricity gestion and the advantages that

this will provide. Figures 1 and 2 below show th&ative age difference of New
Zealand’s electricity generation and that of Petvagya, New Jersey and
Maryland (PJM).
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50+ years
1069 MW
(15%)

40-50 years

511 MW <20 years
(7%) 3223.75 MW
(45%)
30-40 years
1333 MW
(18%)
20-30 years
1073 MW
(15%)
Figure 1:Age of Generating Plantsin New Zealand
40-50 years
17,459 MWs

(20%)

30-40 years 50+ years
40,428 MWs 8,536 MW:
(44%) (10%)

<20 years
8,115 MWs
20-30 years (9%)

14,827 MWs
(17%)

Figure 2:Age of fossil fuel Steam Generatorsin PJM

4. The above charts show New Zealand’s comparativaradyge in terms of both
age and renewable nature of our power generatiatsd demonstrates the very
real challenge facing other countries in termdefrieed to replace old power
plants and at the same time reduce emissions.|gleaPJM over 60MW of
power generation plant will need replacement inviéry near term. This is a
problem New Zealand does not shdrés important that the NZES identifies
and gives recognition to the comparative benefitsfdNew Zealand’s energy

supply.
5. Strata Energy considers that an important aspezinational energy strategy is to

set out how the existing benefits and advantagkd®&icaptured and used to
deliver the wider national good policy objectivAs. our wealth creating
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industries face the increasing challenges of mgetimate change requirements
of geographically distant markets, it will be imfaort to support them by making
available the advantages of location in New Zealdinis will include renewable
energy suppliesThe draft NZES does not provide sufficient linkagesvith

other key policies such as the Growth and Innovatio Framework and energy

supply.
Reducing waste and increasing efficiency

6. The relatively low price of energy has producecaeception that it has low value
and can be wasted. New Zealand along with all dgesl countries shares this
vice'. The full value of energy, including the costhe environment, must be
seen by consumers before the virtues of increasas$iment in sustainable and
wise use of energy becomes established practi@afnergy supports the use of
markets and economically efficient pricing to aeei¢his outcomeThe NZES
should contain objectives that will channel our engy into productive wealth
creating activities, minimise waste and reduce engy consumption in non-
productive activities.

7. An efficient market must incorporate the dynamitbath the supply and
demand-side. New Zealand’s electricity and gas starkave developed a supply-
side bias, favouring the development of large spgpae investments over the
smaller distributed demand-side response. Genekatlysupply-side players have
the resources to protect and promote their interégs the smaller players that
need the support of Government through the NZE®.NZES does not address
the development of Distributed Energy Resources (DF) sufficiently and
appears to consider that sustainability can be praded through the
development of major renewable energy projects. Thiis not the case,
sustainability and reliable supply can only be actaved by releasing the full
potential of DER.

8. Capturing DER will require significant policy, gavence and market
development to provide an efficient and effectirarfework. Currently, in the
electricity market, responsive demand can onlywapa proportion of the
benefits it delivers. The distributed nature ofstheesources means that
aggregation is required and our market operators Hdficulty in accepting that
the delivery of such resources has occdrréde NZES does not provide
sufficient ‘teeth’ to bite through the barriers that exist to DER.

Climate change and low emissions

9. New Zealand has a rather unique situation duestouclear free policy, its
geographical remoteness and the size and distiibofiits population. It has a

! An example of wasteful energy use is the growiegd for the use of direct heating for externahare
in both commercial and residential sectors. Theskide decking heaters and the heating of external
terraces of cafes and restaurants.

2 For example; generators get paid through the icigananager for the electricity they generate and
supply to the wholesale market but a provider ahded reduction (which also releases energy to the
market) does not.

