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1 INTRODUCTION - AN EXPORT-LED ECONOMIC STEP CHANGE 
FOR NEW ZEALAND 

Within one generation (25 years) world GDP is expected to increase by as much again as it did in the past 
200 generations (5,000 years). 

Many in the developing world, 80%+ of 
the world’s population, now aspire to 
attain within their lifetimes the standard of 
living (GDP/capita) we in the developed 
world enjoy today. 

This can not occur if global supply of most 
resources, and food, do not nearly double 
in this period. 

Almost all global natural resources are 
becoming increasingly scarce and 
production constrained.  

New Zealand’s natural resources are, per 
capita, the world’s richest. 

This defines our primary future global 
responsibility.  It also offers us a once 
only opportunity – unique in history – to 
achieve a huge and permanent economic step change through a major increase in exports. 

New Zealand can achieve a huge and permanent economic step change by acting boldly on a set of 
substantial opportunities.   

These Made in New Zealand, Made for New Zealand opportunities are unique to us, at this point in history, 
and simply result from our natural strategic strengths and competitive advantages.   

However most will not happen on their own in the near-term, regardless of how much we “free” the market 
and remove barriers, and regardless of how “attractive” we consider them to be.  They require specific 
decisions and investments to be made jointly by the government and the private sector working together. 

1.1 Background 
In 2006 Treasury’s first Long Term Fiscal Statement said our economy may go into deficit in about 25 years 
as our population aged, but we had ample time to address this.  The global recession has put us into 
substantial deficit already.  Public debt is now rising by 1% of GDP every 7 weeks and without strong action 
our public debt could exceed 200% of GDP within 
two generations – growing at an increasing rate, 
and unbounded.  Today 25% of government 
spending is on 12% of the population over 65 years 
old.  The number of over 65s will double in the next 
generation. 

This is the challenge we face at home.  But the 
global challenge is much greater.  The global 
economy changed forever around 2000 as China 
(and India) became significant global economies, 
and continued growing rapidly with high demand for 
resources. 

Within one generation it is expected that the global 
population will increase by 1/3 and global GDP will 
double.  Global demand for most commodities and food (including for another 2 Billion people) and for 
natural resources - arable land, fresh water, energy and primary resources - will all nearly double. 
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There is insufficient arable land, fresh water, energy and resources to achieve this growth easily, let alone 
sustain it.  Technology-driven productivity improvement will contribute, at conventional rates, only 25% of 
the 100% increase.  Supply will again fall short - as in 2008 when shortages occurred in most resources 
and commodities, with food riots in nearly 50 countries. 

Price spikes of 2007-08 were not bubbles, but 
the inevitable result of demand outstripping 
supply capacity.  The recession pulled 
demand back below 2008 levels and supply 
capacity.  Prices fell and stayed lower through 
2009, until rapid Chinese recovery caused 
supply to become tight again.  At the end of 
2009 prices of many commodities are already 
50-100% above 2009 lows. 

During 2010, despite a possible “W” recession 
in Europe and the US, China/India growth 
alone will push global demand for most 
resources to 2008 levels then beyond.  Once 
again, supply capacity will not keep up – 
exacerbated by underinvestment. 

Prices of most resources will rise to 2008 levels, then eventually pass them and continue rising into the 
future.  Future oil prices represent a good proxy for prices of many resources.  

1.2 New Zealand – the Luckiest Country 
In this new world, countries reliant primarily on imported resources will be major losers.  Many may not be 
able to afford or access sufficient resources, and will experience shortages.  But some countries – those 
with significantly more natural resources than they need for their own populations, will have huge 
opportunities to prosper. 

In this world New Zealand is the luckiest country.  Almost all the things the world will need more of, but will 
be increasingly short of, we have in relative abundance:  good agricultural land; fresh water; a good year-
round growing climate; primary resources and energy.  In each of these our readily accessible natural 
resource is probably the highest per capita in the world.  We do not fully utilise most of these resources.  
And, unlike other countries, much of our natural resources is either renewable, or huge in proportion to our 
current production levels or our own needs. 

We export close to 95% of our food production – enough food to feed nearly 100 million people.  We use 
only 4% of our fresh water – about 3% for irrigation, and we have significant un-utilised or under-utilised 
land that needs only water to be highly productive.  We have barely started to tap our vast on-shore and off-
shore energy resources, and our non-energy mineral resources are substantial.  We have highly productive, 
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efficient primary industry – in many cases, the best in the world.  We have good technology, well educated 
people and stable government.  And internationally we are rated as the world’s most corruption-free 
country.  It is no wonder we are rated by the IMF as the second most attractive country in the world for 
investment. 

This defines the opportunity – and the responsibility – very clearly for New Zealand.  The opportunity is 
awaiting us to take a huge economic step up. 

1.3 The challenge:  be bolder than a “stand back and wait” approach 
Over the past year many people in New Zealand have talked about increasing our economic growth rate.  
The government has proposed a national goal of closing our GDP/capita gap with Australia by 2025, 
although Australia is already 35% (NZ$60M) ahead of us, and pulling away fast. 

Many groups, and the government, have discussed ways to achieve this. Most ideas are enabling and 
facilitating.  They are intended to remove “unnecessary” barriers and constraints and improve the general 
business environment and investment attractiveness, but leave actual economic activity to the market”.  
There is significant risk that despite all these initiatives being useful and even necessary, little new 
economic activity will result in the near future and meanwhile our huge opportunities will dissipate. 

Our challenge is not to make New Zealand an attractive place to invest.  It already is, and has been for 
some time.  That has not been enough to date, and won’t be enough in future when capital will be more 
scarce.  The challenge is to initiate, accelerate, control and benefit from these opportunities through a 
proactive approach between government and industry in New Zealand that turns the opportunities into 
projects - without relying on others to take the lead, but drawing in others to facilitate better and earlier 
outcomes. 

1.4 Our Economic Objective 
In a world of conventional economics and prices the opportunities we have can potentially add $15B to 
$20B or more to our export revenues and GDP within a decade.  But in the new world we are now re-
entering, the economic gains from each opportunity will be higher – very much higher. 

If we move rapidly, before the supply side for major resource projects again becomes constrained and 
expensive, we can complete many of these developments and be delivering their value within 3 to 8 years, 
and the economic gain could be $20 to $50 billion or more – and continuing to rise with rising international 
demand and prices.  A $50 billion step – possible within a decade – would close the GDP/capita gap with 
Australia that has taken 35 years to build. 

1.5 Specific Opportunities 
The most prospective opportunities to either create significant new exports, or to directly replace current 
imports include: 

• Water and Land - Irrigating land to increase productive capacity could generate $2B - $5Bpa of 
additional revenue 

• Forestry and Fishing - Growing current export revenues and utilisation of forestry for carbon offsets 
could generate $3 – $8Bpa of new revenue. 

• Energy and minerals – This provides the major economic opportunity through additional oil & gas 
extraction, huge lignite resources known, on-shore, secure and (relatively) easy to develop, iron 
sands extraction, huge potential of seafloor gas hydrates and other high value minerals.  

1.6 Energy and Minerals Business Plan 
This paper provides the basis of a plan to unlock the major economic opportunity available from extraction 
of New Zealand’s energy and mineral resources while providing maximum benefit to all New Zealanders.  
Central to realising this opportunity is creating a National Resources Company 
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2 WHY SET UP A NATIONAL RESOURCES COMPANY? 
As pressure on global energy and natural resource supply increases there is a significant trend towards 
Governments taking active ownership in the development of indigenous resources.   This is very evident in 
the oil and gas industry today where almost 80% of proven oil reserves are now under the control of 
national oil or resource companies.  Western oil companies now control less than 10% of the world’s oil and 
gas resource base. 
 
The primary drivers for Government intervention offshore have related to the following: 
• Improving value to the economy by attempting to extract higher value from natural resource production. 
• Stimulating resource development by taking a leadership position where the ‘market’ has been 

ineffective in unlocking resource value. 
• Maintaining energy security by safeguarding sovereign rights and control of petroleum and other 

resources. 
 
These are the very issues and drivers currently facing New Zealand. 
 
Improving value to the economy 
 
The current New Zealand petroleum and minerals regime is a permit based system where the applicant is 
granted a right to prospect, explore and mine a designated area in return for making royalty payments on 
resources extracted.  Granting of permits does not discriminate between New Zealand and offshore entities.   
 
With the exception of coal, this regime has resulted in permits over New Zealand’s key resources (oil, gas, 
gold, iron sands etc.) being majority overseas owned – for example 70% – 80% of New Zealand oil and gas 
production, 80%+ of iron sands resources, 90%+ of gold production is owned by offshore entities. The 
result of this is that equity returns end up offshore and New Zealand’s value is restricted to royalty revenues 
and income tax.   
 
In a world with significant supply constraints on 
natural resources this structure simply gives away 
too much of New Zealand’s resource value. 
 
Historically (with ‘normal’ pricing) this model has 
been less of an issue.  Equity owners extracted a 
normal return on investment (say 20%) and New 
Zealand largely received the economic benefit of 
the remaining 80% (wages and other costs spent 
in NZ plus income tax and royalties paid to 
Government).   
 
However, going forward supply constraints will 
drive up commodity prices and resource owners 
will extract ‘super profits’.  Based on current 
ownership the majority of these super profits will 
go offshore and New Zealand will receive a much 
smaller share of the total benefit. 
 
A secondary issue with the current regime is that the open access nature allows ‘permit speculators’ to 
secure permits at very low cost with no intention or ability to ultimately develop the resource.  The permits 
are held and then sold to genuine resource developers often with significant value being taken by the 
speculator simply by being first to secure permit access.  Solid Energy has had direct experience with this 
from a number of offshore owned companies. 
 
The fundamental issue is that there is a lack of direct New Zealand ownership in our resources sector and 
this is limiting the value able to be extracted for all New Zealanders.     
 
 
 

Historic Prices Future Prices

Operating costs Tax + Royalties Normal Return Super Normal Return

NZ return 
(80%)

Offshore return 
(20%)

NZ return 
(49%)

Offshore 
return 
(51%)
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Stimulating Resource Development     
 
The second key issue limiting the amount of value currently extracted from our natural resources is that 
investment in this sector has been ‘sluggish’.  Regardless of New Zealand’s huge endowment of natural 
resources and how attractive Government attempts to make the investment environment (IMF ranks NZ 2nd 
in the world), there is still a lack of risk capital available from the market to really drive a step change in 
development of New Zealand’s resource. 
 
What this is essentially means is that from the perspective of an independent “dispassionate” resource 
investor, they perceive better risk weighted returns on their exploration capital based on better prospectivity, 
larger potential finds, better markets access etc. in other locations.   
 
However this does not indicate that resource exploration in NZ is not economically attractive, it is just not 
attractive to a “dispassionate” international investor.  In fact even at today’s prices, there is up to $20B of 
additional revenue potential from New Zealand natural resources – this could be two or three times larger 
than this at future commodity prices – so the opportunity is there.  
 
What is required is a ‘passionate” or interested investor who wants success specifically for New Zealand 
AND is able to justify investment through wider commercial returns accruing to New Zealand from additional 
economic activity, tax and royalty revenue, down stream economic demand, benefits of energy security, 
balance of payments improvements etc.   
 
The formation of an integrated National Resources Company majority Government owned is the only way to 
genuinely address the issues raised above by stimulating development from natural resources AND 
capturing the maximum value and wealth for New Zealanders through significant equity ownership. 
 
An Integrated National Resources Company 
 
One of the options available to address some of issues above would be to set up a stand alone National Oil 
Company (Petrocorp II) and limit activities to oil and gas exploration.  This was an option discussed in the 
McDouall Stuart report – “Stepping Up”  
 
The two key issues with 
a single narrow focused 
entity are 1. increased 
risk from having 
investment 
concentrated in one 
industry,  and 2. there is 
huge value potential in 
other minerals and 
resources that will be 
excluded from the 
activities of an oil and 
gas only company.  The 
issues noted above will 
remain for these 
minerals – for example 
iron sands, could 
produce $5 – $10Bpa of 
new revenue but 
instead has all 
prospective permits 
secured largely by 
offshore owned entities 
who are doing very little to develop the resource for market. 
    
A broadly focused integrated National Resources company (oil, gas, coal, minerals) has many of additional 
advantages which provide a significantly more compelling business model for natural resource extraction 
than a single National Oil Company.  These include: 

NZ Natural Resources - Annual Revenue Potential
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• Huge synergies across the resource development portfolio which favour an integrated model.  For 
example coal and iron sands for steel production, lignite to facilitate silicon metals development, 
methane hydrates and oil & gas synergies etc. 

• The benefits of significant scale.  Scale is a critical component to attract the best investment partners 
and technology partners but maintain control over resources.  

• Diversifying development risk and products across various markets and locations  
• Co-ordinated approach to resource development.  Many of the resources in the portfolio compete for 

market share.  A co-ordinated approach will ensure projects progress based on a robust merit order 
which optimises completing development investment. 

• Ability to share services across the portfolio to drive operational efficiencies – drilling, mining, pipelines, 
market infrastructure etc. 

• One entity to interface with Government 
 
Key Drivers Supporting an Integrated National Resources Company 
 
• Provides an ability for New Zealand to share in the super profits created by indigenous resources 
• Creates a genuine opportunity to close the gap between New Zealand and Australia over the next 10-

20 years 
• Provides energy security and mitigates against dependence on volatile foreign oil 
• Strengthens the New Zealand economy through economic diversification 
• Provides an ability to address balance of payments issues and creates payments surplus.  
• Creates world class career and employment opportunities for New Zealanders to stay working in New 

Zealand.   
• Allows potential to utilise and optimise other State Owned infrastructure development - utilisation of Rail 

and Electricity 
• Allows Government to maintain control of resource developments to match wider Energy Policies 

including depletion policies  
• Creates a paradigm shift away from trying to attract investment to New Zealand to assisting the 

National Resources Company in bringing talent, skills and technology that are immediately applicable to 
value creation  

• This provides a long term plan which is able to integrated with other activities key activities to provide 
the foundation for New Zealand businesses to plan with certainty for example – agriculture, 
infrastructure, forestry, education.  
 

Case Study - Petrocorp 
 
For background attached below is a case study on Petrocorp completed by McDouall Stuart.   
 
The general concept behind Petrocorp was sound and it created significant activity in the oil and gas market 
with a number of successful discoveries.  The issue with Petrocorp was largely timing – commodity supply 
recovered (the shock was artificial rather than physical), prices fell sharply and the imperative for National 
ownership fell away.  The supply demand dynamic around many natural resources and commodities today 
is significantly different with prices driven by genuine supply shortages and strong market growth.   
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3 FORMING AN INTERGRATED NATIONAL RESOURCES COMPANY 
AROUND SOLID ENERGY IS THE LEAST COST, FASTEST AND 
MOST EFFECTIVE SOLUTION  

 
The optimal path for developing of an integrated National Resources company is to start with an existing 
State Owned Entity and use this as the foundation for additional business activities.  This is the least cost, 
fastest and most effective operational path. 
 
Solid Energy is the logical State Owned entity from which to build an integrated National Resources 
Company: 
 
• Solid Energy’s is already by far New Zealand’s most diversified natural resources company with 

operations covering 
o Minerals – Coal, lignite, UCG 
o Petroleum – Coal seam gas (CSG), biofuels, carbon capature and sequestration (CCS) 
o Forestry - Biomass 
o Electricity – From CSG, hydro generation Stockton 
o Agriculture – OSR crops, dairy share milking 
o Quarrying – to support mine rehabilitation 

• Many of the Company’s existing skills, systems and assets are therefore complementary with the 
National Resources wider development mandate. 

• The coal business is expected to produce  of free cashflow which provides the seed 
funding to develop the National Resources opportunity with little capital injection required within the first 
few years of operations.  

• Many of the New Energy developments (Lignite, Underground Coal Gasification) are complementary or 
with directly integrate with National Resource activities 

• Large scale project development and technology development skills from the Solid Energy’s current 
business are directly relevant to National Resource activities.    

 
The only other State Owned entities which could have been consideration would be Genesis and Mighty 
River Power.  Both of these companies have had some experience in the upstream oil and gas exploration 
market although primarily in an effort to secure fuel for their core business of electricity generation rather 
than considering this a core activity in its own right. 
 
See section below for preliminary detail on commercial structures. 

 

 

 

  
 
 
 
 
 
 
 

Redacted
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4 NATIONAL RESOURCES LIMITED – INDICATIVE BUSINESS PLAN 
Overview  

The establishment of a National Resource Company with the primary objective to: 
 

 
Stimulate and accelerate development of and using New Zealand natural resources 

& 
Capture maximum value and wealth for New Zealanders 

 
 
Stimulate Development by: Capture Maximum Value by: 

Provide significant risk capital to multiple resource 
exploration programmes, prior to seeking investment 
partners with lower risk appetite 

Hold equity ownership in resource permits. 

Partner with other credible organisations to bring 
additional risk capital to the market for resource 
investment. 

Utilise capital from external sources my maintaining 
control of the permits and farming in partners only after 
risk capital has been spent and value created 

Provide Crown Minerals with an alternative to developing 
national resources to ensure that private sector do not use 
the existing permitting regime as an option rather than the 
intention to produce resources. 

Provide a significant scale commercial vehicle that foreign 
commercial entities can engage with.  

Secure key conversion technologies and invest in plant 
development and feasibility.   

Engage with global technology providers with the intention 
of bringing technology to New Zealand and transferring it 
to a company with the capability to adsorb iand leverage 
this. 

Participate with existing E&P players to tilt the risk reward 
profile towards production rather than exploration 

Selling resource production 

Commercial Structure 

Significant work is still required to agree a commercial structure and the process for setting up a National 
Resources Company.    

There are a number of structural models available one or many of which can be applied to this large and 
diverse entity these range from a Holding Company model - with stand-alone subsidiaries (fully or partially 
owned) each with independent boards e.g. Christchurch City Holdings Ngai Tahu Holdings, through to 
single company model with corporate divisions (i.e. internal governance at the entity level) – similar to 
SENZ currently, and many combinations in between. 

The ultimate structure will depend largely on corporate strategy, specific projects, partners, funding, risk 
management etc. 

The diagram below is included for illustrative purposes, and does not reflect a proposed structure or 
corporate division. 
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Overview of Financial Assessment 

The six business areas identified in the above chart could be brought together to form the basis of a 
National Resources Company.  In formulating a business plan and completing a financial assessment of 
potential opportunities Solid Energy has been split into coal and key New Energy projects as stand alone 
opportunities:   

The areas considered in the financial assessment and business plan are: 

Solid Energy Opportunities 

Existing Business New Business Existing Business New Business 

Coal Lignite Upgrading Kupe (31% GEL) Oil and Gas 

 Coal to Fertiliser  Methane Hydrates 

 Coal to Transport Fuel  Iron Sands 

 Underground Coal 
Gasification 

  

 Coal Seam Gas   

 Carbon Capture and 
Sequestration 

  

 

Other new business areas considered but not specifically assessed in this paper were: 

• Silicon metals 
• Rare earth metals 
• MRP Oil and Gas permits/assets 

For each area a high level work program has been assessed from which the capital, operating costs and 
production constraints have been estimated.  Solid Energy’s price curves have been applied to estimate the 
revenue from each business area.  An integrated set of financial accounts has been completed by business 
area. 
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Scenario Analysis 

Recognising the uncertainty in predicting outcomes at this early stage scenario modelling has been applied 
to provide a range of potential outcomes.  Three development scenarios have been applied to each 
business unit.   

The scenarios developed are as follows: 

Scenario Name Description 

Aggressive development This is an upside scenario in which energy prices are 
high (driven by demand and scarcity of supply), carbon 
cost is low and projects are able to be commissioned even 
faster than the mid case below. 

SE high case price path has been used to assess 
revenue 

Accelerated development This is the mid case recognising that the base objective 
for NRL is to accelerate and stimulate development. 

SE base case price path has been used to assess 
revenue 

Conservative development This is a downside scenario, where the pricing is the 
same as the mid case pricing but projects take a more 
cautious development path 

SE base case price path has been used to assess 
revenue 

 

An exit case was also considered where a low price path would be selected, but in most cases development 
was halted and very little cash was invested.     

Pricing Scenarios  

For each commodity Solid Energy forecasts a range of future price curve scenarios in real 2010 dollars.  
The analysis is this business case considers low, base and high price scenarios.  All prices are converted to 
New Zealand dollars using exchange rate forecasts.  

Many of the commodities are strongly correlated to oil.  The table below provides an example of oil price 
scenarios.   

All scenarios start at today’s prices of NZ$115 (US$80/bbl at 0.70FX) 

Scenario Description 

High Oil prices rise from today to previous 2008 highs (~NZ$200) over the next 2 to 3 years, then 
slowly to NZ$300 by 2020 

Base Oil prices rise from today to previous 2008 highs (~NZ$200) 2015, then slowly to NZ$250 by 
2025 

Low* Oil prices stay near today’s prices for several years then rise only very slowly not reaching 
previous 2008 highs (~NZ$200) until beyond 2020. 

* Low case price scenarios were not used in this business plan analysis.   

See appendix 1 for a full range of Solid Energy pricing scenarios in USD. 
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Foreign Exchange 

Solid Energy’s foreign exchange forecasts and 
methodology have been applied to this business plan 
analysis.  

The FX forecasts are premised on the historic correlation 
between New the Zealand dollar and commodity pricing 
(i.e. commodity currency).  Therefore the strength of the 
currency is directly correlated with the commodity pricing 
scenarios.   

 

USD/NZD Cross Rate
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4.1 Coal – Continued Growth of an existing major New Zealand business and 
exporter  

 
Solid Energy produces about 115 
petajoules of energy annually (equivalent 
to New Zealand’s entire electricity 
consumption) and is the second largest 
producer of primary energy in the country. 
 
Solid Energy supplies high quality coal for 
export and for New Zealand industrial and 
commercial markets. 
 
As the key custodian of New Zealand’s 
strategic national coal resources Solid 
Energy accounts for 85% of coal 
production in NZ and ownership and/or 
access rights to over 4 billion tonnes of 
coal resources. 
 
Solid Energy operates 5 coal mines (3 open-cut and 2 underground) in the Waikato, Buller, Greymouth and 
Southland regions.  
 
The prospects for the coal business remain very strong.  Coking coal prices have already returned to 3x 
times their historical levels only 25% below 2008 peaks and will continue to rise as supply tightens. Long 
term contracts with NZ customers are in place. 
 
Significant investment has been made 
(>$200M in the past year) and is 
continuing to create further value and 
secure a long term cashflows – the most 
substantial investments include a new coal 
washery, new mining equipment for the 
Stockton Alliance and development capital 
for Millerton and Cypress mines on the 
Stockton Plateau.  These investments will 
help to secure a 20 year life for export coal 
mining from the Stockton Plateau. 
 
On the back of additional production 
capacity and price projections Solid 
Energy’s coal business is forecast to 
generate free cashflows (operating 
cashflow minus investment capital) of 

to the foreseeable 

 
As a component of a National Resources Company, Solid Energy has an important role in providing both 
strong capability and secure long term cashflows to the Parent Company to support the wider portfolio of 
investments.  For these funds to be available for reinvestment, the shareholder will need to recongnise that 
the best use of Solid Energy’s free cashflow is reinvestment in further exploration and development. 
 
 
Government Action Required 
 
Commitment from Government that free cashflows generated by Solid Energy will be retained to support 
exploration and development projects with the National Resources entity, rather than distributed to the 
shareholder as a dividend return.   

Redacted
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4.2 Lignite Conversion – creating value from a world scale energy resource 
 
Overview 
 
The lignite coal resource in the lower 
South Island is a globally significant 
energy resource and is a key strategic 
asset for New Zealand.  Primarily 
through its lignite holdings New 
Zealand is the richest country in coal 
resource per capita. 
 
Over the past 4 years Solid Energy 
has secured access the premium 
lignite resources through an 
aggressive land and minerals 
acquisition programme.  Currently 
1.3Bt of resource is secured (including 
land access).   
 
Lignite resource is known as a lower 
rank coal (higher moisture, lower 
energy content) and therefore must be 
converted to a higher quality and higher value fuel prior to shipping to market.  
 
Solid Energy is developing a portfolio of opportunities to unlock value from these lignite resources through a 
range of world class conversion technologies.    

The broad strategy includes the development of 
projects of varying scale and duration to manage 
capability building, investment cashflows and 
development risk.   

The “staircase of opportunities” builds from our current 
lignite mine (New Vale) producing the lowest value 
product in the form of unprocessed lignite, through a 
range of value adding opportunities, including lignite 
briquetting and gasification to produce fertiliser and 
transport fuels. 

The opportunity available from lignite conversion is 
transformational for SE and New Zealand with an 
ability for these projects to greatly improve New 
Zealand’s energy security and provide to up $5Bpa of 
additional revenue.  

All of these projects are under development at present.   

To date investment requirements have been 
manageable with the bulk of the investment committed 
to lower risk acquisition of land and minerals.   

This investment will increase exponentially as these 
projects progress forward and into operation.  Funding 
and partnering strategies are critical to successful 
development.  

Low grade domestic boiler fuel (New Vale 300ktpa) 

High grade domestic fuel (Briquetting 100ktpa)

Export thermal coal 
(Briquetting up to 1Mtpa)

Coal to fertiliser plant 
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Coal to transport 
fuel plant 

(Croydon/Mataura
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Conversion Technologies 
 
Due to the low quality of the lignite resource there is only a very limited market for the raw product.  The key 
to accessing value from the resource lies in technologies which are able to convert the lignite into a higher 
quality and higher value products for distribution to a wider market.   
 
A number of conversion technologies exist to manufacture high value products from lignite.   
 
Solid Energy is progressing projects utilising the following technologies: 
 
• Lignite Upgrading (energy densification) 
• Coal Gasification 

o Syngas to Urea Fertiliser 
o Syngas to Transport Fuels    

 

 
Resource Capability 

SE has built a world class Lignite Conversion team.   Collectively the core team has over 80 years’ 
experience in managing and developing projects of which over 50 years have been gained working for 
Sasol, a world leading gasification and coal to liquids technology provider.   

The core team includes experience across a range of disciplines 

• Chemical and process engineering,  
• Resource geology,  
• Mining engineering,  
• Project management  

The lignite conversion team are well supported by a number of strong relationships with world class 
engineering, science and technology providers. 

Urea 

Ammonium 
  

Lignite Syngas 

Ammonia 

Methanol 

Fischer 
Tropsch 

Syn nat gas 

Hydrogen 

Fertiliser 

Chemicals 

Fuels 

Waxes 

Steam 

Upgrading 

Briquett
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4.3 Lignite Upgrading 
 
SE is already well advanced in development plans to implement lignite upgrading technology.  This 
technology extracts the water from the lignite (improving energy density) and produces a coal briquette (for 
easy bulk handling).  The briquetted product resembles a higher rank (sub-bituminous) coal able to be 
shipped large distances to domestic and export markets.   
In 2008 following a global search and screening of potential upgrading technologies, Solid Energy selected 
and secured an agreement with the leading technology provider.  The first stage of development is to 
commission a demonstration scale plant producing 70ktpa of upgraded New Vale lignite.  This product will 
be sold into the domestic boiler fuel market but also used to confirm export market potential with trial 
shipments into the export market. 

Assuming trials are successful and market prices support development, a large scale export facility will be 
constructed scaleable up to 5Mtpa of upgraded lignite for the export thermal market. 

 
High level Development Plan  
 
Key elements of an exploration and development plan for lignite upgrading under the accelerated 
development case are: 
 
Task Indicative Cost 

NZ$M 
By When 

Demonstration plant commissioned (100ktpa) Mar 2011 

Export thermal coal trial shipments complete Dec 2011 

Large scale export plant feasibility complete Jun 2012 

Large scale export plant commissioning and first production – 1Mtpa Dec-2013 

Plant expansion feasibility (additional 4Mtpa) Dec-2016 

Expansion of large scale export plant (Capacity 5Mtpa) Dec-2017 
 
 
 
Government Action Required 
 

a) CO2 credits allocated to the processing plant based on best practice technology given plants 
competitiveness at risk.   

 
   

Redacted
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Financial Analysis: Lignite Upgrading 

Scenario Milestone Assumptions 

Accelerated • Demonstration Plant ( Mar 2011) 
• Commercial Plant 1MT (Dec 2013) 
• Commercial Plant Expansion 5MT (2017) 

Aggressive • Demand and technology significantly derisked allowing 5MT plant to be built in 
FY2013 

Conservative • Commercial Plant deferred one year due to market or technical difficulties 
• No further capacity expansion after 1MT pa plant 

Funding • Demonstration Plant funded 100% NRL equity 
• Commercial Plant 1MT feasibility equity funded (NRL 70%, Partner 30%) 
• Commercial Plant 1MT construction costs funded 

− 50% project finance debt, 50% equity (NRL 70%, Partner 30%) 
• Commercial Plant Expansion 5MT feasibility and construction funded 

− 50% project finance debt, 50% equity (NRL 70%, Partner 30%) 

Revenue and Pricing 
It is anticipated that the upgraded lignite (briquettes) will 
compete in the domestic and international markets as a 
substitute for thermal coal.  The price of briquettes is 
expected to follow the price of thermal coal.  
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Redacted
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4.4 Coal to Fertiliser 
 
SE and Ravensdown are jointly exploring the potential for a world scale coal to fertiliser plant using with 
Southland lignite.  This plant will initially convert lignite into a syngas (H2+CO) using gasification technology, 
then through further chemical processing will refine the syngas into ammonia and ultimately to granulated 
urea. 
 
The technology for conversion of coal to urea is mature.  Currently 30% of the world’s urea is produced 
from coal and this is increasing fast with most of the new plants in Asia are producing urea from coal.         
 
The basis of design is a world scale 1.2Mtpa urea plant with lignite requirements estimated to be 2 - 3Mtpa.  
This is a significant scale project for New Zealand with a capital cost of ~US$2B, and creating long term 
direct employment for 400 - 500 staff.      
 
Urea from this plant will supply the NZ domestic market (up to 500ktpa) with the balance exported to 
Australia (utilising the Ravensdown co-operative network) and Asia.   
 
This urea plant would provide New Zealand with additional export revenues/import substitution of 
approximately $500M - $1.5Bpa. 
 
 
High level Development Plan  
 
Key elements of an exploration and development plan for Coal to Fertiliser project in the accelerated 
development scenario: 
 
Task Indicative Cost 

NZ$M 
By When 

Complete plant and mining feasibility  
- selected technology 
- selected plant site 
- AEE complete 

Dec 2011 

Secure remaining land access and mineral rights  Dec 2011 

Complete FEED and detailed design  
Receive consents for Urea plant and mining operation 
 

2013 

Construction and commission coal to urea plant and related infrastructure 
- 3 year construction phase 

2016 

 
 
 
Government Action Required 
 

a) CO2 credits allocated to the processing plant based on best practice technology given plants 
competitiveness at risk from imported product 

 
b) Active support/specific process created to manage project effectively through the consenting 

process given its national significance.  
  

c) Improve enforcement of existing permit work programmes and cancel existing permits which are 
not able to demonstrate an ability to viably extract minerals i.e. where only minerals under public  
roads are crown owned and available.  

 
 

Redacted
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Financial Analysis: Coal to Fertiliser 

Scenario Milestone Assumptions 

Accelerated • FEED completed 2014 
• Construction of  Urea plant completed 2016 

Aggressive • Construction of plant brought forward by one year  to meet market demand by 
completing FEED and preparing site works early.  Strong market underwrites 
second train to double expansion to  

• First train commissioned 2015  Second train 2022 (  
• Total Cost  

Conservative • Market demand soft, construction delayed by one year and plant size halved  
• Construction completed 2017 
• Total construction cost 

Funding   in feasibility studies and detailed engineering design funded with equity 
only (NRL 50%, Partner 50%) 

• Plant construction costs are funded by 50% project finance debt and 50% equity 
(NRL 50%, Partner 50%) 

Revenue and Pricing 

The Coal to Fertiliser plant will produce Urea with a 
by-product being elemental sulphur. The price of 
Urea has had a strong historical correlation to the 
price of oil. It has been assumed that the historical oil 
relationship holds for the forecast period and the 
price of Urea increases in line with oil over the 
period.  No revenue has been assumed for sulphur. 
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4.5 Coal to Liquids 
Solid Energy is also completing a feasibility study to assess the social, environmental, technical and 
commercial viability of building a Coal to Liquids plant converting Southland lignite into low sulphur diesel 
and export quality naphtha (refinery input).   
 
A coal to liquids plant utilises the same coal gasification technology as coal to fertiliser to produce syngas, 
but the syngas is taken through a further refinement process (called Fischer Tropschs or FT) to produce a 
finished transport fuel.   
 
The coal to liquids technology is also mature with large scale commercial plants in Germany and South 
Africa since the 1930’s, and more recently the FT technology has been applied to gas to liquid conversions 
in the Middle East.  However, the technology is very closely held and commercial scale expertise largely 
resides with 2 companies (Sasol and Shell).  Commercial arrangement will therefore be required with one of 
these entities to secure FT technology.  Solid Energy is already well advanced in discussions with these 
technology providers, prior to commencing negotiation on formal agreements.     
 
Solid Energy is investigating a plant producing 30-40k bbl/day(scaleable upwards), of which 75% will be 
diesel, with the objective of replacing all imported finished diesel products in New Zealand, the remaining 
25% being high quality naphtha for export.  A plant of this scale requires 12-15Mtpa of lignite production. 
 
This plant is signif n scale from the urea plant above.  The estimate of capital cost of a 
35kbbl/day plant is
 
High level Development Plan  
 
Key elements of an exploration and development plan for CTL in the accelerated development scenario are: 
 
Task Indicative Cost 

NZ$M 
By When 

Complete plant and mining feasibility studies 2011-2014 

Secure remaining land access and mineral rights  2015-2016 

Finalise detailed engineering design 
Consent CTL plant and mining operation 

2016 

Construction and commission CTL plant and related infrastructure  2017-2020 
 
 
 
Government Action Required 
 

a) CO2 credits allocated to the processing plant based on best practice technology given plants 
competitiveness at risk from imported product 

 
b) Active support/specific process created to manage project effectively through the consenting 

process given its national significance.  
  

c) Improve enforcement of existing permit work programmes and cancel existing permits which are 
not able to demonstrate an ability to viably extract minerals i.e. where only minerals under public  
roads are crown owned and available.  

 
 

RedactedRedacted

Redacted

RELE
ASED U

NDER THE O
FFIC

IA
L I

NFORMATIO
N A

CT 



Page 23 

 
Financial Analysis: Coal to Liquids 

Scenario Milestone Assumptions 

Accelerated • FEED complete 2016 
• Construction of 34,000 bbl/day transport fuels plant completed 2020 

Aggressive • Strong demand for transport fuels driven by global growth and/or short supply  
• Plant construction brought forward by three years 
• Construction complete 2017 

Conservative • Market for transport fuels soft by to weak demand and/or excess supply in the short 
term 

• Plant construction delayed by three years and capacity reduced to 17,000bbl/day 
• Construction completed 2021 
• Total construction cost 

Funding •  in feasibility studies funded with equity (NRL 100%) 
• Plant Construction costs are funded by 50% project finance debt and 50% equity 

(NRL 51%, Partner 49%) 
• Total construction cost  

Revenue and Pricing 

The outlook for commodities over the next 20 year 
period is for strong growth driven by demand in 
developing nations, particularly China and India.  For 
most natural resource commodities the ability of the 
supply side to bring more capacity to market in order 
to meet demand is highly uncertain and at risk.  
These macro drivers will see prices reflect this 
scarcity and strong price growth for oil is expected. 
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4.6 Carbon Capture and Sequestration (CCS) 
Solid Energy is investigating CCS opportunities in the South Island as a key component managing the 
carbon footprint from a large scale lignite development.   The CCS project forms part of a larger carbon 
management plan which incorporates a number of direct and indirect emissions controls. 
 
Gasification technology (above) has the significant advantage in that it extracts pure CO2 as a by-product 
from the gasification process – hence carbon is captured ready for sequestration without additional cost.  
The focus of the CCS project is therefore on sequestration, rather than capture, and identifying viable 
carbon reservoirs in close proximity to the plant with sufficient capacity and stability to store and hold CO2 
in-ground.  
 
The objective of the CCS work is to identify reservoirs with an ability to store 1 – 10Mtpa CO2.  Based on 
the results of our preliminary work, there is real potential to store CO2 of this scale within the region.    
 
A limiting factor to timing of this development is regulation.  Indications are that the legal timeframe to put 
the required legislation and regulation in place is possibly 3-5 years away.  The Crown is working resolving 
ownership of pore space and the associated liability issues.  This work is being completed with world 
leading consulting support and leveraging of Solid Energy’s involvement with Australian CO2CRC and the 
Global CCS Institute (GCCSI).  
 
High level Development Plan  
 
Key elements of an exploration and development plan for CCS in the accelerated development scenario 
are: 
 
Task Indicative Cost 

NZ$M 
By When 

Complete CCS reservoir characterisation program 
• 2D seismic 
• Exploration drilling 
• 3D seismic 

2013 

Construct appraisal well(s) for injection trial and monitoring   2014-2015 

Commission commercial scale CCS field 2016-1017 
* grant funding of NZ$13M 
 
 
 
Government Action Required 

 
a) Clarification on CCS regulations including certainty surrounding pore space ownership, ongoing 

liability and storage parameters. 
 
b) Prepare legislation/regulation to provide for a ‘first right of refusal’ to the National Resources 

Company for all CCS permits . 
  

 

Redacted
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Financial Analysis: Carbon Capture and Storage 

Scenario Milestone Assumptions 

Accelerated • Waste streams of CO2 available from 2017 onwards.  CCS plant not build until 
Carbon waste streams from Urea or Diesel available for assessment 

• CCS plant construction complete 2019 

Aggressive • Carbon pricing falls to zero by 2020.  Pricing signals in the market delay investment 
decisions after second year and program stopped without development of plant 

Conservative • No activity in this scenario, watching brief only 

Funding • Grant funding of  available to subsidise feasibility costs 
• in feasibility studies funded with equity (NRL 100%) 
• Plant construction costs are funded by 35% project finance debt and 65% equity 

(NRL 51%, partner 49%) 

Revenue and Pricing 
Given the international uncertainty surrounding 
regulations and carbon pricing, three distinct scenarios 
have been used post 2012 when the current 
introductory NZ ETS legislation rolls over.  In the upside 
case the carbon price falls to zero as no international 
agreement is established.  This is clearly a down side 
case for any CCS operation, however in the Solid 
Energy price paths scenarios this would have an overall 
positive effect on demand for Solid Energy products.  
Under the base case price path, which is applied to the 
accelerated and conservative development scenarios 
the carbon price rises slowly to NZ$30/TCO2e. 
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4.7 Underground Coal Gasification (UCG) 

UCG is an innovative technology with the potential to provide a ‘step-change’ in the way the mining industry 
accesses deep underground coal resources.   

The UCG process is initiated by drilling two 
adjacent wells into a coal seam, injecting 
pressurized oxidant such as air or oxygen/steam 
down one will, then igniting the coal seam via the 
injection well.  The overburden and pore water form 
the gasification reaction chamber, eliminating the 
requirement for both the mining of the coal and the 
majority of the associated surface processing plant 
of a conventional coal gasification plant resulting in 
considerable cost savings. The energy is recovered 
at surface from the second well in the form of a 
syngas (hydrogen, carbon monoxide). 

Underground coal gasification offers significant 
benefits over conventional mining: 

• Provides a genuine opportunity to effect a step 
change reduction in mining cost (50%+),  

• Allows access to deep unminable coal 
resources greatly increasing the volume of 
available energy resources  

• As an extraction technique for deep coals, it 
greatly improves resource recovery as it is able 
extract 2 – 3 times more coal energy than 
traditional underground extraction methods 
(coalfield dependant).   

• Converts coal into a feedstock ready to access 
new high value markets for example production 
of high value chemical products. 

• Operational advantages through higher 
productivity and most notably improvements to Health and Safety by avoiding the use of an 
underground workforce. 

In 2007 Solid Energy signed an exclusive technology agreement with Ergo Exergy Limited who is the most 
experienced and credible UCG technology provider in the market.   

Since this time Solid Energy has been developing the UCG opportunity within New Zealand and will have a 
pilot facility located in Huntly producing syngas late in the 2010 calendar year. 

Solid Energy expects to quickly take the leadership position in developing UCG technology by combining 
our unique resource characterisation and environmental management skills with Ergo’s UCG expertise to 
reduce project risk, accelerate commercial ‘scale up’ and improve productivity of the technology.   

A leadership position provides opportunity to deploy the technology across multiple projects within New 
Zealand and offshore.   A number of prospective UCG projects have been identified for development 
producing syngas to feed electricity generation, chemicals production (methanol) and steel production (see 
below)    
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 UCG Capability 

SE has built a very strong team that has the skills necessary to deliver a world class UCG solution. The 
team comprised of three key elements: 

1. Internal SE Team 

SE’s dedicated internal team comprises of specialist engineers, a project manager and technical writer 
with proven track records of delivering high quality projects. Additional company technical resources also 
provide specialist input as and when required. 

2. Technology provider Ergo Exergy Technologies Inc. (EETI) 

EETI is the most credible UCG technology provider in the market. EETI’s technology is based on the 
extensive Russian expertise with operators on the team holding 40 – 50 years of UCG experience.  EETI 
is also the only technology provider with a proven track record for development and operation of recent 
UCG pilot sites (both in Australia and South Africa).   

3. Existing specialist consultants 

Specialist consultants who have a long history of working with SE in the Waikato coalfield provide the 
benefit of their knowledge and experience to UCG specific issues. 

High level Development Plan  
 
Key elements of exploration and development plan for UCG in the accelerated development scenario are: 
 
Task Indicative Cost 

NZ$M 
By When 

Construct and operate UCG pilot plant in Huntly 2010-2012 

Commercial UCG development of Huntly coal field  
• Feasibility and detailed engineering studies complete 
• Resource consents granted for commercial site  
• Gasification well drilling and construction of site infrastructure  
• Construction of pipeline infrastructure to access market for off-take 

2012-2017 

Construct and operate UCG pilot plant in offshore location 2013 

Multiple new commercial UCG development within New Zealand and 
offshore (~1 project every two years) 
• Feasibility and detailed engineering studies complete 
• Resource consents granted for commercial site  
• Gasification well drilling  
• Construction of pipeline infrastructure to access market for off-take 

2014-2019 

Redacted
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Financial Analysis: Underground Coal Gasification 

Scenario Milestone Assumptions 

Accelerated • Huntly pilot plant complete 2012 
• Huntly commercial plant development 2013-2017 
• New UCG target 2013, pilot plant 2014, commercial plant 2016-2019 
• New UCG target identified every second year 

Aggressive • Huntly development as per accelerated scenario 
• New UCG target identified, three in every four year period  

Conservative • Huntly development as per accelerated scenario 
• New UCG target identified, one in every five year period 

Funding • Huntly project funded by equity (NRL 100%) 
• Pre 2018 new UCG projects funded by debt 45% and equity 55% (NRL 75%, 

Partners 25%) 
• Post 2018 new UCG projects funded by debt 45% and equity 55% (NRL 50%, 

Partners 50%) 

Revenue and Pricing 

The UCG syngas can be utilised as a feedstock for 
electricity generation or for some specialised 
chemical synthesis processes.  UCG syngas is a 
direct substitute for natural gas and therefore the 
domestic wholesale price of natural gas has been 
used as a proxy for UCG syngas.  Some upside may 
exist with this assumption as certain chemical 
processes convert natural case to syngas, therefore 
there maybe some avoided processing costs. 
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4.8 Coal Seam Gas (CSG) 

Extraction of methane gas (natural gas) 
from deep coal seams is a technology 
pioneered in USA 20 years ago (now 
providing 15% of USA gas production) 
and more recently has seen significant 
development in Australia.   

CSG is a premium natural gas (high 
purity low CO2).  This is gas compatible 
with conventional natural gas and 
therefore can be distributed to market 
using existing gas pipeline 
infrastructure.    

CSG has potential to be a strong 
contributor to the New Zealand gas 
market, but is unlikely to be a dominant 
gas supplier given the limited scale of 
CSG opportunities available.  Expect 
CSG to provide a maximum of 10 – 15% 
of NZ gas market supply   

SE has been progressing the 
development of CSG in New Zealand 
since 2004 and is the most advanced coal seam gas developer in the country.  SE is focused is on 
developing CSG in the North Island to utilise existing reticulated gas infrastructure and currently holds 
petroleum permits across the Huntly and Taranaki coal fields (two largest North Island coal regions) and 
has an application pending over a permit area South of Auckland.   

Development to date has largely been within the Huntly permit.  Many key milestones have been achieved 
including first CSG gas production in NZ, continuous production of gas for 12 months, conversion of gas 
through electricity generation, and first CSG sales in NZ including the first CSG royalty to Crown Minerals. 

A significant exploration programme is underway in Taranaki which to date has provided strongly positive 
results, indicating significant gas in place.  Initial estimates show that the Taranaki permits appear to hold 
significantly more gas in place than Huntly.  Further work is required to assess permeability and gas flow 
potential from this region.  Expect pilot plant gas to be extracted during 2012 
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High level Development Plan  
 
Key elements of an exploration and development plan for Coal Seam Gas in the accelerated development 
scenario are: 
 
Task Indicative Cost 

NZ$M 
By When 

Commercial development of Huntly coal field  
• Commercial well development – electricity generation 
• Construction of pipeline infrastructure to access gas transmission 

network 
• Commercial production well development 

  
Dec 2010 
Dec 2011 
 
Dec 2012 

Exploration of Taranaki coal field 
• Exploration drilling 
• Pilot well production 

 
Dec 2012 
Dec 2013 

Commercial development of Taranaki coal field  
• Commercial well development – electricity generation 
• Construction of pipeline infrastructure to access gas transmission 

network 

 
Dec 2013 
Dec 2013 

 
 
 

Redacted
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Financial Analysis: Coal Seam Gas 

Scenario Milestone Assumptions 

Accelerated • Huntly commercial development 2010-2020 (5 wells in 2010, the 10 wells per year) 
• Huntly market infrastructure constructed in 2011 
• Taranaki pilot 2012 
• Taranaki market infrastructure constructed in 2013 
• Taranaki commercial development 2013-2024 (10 wells 2013 & 2014, then 20 wells 

per year) 

Aggressive • No change to development plan– revenue and operating cash flow differences 
reflect pricing assumptions 

Conservative • No change to development plan (this case is identical to the accelerated case) 

Funding • Huntly development funded by equity (NRL 100%) 
• Market infrastructure capital for Huntly and Taranaki and all Huntly development 

capital are funded using equity (NRL 100%) 
• Taranaki development capital is funded using 50% project finance debt and the 

balance as equity (NRL 100%) 

Revenue and Pricing 

Current domestic natural gas prices are under 
upward price pressure due to supply issues as Maui 
gas declines.  Industrial users are starting to pay 
higher prices as the cheap gas is no longer available 
and the inability of any gas producers to write 
significant long term contracts means that 
development of new industrial and commercial plants 
are stalled.  

The Solid Energy base scenario anticipates continual 
price rises based on scarcity with an upper level 
based on price parity with thermal coal, being the 
substitute for gas in many applications, particularly 
generation. 
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4.9  Oil and Gas 
 
Market Opportunity 
 
Global conventional oil production has likely already peaked or will certainly do so within the next 5 to 10 
years with most major oil producing fields now in steady decline (6%pa on average – IEA).   
 
Demand is expected to grow very quickly as 
the world recovers from recession and 
based on the current IEA predictions even at 
steady demand the world would have to find 
the equivalent of four Saudi Arabia’s by 
2030 to maintain production and six Saudi 
Arabia’s if it is to keep up with the expected 
increase in demand between now and 2030.    
 
Oil prices are expected to rise significantly in 
the medium to long term as the market 
supply imbalance again pushes prices away 
from the traditional marginal cost of 
production to what the marginal buyer is 
willing to pay for fuel regardless of the 
underlying production costs.   
 
New Zealand is fully linked to the world oil markets with no constraints on production or infrastructure 
required to move product to market. 
 
Gas economics in NZ are currently largely disconnected from the world gas market as NZ has no 
import/export pipeline capacity and no export/import LNG facilities.   
 
NZ’s gas market is confined to the North Island and is supplied from the Taranaki region by a major pipeline 
running from Oaonui to Huntly.  Smaller capacity exists to Auckland and beyond, and to Wellington and the 
East Coast.  Gas consumption historically has varied between 150 and 250 PJpa and is mainly dependent 
on electricity generation and petrochemicals (Methanol).  Presently the 1000MW Huntly power station is 
running on coal rather than gas and petrochemical production is at 1/3 maximum rate.  CCGT electricity 
capacity is a gas price taker, while the 1000MW Huntly generation plant has a choice between gas and 
coal.  Petrochemical plants are international price takers for their products so have limits to price they will 
pay for gas.  Other industries also take gas but these are smaller in capacity although many are important 
to the NZ economy e.g. our dairy industry. 
 
The current gas market offers no 10+ year gas contracts as capacity is tight over this time horizon.  Major 
gas users (who must use energy in NZ) may be forced to seek alternative energy options over the medium 
term due to gas uncertainty. 
 
New gas finds in the Taranaki region would have ready access to customers up to 50 PJpa in total with 
potential for new customers above this quantity. 
 
In most areas outside Taranaki to the North, East and South pipeline capacity is insufficient or non existent 
(no pipeline capacity in South Island).  Gas finds of 1Tcf remote from Taranaki would require new plant(s) in 
that location or gas would need to be reinjected if condensate or oil economics were economically attractive 
on a standalone basis.  A major gas find in the 5Tcf range (Maui size 3.5Tcf) remote from pipeline capacity 
would present some interesting opportunities.  New facilities may struggle to consume this quantity of gas 
over the life of the field.  Depending on the supply/demand balance and projected price, LNG may or may 
not be an opportunity.  Current world scale LNG is associated with larger fields and is closer to market, 
however some smaller players do exist in niche markets. 
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Potential new gas users: 
• CCGT 25 PJpa 
• Fertilisers 25 PJpa 
• Methanol 50 PJpa 
• GTLs 150 PJpa 
• LNG 250 PJpa 
 
New Zealand Supply 
 
New Zealand is light to moderately explored in the Taranaki basin and minimally explored in other potential 
areas.  Success to date has occurred both onshore and offshore in Taranaki with fields typically producing 
gas and condensate with some modest oil plays.  These have generally been smaller onshore than 
offshore. 
 
New Zealand’s oil and gas exploration and production (E&P) is dominated by overseas owned E&P 
companies.  80%+ of oil production and 70%+ of gas production is owned by off-shore companies.  Most of 
the E&P companies operating in New Zealand are small to medium scale, with limited involvement from the 
major oil companies.  
 

 
 
From the perspective of an international “dispassionate” E&P company New Zealand suffers in comparison 
with other international locations: 

• NZ is regarded as gas prone with a prospectivity ratio of approximately 1 in 7 to 1 in 10.   
• There is only modest gas market potential of ~250 PJ/yr and no gas export pipelines or LNG 

capacity   
• Potential NZ finds could be expected at ~500 bcf gas and oil of <250 million bbls   
• NZ’s remote location makes mobilization and drilling expensive especially for offshore wells 

 
In essence NZ does not generally attract major explorers as they perceive better risk weighted returns on 
their exploration capital based on better prospectivity, larger potential finds and access to larger gas 
markets in other locations.  Improving/modifying NZ’s royalty regime will not change NZ’s basic 
prospectivity. 
 
However, the issues above do not indicate that oil and gas exploration in NZ is not economically attractive, 
it is just not attractive to a “dispassionate” international investor. 
 
Exploration has been successful and economic in several locations in the Taranaki basin including Maui, 
Kapuni, McKee, Waihapa, Mangahewa, Pohokura, Kupe, Tui and others.   
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Other frontier basins in New Zealand provide genuine prospects for oil and gas extraction.  The table below 
was prepared by AUPEC and represents the probabilistic results of an economic evaluation of potential 
New Zealand oil and gas fields.  
  

 
          Source: AUPEC 
 
Although probability of success is low (largely due to insufficient knowledge) there are a number of 
potentially significant prospects in these known basins.  The missing element is the risk capital required to 
gather data and explore these fields with 1 in 10 probability of success.  
  
A ‘Passionate’ Investor 
 
The key component to continue exploration success in NZ is an injection of exploration risk capital for 
seismic and drilling of initial wells.  A ‘passionate” investor is required who wants success specifically for NZ 
AND is able to access the wider commercial benefits accruing to New Zealand through additional economic 
activity (tax revenue and downstream economic demand), benefits of energy security in NZ in both liquids 
and gas, balance of payments improvements etc.   
 
Although many small players are active in NZ, most have only modest risk capital and can not mount a 
multi-hole offshore programme.  Small players are having some success onshore, but the value created for 
New Zealand is modest. 
 
If potential prospects can be quantified using local risk capital then “dispassionate” offshore investors will 
invest in the production facilities in NZ which are required to bring the gas/oil to market, albeit for a 
significantly lower portion of equity.   
 
An integrated National Resources Company is the passionate investor to support E&P development which 
will drive and directly benefit from the economic activity while securing the maximum value, ownership and 
control for New Zealand. 
 
Through significant interests in oil and gas this Company will deliver enormous benefit (financial and non-
financial) to New Zealand, including 

• Encouraging oil and gas exploration to enable substantial increases in revenue to Government  
o Royalties for access to resources,  
o Return on risk capital invested to quantify opportunities,  
o Revenue from resource ownership positions resulting from free carry.   

• Improve energy security in NZ in both liquids and gas. 
• Satisfy the current gas demand in NZ which is critical to our economy to support processing primary 

produce and encourage existing production to remain in NZ. 
• Provide energy security and certainty required to support new investment in New Zealand 
• Minimise energy switching to higher CO2 emitting fuels. 
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Capability Required 
 
Securing access to world class capability and expertise in oil and gas exploration and production is 
absolutely critical to the successful development of New Zealand’s petroleum resources under a new 
National Resources Company.    
 
This capability must be developed at all levels of the organisation including the Governance level.  
 
From inception the immediate action is to recruit 2 senior roles with world class expertise:  
 
Position  Key Attributes 

General Manager 25+ years experience with oil major, including senior management, governance and 
technical roles.  

Exploration Manager 15+ years experience with major E&P business, including world class knowledge of 
risk quantification methodologies.   

 
It is unlikely that these skills currently reside in New Zealand, but based on preliminary assessments there 
are a number of highly experienced New Zealanders currently abroad who would be very attracted to these 
roles.  A short short-list would be prepared very quickly for these roles. 
 
Once the 2 key positions are in place these individuals will be tasked with completing the initial exploration 
planning and resourcing the programme with an appropriately qualified team of people.  The total staff 
requirement will be depend on the resourcing model and development profile, but to deliver an accelerated 
exploration programme over multiple basins it is expected that a team of 40 – 50 people will be required 
covering a range of disciplines: 

• Geophysicists 
• Exploration geologists 
• Reservoir engineers 
• Drilling engineers 
• Market analysts 
• Legal 
• Commercial 

 
These skills are available in the market today, although resources are tightening up as E&P companies 
increase exploration in a recovering economy.  Many of these people will come from offshore; however 
there is a preference to have some New Zealand specific experience within the team.   
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Business Plan Work Programme 
 
A programme must include a significant commitment to gathering data and exploration in prospective 
frontier basins with a view to farming in partners with development capital once the resource is partially 
derisked.   The Taranaki basin should also be a target given the quality and quantity of data currently 
available from which to base investment decisions.    
 
Task Indicative Cost By When 

Secure immediate capability and expertise in oil and gas exploration and 
production (see above) 

Immediate 

Consolidate Government owned petroleum resources  
• