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1. OVERVIEW  
 

Our approach to climate change  

• Fonterra supports the Paris Agreement and the goal to keep temperature well below 2 degrees. We 
welcome such a comprehensive draft report from the Productivity Commission on how New Zealand can 
play its role and transition to a low emissions economy.  

• Agriculture depends upon a stable global climate, and is adversely impacted by the effects of climate 
change such as extreme weather events, flooding, drought, spread of pests and disease, and rising sea 
levels. To prevent temperature rises above 2 degrees, Fonterra supports taking a science based approach 
to reducing greenhouse gas emissions globally. In particular, we support:  

o Carbon dioxide and other long-lived greenhouse gases being reduced to net zero by the mid-
century; 

o The use of carbon sinks to sequester greenhouse gas emissions; 

o Stabilisation and some mitigation of methane, but acknowledging this gas does not need to go to 
zero given it is a short-lived gas (as outlined in the Productivity Commission Report).  

• To align with this approach, we support New Zealand focusing on reducing carbon dioxide emissions to net 
zero by 2050, with stabilisation and some reduction in methane over time (but not to zero). We support a 
focus on transport where there are available mitigation options for light vehicle fleet, followed by 
transitioning industrial process heat, where it is more challenging to transition. A phased approached is 
required for agriculture, where there are fewer mitigation options currently available and time is required for 
the industry to adapt and innovate to mitigate its emissions.  

• We have aligned our climate strategy with the above approach, in particular:     

o For our manufacturing sites - we have committed to net zero emissions by 2050 on the way to 
100% renewable energy for our operation emissions (this includes our factories and distribution). 
We have committed to a 30% reduction in emissions by 2030 (from 2015 base year). We have 
partnered with the Ministry for the Environment on our Roadmap to Transition to a Low Emissions 
Future, we have recently announced we will co-fire our first site with 25% biomass, and we have 
started introducing electric vehicles into our fleet (we are piloting 4 vehicles and will increase this to 
100 by next year). A significant challenge for us is one third of our plants in New Zealand still use 
coal to process our milk and near-term transitions within today’s known technology and 
infrastructure costs require significant capital and operating expenditure.   

o For our farmers - we have committed to no increase in our net on-farm emissions between 2015 
and 2030, and we have an aspiration to reduce global dairy emissions through enabling and sharing 
mitigation innovations. We continue to invest in research for breakthrough technologies such as 
methane vaccines and we have launched the Dairy Action for Climate Change Plan, which is the 
Fonterra/DairyNZ framework for contributing to the Paris Agreement. It includes a phased approach 
to mitigating emissions, with Phase One focusing on education and awareness, piloting on-farm 
reporting, and researching mitigations on demonstration farms. There are currently limited 
mitigation technologies but as technologically viable solutions become available, we will seek to 
play a lead role in implementing and distributing them throughout our supply chain.   

Policy considerations  

• We support a coordinated approach to transitioning New Zealand to a low emissions economy, and 
collaboration is required across industry, Government, scientists, NGOs and others. Getting the policy 
framework right is essential for a smooth transition and we support many of the recommendations in the 
draft Report. In particular, we support:   

o The establishment of a Zero Carbon Bill, including the creation of a Climate Commission to make 
recommendations that must be responded to by the Government on emissions budgets and policies 
required to meet these budgets.  

o The need for stable and enduring law, institutions and policy to give certainty and allow for 
investment in business-led innovation.  

o Taking a split gas approach where long-lived gases need to be reduced to zero but methane, as a 
short-lived gas, requires some mitigation and stabilisation, but does not need to go to zero to 
support the Paris Agreement goal of keeping temperature rise below 2 degrees.  



Fonterra Co-operative Group 

Confidential to Fonterra Co-operative Group Page 3 
 

o The need for complementary policies to support the creation and use of mitigation technologies, 
assist behaviour change, and manage risks. A carbon price alone will not achieve the transition to 
a low emissions economy, without causing significant negative economic disruption.   

o Increased climate related R&D expenditure, especially for agriculture. New Zealand is well-placed 
to be a global leader on agricultural emissions mitigation innovations, including breakthrough 
technologies and low emission farm systems.    

o Recycling revenue from the ETS (auctioning scheme) into investing in specific initiatives to enable 
emissions reductions at lower cost, and supporting vulnerable households, communities and 
businesses. 

• We recommend further consideration is given to the best approach to address agricultural emissions: 

o Agricultural emissions make up approximately half of New Zealand’s emissions and we support 
policies being put in place to help transition agriculture to a low emissions economy. To determine 
the best policy approach for agricultural emissions, clear objectives are needed for the sector. We 
support a target aimed at mitigating (to some extent) and stabilising methane emissions, but not 
seeking to reduce methane emissions to zero . In addition, we support increased planting for carbon 
sequestration, and New Zealand being a global leader on agricultural mitigation innovation and 
sharing our low emissions farming knowledge.  

o If agriculture is to be included into the ETS, it should be linked to the Commission’s recommended 
split gas target approach. The Commission recommends that 100% of agricultural emissions be 
included in the ETS after a transitional period to protect international competitiveness. We support 
having this transitional arrangement, however, as a permanent arrangement, we do not consider 
that methane should be treated or priced the same as carbon dioxide (given it is a short-lived gas 
which needs to stabilise in the atmosphere, not be reduced to zero). Methane could be treated 
differently in the ETS through free allocation or a multiple units-for-1 type policy.   

o New Zealand needs to take an integrated approach to reducing agricultural emissions by co-
ordinating this with policies and actions seeking to address other environmental factors such as 
water management and biodiversity protection. In particular, consideration should be given to the 
full suite of factors a landowner faces when making decisions on land use, including regional water 
quality regulations, regional water access regulations, biosecurity risks, labour markets, debt levels, 
processor capacity, productive potential of land and more. A co-ordinated approach to policies 
affecting land use and land use change will be critical to protecting and building resilience of our 
land and water while enabling its highest value productive use and enduring social and cultural 
values. 

o The Commission could consider other sequestration opportunities beyond just trees. For example, 
riparian planting, blue carbon and crops such as Miscanthus (which can store three times the 
carbon of a standard pine tree).  This would help with providing other offsetting options or another 
source from which farmers can earn carbon credits. The Australian Carbon Farming initiative 
provides an example of further sequestration opportunities as well as other mitigations that could 
be recognised under a ETS.  

• Other areas where we consider further consideration is needed: 

o The Commission could expand on what policies other than the ETS is needed, provide a sense of 
timing of any transition, and analysis on the impact on businesses, households and the economy 
from high carbon prices and the costs of transition.  

o The Commission does not address in detail how to overcome any of the hurdles that are associated 
with transitioning industrial process heat to lower emission energy sources.  We encourage the 
Commission to widen this section of its investigation to identify opportunities to overcome these 
barriers rather than relying solely on a carbon price to drive change, given that some of the barriers 
faced in this sector are regulatory (e.g. transmission policy), or require new technologies.  As noted 
in the Report, policy to support the creation and adoption of new technology is required in addition 
to an effective emissions price.   

o The Commission could assess how the wood biomass availability hurdle is addressed with the 
proposed increase in forestry planting to identify if there is increased future supply that could be an 
option for industrial heat transition.  

o The Commission could consider how the ETS could better link to New Zealand climate targets, and 
businesses’ sustainability and marketing objectives. In particular, if New Zealand businesses wish 
to make climate neutral claims on their products, they are required to buy offsets in addition to what 
they already purchase through the ETS (i.e. having to purchase two sets of offsets for the same 
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emissions). ETS units that represent genuine offsets should be able to be able to count towards 
businesses own emission targets and product claims.  

• The Commission specifically asked whether giving Fonterra discretion to refuse milk supply where this 
would lead to inefficient land use and/or a significant increase in the company’s GHG emissions provide 
any benefit. Under the terms of Dairy Industry Restructuring Act (DIRA) Fonterra is currently required to 
accept the supply of milk in New Zealand, subject to some very limited exceptions as noted in the 
Commission’s report.  This “open entry” obligation means that we must effectively accept the supply of milk 
regardless of any strategic or environmental objectives.  We need to consider what new manufacturing 
plants we need to meet our obligations to process all current and potential milk supply in a particular area, 
rather than deciding what manufacturing plants may make the most sense from an GHG emissions or other 
environmental perspective (in terms of type and size of plant or energy source).  The open entry obligation 
also requires us to accept new dairy conversions or milk growth from existing farms where this may have 
an adverse impact in environmentally sensitive areas. Fonterra intends to push for a removal of the “open 
entry” requirement as part of its input into the Government’s recently announced broad ranging review of 
DIRA.   

• In response to the question, should New Zealand phase out the importing of fossil-fuel vehicles by some 
specified future date, Fonterra supports the Commission focusing on reducing emissions associated with 
the light vehicle fleet as a priority as there is a feasible technology alternative available now to address 
these emissions.  However, we do not support such a phase out to apply to the heavy vehicle fleet until 
there is a viable low emission alternative available. 

 

2. FURTHER DETAILED CONSIDERATIONS FOR FINAL REPORT  

Land use  

NZ needs to link policy to climate objectives for the agricultural sector 

• Agricultural emissions make up approximately half of New Zealand’s emissions and we support policies 
being set to help transition agriculture to a low emissions economy. To determine the best policy approach 
for agricultural emissions, clear objectives need to be set for the sector.  

• The greenhouse gas methane does not need to be reduced to zero given it is a short-lived gas and it only 
resides in the atmosphere for 12 years before turning into CO2. Therefore, if it is stabilised, it would not 
have an additive impact on global warming. The resulting CO2 from methane does not have an additive 
impact as it is neutralised by the soil carbon cycle).  

• We support the Commission’s recommendation to treat methane differently as while methane emissions 
need to be mitigated and stabilised, they do not need to be reduced to zero. We also support increased 
planting to store carbon. An additional objective we support for the sector is New Zealand being a world 
leader in agricultural mitigation innovations to help reduce global agricultural emissions - this is one of the 
most effective ways for New Zealand to decrease global emissions.    

• New Zealand is among the lowest emission producers of dairy in the world, so we can make contribution 
to global emissions reduction through sharing our knowledge and expertise with other dairy producers 
around the world. In addition, New Zealand can help create and drive for an international approach to 
addressing agricultural emissions, which aligns with the Paris Agreement goals, and prevents carbon 
leakage from emission-efficient producers to less efficient producers.    

ETS policy should treat methane differently  

• How agriculture is included into the ETS should be linked to the recommended split gas target approach. 
The Commission recommends that 100% of agricultural emissions be included in the ETS after a 
transitional period to protect international competitiveness. We support there being a transitional period that 
considered international competitiveness, however, in the long-term, we consider that methane emissions 
should be treated separately to carbon dioxide emissions in the ETS to reflect the different targets for the 
gases.  

• As methane is not required to go to zero, it does not need to be priced the same as carbon dioxide. At the 
mid-to-high end of the carbon price the Commission recommends, NZIER modelling for Fonterra and 
DairyNZ indicates the following: “With a $150 emissions price, dairy farming will become unprofitable or at 
best borderline in all regions of New Zealand.”  This result would be inconsistent with the Commission’s 
land use modelling which shows a reduction in dairy is not needed to achieve the country’s emissions 
reduction targets. If dairy faces a price for 100% of its emissions and faced a high carbon price, methane 
emissions would likely be reduced significantly at a great economic cost to New Zealand, farmers and rural 
communities.  
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• Methane could be treated differently in the ETS through free allocation or a multiple-for-1 type policies. For 
example, a permanent free allocation level could be set that is linked to a methane target or emissions 
budgets. This arrangement should be made permanent by being included in ETS legislation.   

 

There are challenges and benefits to different point of obligation options  

• If the agricultural sector is included in the ETS, then finding an appropriate point of obligation becomes 
important. The concept of farm-level point of obligation has benefits as this provides the most personalised 
assessment of individual farm emissions, and provides market recognition of the implementation of land 
and management changes which reduce (or increase) emissions at an individual farm level. This scenario 
relies heavily on farmers having access to an appropriate measurement tool, and professional support to 
utilise the measurement tool and help identify and implement land and management changes. This support 
needs to be provided at a price point which supports the implementation of on-farm change. 

• The alternative approach would be to retain a commitment to on-farm point of obligation, and default to a 
simpler calculation methodology (such as a farm scale tier 2 inventory method); or to shift the point of 
obligation to the processors to manage the liability. 

• A processor point of obligation comes with some risks and rewards. There is a risk that processors won’t 

look to allocate liability back to farms without providing any degree of sophistication of allocation (i.e. a set 

cost per kg of product) which will not provide individual farmers with recognition of good (or poor) 

performance and does not provide clear pricing signals to farmers on appropriate land use decisions. A 

point of obligation could be successful if processors deemed that their role was to allocate the liability in a 

pro-active manner to recognise actual on-farm performance. This would leave the method of calculating 

liability up to each individual processor, but a responsible processor would seek to work with farmers to 

reduce emissions and incentivise sensible land use decisions. A processor point of obligation would also 

provide opportunities for industry groups to undertake mitigation and offsetting opportunities using 

economies of scale which individual farmers would not be able to achieve. 

There are challenges to overcome for emissions measurement/modelling for regulatory use 

• OVERSEER® has been considered as a measurement tool which could provide farmers with an 

assessment of their on-farm emissions sufficient to enable an on-farm point of obligation to be enabled. 

OVERSEER® is a tool which is very durable and well suited to the identification and management of 

individual farm risks, but has some considerable challenges when considered as a tool used for the 

allocation of a liability. These challenges include access to and the cost of contracting a Certified Nutrient 

Management Advisors, natural variability attributed to using annual data against a long-term model, natural 

variability of how individual users interact with OVERSEER®, managing version changes of OVERSEER®, 

the access to auditable farm system information to verify an OVERSEER® result and farmer confidence 

the OVERSEER® results. OVERSEER® has the ability to accurately measure on farm emissions when 

and where all of the challenges can be overcome, but in Fonterra’s experience the ability to undertake the 

delivery of OVERSEER® at a scale and accuracy required to deliver on farm point of obligation would prove 

very difficult to successfully implement. 

Integration with other policy areas is needed, especially for land use change  

• Agricultural land use requires predictable and co-ordinated policy, market and price stability mechanisms 

to achieve a transition to a low-emissions economy. There is significant risk of stranded capital if there are 

not clear and transparently co-ordinated investment signals for farmers and processors. Farmers are 

required to make decisions on investments on land use with considerations far wider than the issues raised 

in the draft report; with land’s productive potential, regional water quality regulations, regional water access 

regulations, biosecurity risks, labour markets, debt levels, processor capacity and market security to name 

a few. 

• Any move to further incentivise land use change towards afforestation, needs to consider the full suite of 

considerations that a land owner may face. In the absence of a co-ordinated approach, land owners may 

get investment signals that risk creating perverse outcomes as by-products of investment decisions; albeit 

social, economic or environmental. The Productivity Commission should seek to have a co-ordinated 

approach to any land use change signals, and create incentives for the productive land to remain within 

highest value land uses. 

 

Emissions pricing and access to international units  
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We support some access to high integrity carbon markets to create shared value 

• Fonterra supports New Zealand achieving net zero emissions by 2050 for carbon dioxide emissions. 
Therefore, a priority for New Zealand needs to be decarbonising the economy through industry efforts and 
complementary policy measures. New Zealand needs to avoid a long-term reliance on international units 
to offset emissions from fossil future. This is only a short-term solution as carbon dioxide emissions need 
to reach net zero by the second half of the century.  

• However, we support New Zealand having limited access to high integrity international units, especially for 
agricultural emissions, and any arrangements would ideally be designed to share knowledge and create 
shared value. A separate policy allowing connections to international markets is reasonable for agricultural 
emissions given New Zealand’s position as an emissions-efficient exporter of food, the large proportion of 
New Zealand’s emissions from the agriculture sector, the greater opportunity for agriculture emissions 
reduction in other countries, and the short-lived nature of methane.   

• An example of a shared value scheme could be where a New Zealand agricultural company works with 
farmers in a developing country to mitigate their emissions, and is able to access any units created as a 
result of this activity, then have them recognised against New Zealand’s target. The United Nation’s Food 
and Agricultural Organisation have a framework for creating projects in the agriculture sector to reduce 
emissions and issue equivalent units, which could be utilised in this way.  

• Our aspiration is to have a positive impact on global dairy emissions through enabling and sharing world 
leading mitigation knowledge and innovations. A win-win situation such as described above would enable 
and encourage New Zealand companies such as Fonterra to help developing countries reduce their 
emissions. 

• We believe that access to international units with high environmental integrity and a robust framework 
providing assurance, is key to enabling innovation and knowledge sharing. We believe the most effective 
way to achieve this is for private companies to be able to develop projects and access international units 
directly (not just government-to-government transactions) given the private sector’s strength in establishing 
market opportunities and the potential for shared value mitigation initiatives. However, there would need to 
be a framework in place to guarantee the integrity of these units.   

• If international markets are to be arranged through bilateral arrangements, we are in favour of the New 
Zealand Government first focusing on countries where New Zealand has key trade relationships, wishes to 
build them, or where significant opportunities exist for knowledge transfer (e.g. agriculture).  

• The international carbon market framework would need to be enduring to enable investment and significant 
emission reductions to be achieved.  However, if the integrity of the market is not upheld, and units in 
circulation do not meet this expectation, the Government would need to take definitive action to eliminate 
eligibility of these units. 

• We believe the criteria for integrity of international units should include: 

o Genuine, measurable & verifiable emission reduction (against appropriate baseline); and  

o Projects established with appropriate consideration for human rights and good labour practices 
(considering local context but reflecting international norms of behaviour). 

Innovation  

• Given the importance of agriculture to New Zealand and the world leading skills of our scientists and 
agricultural industry, New Zealand is well-placed to be a global leader on agricultural emissions mitigation 
innovations, including breakthrough technologies and low emission farm systems.    

• We support increased climate related R&D expenditure, especially for agriculture. This includes on-going 
support of PGGRC and NZARGC work to develop new and novel solutions to recognise and commercialise 
viable mitigations for nitrous oxide and methane.  

• International partnerships also play an important role (e.g. via the Global Research Alliance). On-going 
Government investment would greatly assist in the search and development of such technologies like 
methane inhibitors or vaccines for use. Given this, we support the direction to “absorb knowledge from 
other countries”.  

• Beyond just R&D, we support collaborative efforts between industry and government to develop and pilot 
innovative business models, solutions and processes to help New Zealand business reduce cost and drive 
value from low emissions activities.   

 

Transport  



Fonterra Co-operative Group 

Confidential to Fonterra Co-operative Group Page 7 
 

• Fonterra supports the Commission focusing on reducing emissions associated with the light vehicle fleet 

as a priority as there is a feasible technology alternative available now to address these emissions.   

• As the Report notes, New Zealand imports large volumes of second hand vehicles and it is important that 

there are settings to ensure that New Zealand does not become a dumping ground for other countries’ high 

emitting vehicles.  If the transport sector emissions continue to increase, it will put additional pressure on 

the other sectors to decarbonise, which typically have a higher abatement cost than the light vehicle fleet.   

• The report correctly characterises the challenges associated with transitioning the heavy vehicle fleet and 

that transitioning these vehicles will take longer as there is not currently a feasible technology available.  

Furthermore, due to the efficient nature of Fonterra's milk collection, there is typically little time available to 

charge a tanker while on farm or unloading at a factory, which is another barrier to overcome for 

electrification of such a fleet.   

• Efficiency of the heavy vehicle fleet should continue to be a focus to assist with reducing emissions until 

there is a lower emission vehicle available (as NZ heavy fleet operators are predominantly technology 

takers), or a drop-in biofuel is developed.   

• Fonterra is interested in the future development in New Zealand of a drop-in biofuel as an option for 

reducing emissions from its heavy vehicle fleet and supply chain.  The Commission could widen its report 

to look at what hurdles there are for this product and what could be done to address this as this could be a 

quicker and lower cost abatement option than development of a lower emission heavy vehicle.   

• The Commission could also widen its report to identify incentives for heavy fleet manufacturers to bring 

their vehicles to the small New Zealand market faster to allow them to be tested in our unique driving 

conditions (e.g. rural roads, hilly roads, and no long-distance interstate highways).    

• As noted elsewhere in the Report, it is important that the Government is technology agnostic, and to instead 

address the market place failures to assist with an economic transition to lower emissions for the transport 

fleet.    

• Due to the efficiency of transporting freight on the rail network, there is an opportunity for the Government 

to assist with reducing businesses supply chain emissions by focusing on improving the cost 

competitiveness of, efficiency, and reducing the emissions of the KiwiRail operations.   The Commission 

should include this within its report to identify opportunities to increase the utilisation of rail freight across 

New Zealand.      

• It would be useful if the Commission modelled the sequencing of transport decarbonisation and other 

sectors, and the associated marginal carbon abatement costs.  This modelling would be useful to identify 

if it is a lower cost option to NZ inc to focus on a rapid conversion of the light vehicle fleet and increased 

utilisation of rail transport for freight, than decarbonisation of other sectors in the short term.   

• As noted in the Report, if action is not taken soon, the emissions from the increasing fossil fuel light vehicle 

fleet will be locked in and will be one of the largest contributors to New Zealand's annual gross emissions.   

• We support R11.1 recommendation that the Government should introduce CO2 emission standards for light 

vehicles entering New Zealand. 

• In response to Q11.1, should New Zealand phase out the importing of fossil-fuel vehicles by some specified 

future date, we do not support such a phase out to apply to the heavy vehicle fleet until there is a viable 

low emission alternative available. 

• In response to R11.2 and Q11.2, we note that the use of a feebate scheme is only fair if the range (i.e. 

usability) of vehicles are effectively similar.  For example, it would not be reasonable to place a fee on a 

fossil fuel heavy vehicle with a 700km range and place a rebate on an EV heavy vehicle with a 100km 

range as they do not have a comparable end use or purpose.  An acceptable complementary policy for 

heavy vehicles could be assistance with lowering the initial purchase cost as such vehicles will have a high 

upfront capital cost, and will be low in number compared to the light vehicle fleet.  As noted earlier, another 

complementary policy for lowering the emissions of the heavy vehicle fleet could be the development of a 

drop-in biofuel option, or options that encourage manufacturers to bring their vehicles to New Zealand's 

small market with challenging driving conditions.   

• We support R11.3 that the Government should provide financial support for EV charging infrastructure 

where gaps exist and R11.4 that government agencies where practicable procure low emission vehicles.  
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• We support R11.5. that the Government takes steps to amend the road pricing system so that congestion 

and emissions could be reduced. As noted in the Report, a significant amount of freight is intracity and 

initiatives to reduce traffic delays from light vehicle congestion by encouraging the use of alternative public 

transport, will improve the efficiency of road freight.   

• We support R11.6, that the Government should make emissions reductions a stronger strategic focus in 

transport investment, as this is potentially one of the lower cost decarbonisation strategies for New Zealand.   

Electricity  

• As noted in the Report, New Zealand has a price efficient low carbon electricity market and the cost of 

reducing emissions further from the electricity sector should be considered against New Zealand's other 

carbon abatement options.  The focus on increasing the utilisation of this low emission energy source 

across the total energy supply may be a more efficient focus area and this increase in demand will drive an 

increase in new renewable electricity generation.       

• We suggest that the Commission model what the future electricity price impact could be from the recent 

ban on offshore oil and gas exploration, as this will be a key factor for electrification of other fossil fuel 

energy sources.  For example, as the amount of renewable generation increases, will the utilisation of the 

thermal peaking plants decrease but lead to more volatile pricing.      

• The Report suggests in F12.5 that there could be a case to amend the EA's objectives to include minimising 

any regulatory barriers to efficient emission reductions in the electricity sector.  We support this but suggests 

that this should be wider than just electricity generation, but should include barriers to end use of renewable 

electricity to reduce emissions.   

• We support R12.1, R12.2, R12.3, and R12.4.       

• In response to Q12.1, there could be some improvements to the framework to enable large scale renewable 

energy generation to be built.  For example, the consenting of larger more efficient wind turbines reduces 

the numbers of wind turbines required per 100MW generation but the visual impact might be greater; or the 

installation of offshore wind turbines might temporarily impact marine life during the installation period but 

the longer-term climate change impact to marine life is greater.   

 

Heat and industrial processes  

General   

• As noted earlier in this submission, the focus on decarbonising the transport sector should be a priority.  

One of the next focus areas should be the decarbonisation of medium to low temperature process heat, as 

this could be the next most achievable reduction area.   

• As mentioned in the Report, a range of complementary policies are needed to support the creation and use 

of mitigation technologies, assist behaviour change, and manage risks.  This is being applied in 

transforming New Zealand's light vehicle fleet, and should also apply for the heavy transport fleet and 

industrial heat which also faces high transition costs and hurdles with lower emission alternatives.   

• The Report does not address in detail how to overcome any of the hurdles that are associated with 

transitioning industrial process heat to lower emission energy sources.  We encourage the Commission to 

widen this section of its investigation to identify opportunities to overcome these barriers and not rely just 

about carbon price driving change.   As noted several times in the Report, policy to support the creation 

and adoption of new technology is required in addition to an effective emissions price.   

• The Report notes that the national innovation system does not appear to support a transition to a low 

emission economy.  We are aware of several bids to various programs that would address reducing 

emissions and improving the efficiency of industrial heat plants that have been unsuccessful.  This relates 

to much needed research and development to help lower industrial emissions.   

• The Report notes that for high-temperature process heat that there are no viable short-term economic 

abatement opportunities and that converting to alternative lower emission energy sources would carry 

significant capital and operating expenses than the status quo (F13.1).  Also that these sectors are exposed 

to international competition from firms that do not face emission price.  This argument applies equally to 

industrial process heat for dairy manufacturers.   
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• We support the recommendation (R13.3) to develop policy to manage the risk of fugitive emissions from 

carbon capture & storage systems, as well as ensuring the process of underground storage does not 

increase earthquake risks or contaminate groundwater sources.   

• As noted elsewhere in this submission, it is important for the Government to remain technology agnostic.  

Wood biomass     

• The Report incorrectly discounts wood biomass as a feasible alternative for industrial heat and focuses 

heavily on the use of electricity instead of fossil fuels.  Wood biomass is a feasible alternative, if there are 

sufficient volumes available to meet end user energy demands, available at a cost-competitive price, and 

the high capital cost can be met.  There are no known technological improvements required (F13.4) – in 

fact, modern biomass boiler technology is at a higher technological level than a comparable coal boiler.   

• The Report also notes that a higher emissions price will be required for wood biomass to be cost-competitive 

alternative for fossil fuel, and this carbon cost would need to be even higher for electricity to be a cost 

competitive alternative to wood biomass.   

• The Report does not mention the ability of wood biomass to be utilised within existing coal boiler assets to 

assist with reducing emissions.  We see this as an option for its current coal boiler fleet, once energy 

efficiency initiatives are undertaken which would lower energy demand, enabling co-firing or potentially 

conversion to occur.  This could be a lower cost capital option to enable wood biomass use to increase.   

• The Report could expand to assess how the wood biomass availability hurdle is addressed with the 

proposed increase in forestry planting to identify if there is increased future supply that could be an option 

for industrial heat transition.  

• The Report could be improved by correcting several other incorrect statements relating to the use of wood 

biomass – for example: 

o A modern purpose-built wood biomass boiler will operate with lower emissions than a similar sized 

coal boiler; 

o In New Zealand, the majority of wood biomass that would be utilised for industrial heat would be 

generated from forests that are replanted after harvest, thereby negating the emissions released 

during combustion; 

o Wood biomass boiler can have a lower combustion efficiency if comparing low cost forest residuals 

to sub-bituminous coal, however this would not be true if you were comparing this wood use to 

lignite, or comparing either of these coal uses to wood pellets.  Biomass boilers can also have an 

improved efficiency with the use of a condensing economiser.    

Energy Efficiency & EECA 

• The Report notes some activities to improve the energy efficiency of operations (F13.2).  Our view is this 

activity list provided would have minimal impact and is not reflective of the opportunity to improve energy 

efficiency of operations and that it is much wider than suggested.  Improvements in energy efficiency of 

operations are typically the first activity that should be deployed to reduce emissions as they have a lower 

abatement cost than fuel switching.  As suggested earlier in this submission, the Commission should 

include marginal carbon abatement cost analysis in its Report to help inform its recommendations on the 

best areas for New Zealand to focus its emission reduction activities across a period of time.       

• The Report suggests (R13.2) that the Energy Efficiency and Conservation Authority's (EECA's) focus 

should be on working with smaller firms.  Fonterra does not support this as there is benefit across New 

Zealand from EECA's engagement with large firms, due to the increase in knowledge and experience that 

can be shared from the larger to the smaller firms, who may have greater resources available to undertake 

new initiatives and bear a higher risk than smaller firms.  If the focus does change, then so too should 

EECA's funding model to ensure that large firms are not subsidising reductions in smaller firms – e.g. large 

firms that are not subject to EECA, should be exempt from contributing to EECA and could then be free to 

utilise this funding on its own emission reduction activities, rather than subsidising others.   

• If EECA's mandate changes to focus on lowering GHG emissions (R13.1), energy efficiency improvements 

will still be the lowest cost abatement option and should be a continued focus area for EECA as well as 

continuing the focus on wood biomass by the development of focus hubs like the Canterbury and Southland. 

Through EECA the Government can actively support the use of wood biomass for heat by supporting the 

solutions to lack of long term supply visibility and depth of market. The Government can effectively 
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becoming a market maker by the utilisation of wood biomass at hospitals and other government institutions 

that require heat all year round.  

Natural Gas & Geothermal  

• The Report notes (F13.3) that there are more opportunities for switching to lower emission energy sources 

such as natural gas in the North Island.  This section of the Report should be updated to reflect the impact 

of the recent ban on offshore oil and gas exploration – such as the risk this has introduced to utilise natural 

gas as a transition fuel, and if New Zealand will become an importer of LNG supply for the existing gas 

network as domestic supplies diminish.  This could further expand to assess the impacts on domestic 

electricity prices and how this impacts transitioning to this energy source.   

• Geothermal energy is a suitable energy source for process heat and there exists sufficient technical 

expertise in its utilisation.  However, there are several hurdles for geothermal utilisation, including 

geographical limitations, high capital cost, scale of use which is not suited to low demand levels, and that 

some fields can have the same GHG emissions as natural gas combustion.   

Electrification  

• There are several hurdles for large scale electrification of process heat.  This includes the high capital cost 

for both infrastructure to utilise electricity on site instead of fossil fuels, and the costs to enable the 

distribution and transmission infrastructure to meet the increased demand.   

• There is also a difference in project timeframes between industry and Transpower.  Industry will typically 

work on a two-year timeframe between project concept to completion which is significantly faster than the 

timeframe Transpower works to complete their grid capacity upgrades (typically 5-7 years).  Transpower’s 

key policy hurdles appear to be the inability to spend upfront engineering costs without contracted projects 

and the timeframe to achieve consenting and landowner easement approval. 

• Another issue is regarding the lack of capacity rights available for industry that have paid for a transmission 

grid upgrade.  Often a transmission upgrade does not match the exact increase in demand from a user, 

resulting in additional spare capacity being available.  The user who paid for this upgrade cannot rely on 

this spare capacity being available in the future for when they may require it, and may have to again pay 

for additional capacity to meet their future increased electricity demand.  This is because the grid is an open 

access system and other end users can access this spare capacity as there are no capacity rights awarded 

to those who fund the upgrades.  This becomes an inefficient system design issue as it would drive 

companies to only pay Transpower to install the equipment for the immediate load increase only which 

might not be the most efficient electrical design solution for future capacity expansion.  

• Process electrification will require significant capital expenditure to install complex technology like heat 

pumps that deliver thermal energy at a higher efficiency than direct electrical use to offset the high cost of 

electricity delivered to the point of use. 

• The complexity and cost of electricity delivery (transmission and distribution) makes up a significant 

proportion of electricity costs.  The Commission should include in its Report options for the Government to 

explore to overcome these hurdles and to explore ways to reduce the cost of transmission and distribution 

to enable an economic transition to utilise electricity. 

• The Commission should also model the price of electricity as demand increases and its flow on impact to 

the New Zealand economy to identify the benefits of increased electrical utilisation.  

 

Waste 

• The Waste Minimisation Act could be improved to more effectively assist with developing solutions to 

recycle waste as New Zealand needs to focus on how to deal with its waste domestically.   

• The Waste Minimisation Act and product stewardship should be expanded to assist farmers in eliminating 

the need for on-farm waste dumps at minimal cost impact as they will already be facing increased costs 

from other sectors and due to remote location do not have the low-cost access to waste removal services. 

• We do not support the inclusion of wastewater treatment plants in the ETS at this point in time.  This is 

because the emission profile of wastewater treatment plants in New Zealand is currently not well 

understood, there are no measurement or reporting standards relevant for New Zealand wastewater 
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treatment plants, nor does there appear to be any co-ordinated response on how such emissions could be 

minimised.   

• We suggest that a practical first step would be to improve the understanding of wastewater fugitive 

emissions in New Zealand by including methodologies with the Ministry for the Environments voluntary 

GHG reporting guidance that cover the range of wastewater treatment processes that are utilised in New 

Zealand. Once measurement of such emissions is in place, then methodologies of how these emissions 

could be reduced should then be undertaken.    

 

– END –  

 

 


