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Public funding of LNG import terminal
Dear Minister,

| am writing in respect of the Government’s recent electricity announcements and, in particular,
the decision to explore the development of an LNG import facility.

I have been following and writing on developments in the electricity sector for some time,
largely because of the potential the sector has to help decarbonise other parts of the

New Zealand economy. Crucially of course, that potential rests on electricity prices being low
enough to tempt businesses and consumers away from fossil fuel technologies. It is with that
in mind that | have followed the recent electricity price spikes — and the Government’s ongoing
response to them — with some interest.

At the outset, let me say that | support a number of the initiatives in your recent electricity
announcement.’ Making more strategic use of the Government’s purchasing power seems like
a good way to bring forward investment in new generation. So does making sure that the
resource management system does not present an unnecessarily onerous barrier for projects
with limited environmental side effects.

| am less convinced about the need to use public money to underwrite the development of an
LNG import facility. To be clear, my issue isn’t a purist one about being 100% renewable. | am
acutely aware that the cost of achieving that goal may undermine the public consensus on the
goal itself.

My main concern is the self-reinforcing path dependence that LNG import could setup in

New Zealand’s energy system. Much will depend on the scale of the investment: a billion-dollar
conventional scale facility will cast a much longer shadow than a smaller scale ‘shuttle’
operation. Either way, the prospect of a government-sponsored LNG import facility raises
questions about why the Government would favour the interests of one sector over another.

" Beehive Press Release: Securing New Zealand’s energy future | Beehive.govt.nz
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Intervention on LNG certainly won’t help the investment case for a range of competing solutions
—torrefied wood pellet processing, pumped hydro, or demand response, for example.

My understanding is that the primary purpose of this initiative is to provide security of electricity
supply in dry years.? This is an issue | have been following since the previous government’s work
on the NZ Battery Project (which explored a range of options, not just Lake Onslow). While you
may not agree with one of their options (as is your right), the issues haven’t changed much in the
last three years. What this government is looking for — as the previous one was - is an insurance
policy.

With this in mind, why not go to the market for a fuel agnostic solution rather than an LNG-
specific one? The Government’s own stated objective for the electricity sector is that it delivers
“reliable electricity at the lowest possible cost to consumers”.® The Frontier review certainly
didn’t identify LNG as a priority in this respect, noting that “it would make no economic sense
to develop an LNG import terminal to meet just dry year risk as the large fixed costs would be
spread over a relatively small amount of output”.

| acknowledge you have not taken a final decision on LNG import, and that you have also
directed MBIE officials to assess “non-LNG” alternatives to managing New Zealand’s dry year
risk.* That is an important step given the potential use of public money and the potential
availability of lower cost alternatives.

If you don’t plan to go to the market for a fuel agnostic solution, | urge you to ensure that your
officials’ review is a serious one. Rightly or wrongly, the prominence of LNG in the Government’s
announcements and the short amount of time available to officials leaves the distinct
impression that the outcome has already been determined. Only the rigour of your officials’
review can dispel that.

My office undertook just such a review several years ago, motivated largely by similar questions
about the relative costs of different electricity system configurations.® Based on that experience,
| consider that a robust assessment should address the following considerations.

1. Officials need a clear understanding of the problem the Government is trying to solve.
My understanding is that you have done this, but it is worth saying regardless. Without clarity
on priorities, it will be difficult for officials to provide helpful advice.

2. Different options should be assessed using a common set of assumptions. Given the
limited amount of time available to officials, there may be a temptation to draw together
results from disparate studies. | would caution against that given the very different
assumptions that likely underpin these.

3. The costs of different options should be assessed on a whole of system basis. For
supply side solutions, that means accounting for the ongoing cost of fuel and carbon as
well as upfront capital costs. For demand side solutions, it means accounting for the
opportunity cost of foregone production or consumption as well as upfront ‘appliance’
costs. It should also consider the potential risk that LNG may lock New Zealand into a
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higher gas price future for the next decade or so (with associated higher electricity prices)
than would otherwise have been the case.®

4. Greenhouse gas emissions throughout the LNG supply chain need to be accounted for.
Recent research suggests that the emissions associated with the end-use combustion of
LNG can account for only half of its total footprint.” That reflects fugitive methane emissions
associated with gas extraction as well as the energy required to produce, transport and
regasify the LNG.

5. Any conclusions should be subjected to a sensitivity analysis to ensure they are robust
to different futures. At a minimum, global LNG prices, domestic gas prices, domestic
carbon prices, and changes in dry year intensity and frequency are likely to be important.

6. The analysis should include a counterfactual scenario describing what happens if the
Government does nothing. The electricity market conditions of today are unlikely to be
representative of the future. For one thing, much of the uncertainty, which has hampered
investment in new generation (will Tiwai close, for example), has been resolved. For another,
the reality of domestic gas prices has led market participants to insure themselves (via the
Huntly strategic reserve proposal — a proposal that LNG could be seen as competing with) as
well as seek out alternatives (for example, wood pellet manufacturing and new diesel
generation). The current growth in supply of renewables is promising; if it outstrips the
growth in demand for energy, the required scale of any dry year solution will be reduced. Itis
a counterfactual that takes these factors into account that LNG import or any other major
intervention should be compared against.

| am aware that an analysis featuring all of these elements is no small undertaking. In this case,
however, | believe the effort to explore a fuel agnostic solution is fully warranted. If the
Government is going to use public money to enable an LNG facility that will potentially be with
us for decades to come, it should at the very least have looked closely at what the alternatives
are. New Zealand has a long and less than distinguished history of sponsoring expensive
‘solutions’ without fully understanding the consequences.

I will look forward to following the progress of MBIE’s work in this area over the coming months.

With kind regards

/

Rt Hon Simon Upton
Parliamentary Commissioner for the Environment
Te Kaitiaki Taiao a Te Whare Paremata
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