©Strata Energy Limited 2007 Page 5 =

:



Submission on draft NZES

small number of major large scale industries arelatively large number of
small businesses. This means that management s§iems or ‘carbon footprint’
will be different to that of other developed nasoit is likely that a larger number
of small initiatives and projects will be requireddeliver results. The NZES
needs to recognise this and provide guidance ongmoaller projects will be
aggregated and supportddhe draft NZES provides a menu rather than a

meal and is lacking detail on analysis and practidgguidance as to how
sustainability and low emissions will be achievedipractice.

10. Financial incentives will be required for low emss projects access to
incentives must be made for the large number oflemarojects required. Up to
2012, we are unlikely to need new technology bitba&ughs to make progress
but need to ensure that money and resources tbeysimple things in place are
available. Such incentives should be encouragedaimote the training of trained
people and development of insulation, fuel effitieghicles, lighting and industry
best practice programmes for motor applicationstaating system3.he NZES
should set out the principles on which financial ad other incentives will be
based. These principles should include how suppowtill be channelled to a
large number of smaller projects and initiatives.

11.For larger projects it is likely that partnershigtlween the public and private
sectors will be required. This will provide thestehange in accelerated activity
required to make larger investments. Whilst the R4fovides an overview and
expresses the desire for this to occur, it is laghn detail. Further development
of the NZES should include extensive input of therpvate sector to develop
workable and effective strategies that set out thitEamework for
public/private investment in sustainable energy.

12.The development of emissions trading markets vatlwait for the completion of
lengthy bureaucratic processes. It is becomingrampahat informal markets are
developing rapidly. Such markets include financ@tributions to carbon offset
projects in order to offset such things as airdta@Given New Zealand’s
remoteness from its markets, the integrity of tfised mechanisms will be vitally
important.The NZES needs to develop an approach to offset ntemisms and
how these can be used to channel finance into susi@ble energy projects.

13.People, through their consumer purchasing powertrer untapped resource in
tackling climate change. It is important that peogte given some clear direction
in their choice of products, business actions #aestyles. The new concept of
Carbon Reduction labelling, just launched in the UK, will have somejor trade
implications.The NZES needs to provide structure and guidance omow
carbon reduction will be promoted in New Zealand.

14.Keys to success will include far more emphasis easaurement and verification
of energy use linked to carbon emissions througlaacked metering and
monitoring. Also and targeting techniques with theus on reporting a continual
reduction in carbon emissionghe NZES needs to develop a policy and
guidance to support the development of measuremeand reporting
frameworks.
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15.New Zealand must start introducing some fundamer@ai thinking about a
carbon constrained world and its implications. Trregds to include the
understanding of carbon footprintthe NZES must have a whole of energy
system approach (production, supply chain and utifation) will be required
rather than a focus on individual sectors or compoents.

Capability to deliver NZES objectives

16. Currently, New Zealand has very limited engineeergerience in both energy
efficiency and renewable projects and what resauitdeas are fragmented and
held in various companies and organisations. Wd tee¢éhink smartly on how to
increase our capability over the next 5 years thinaup-skilling and
demonstration programmeBhe NZES currently lacks detail on how this will
be achieved.

Summary

17.The draft NZES has provided a good platform fottfar development. It is
important that time is now taken to produce a sgathat provides guidance and
a framework that enables practical implementafidre process of finalising the
strategy should not be rushed.

18.The NZES should identify and build on the bengditsvided by New Zealand’s
energy resources.

19.The objective of sustainability will only be achezl/if DER is fullt utilised.
Barriers to the development of DER must be idesdifand removed.

20.The global response to climate change is likelgaariven by public perceptions
and markets rather than international politicakagnents. This will present
opportunities and challenges to New Zealand'’s gniexdustry. The NZES must
consider the issues presented by this dynamictsitua

21.To meet the objectives set out in the NZES, Newatehwill need to develop
and retain key skills and capabilities. The NZESstijprovide a clear framework
to achieve this over the long term.

Thank you for the opportunity to provide this subsion. If you require further
information, please contact us.

Yours sincerely

Bill Heaps
Managing Director
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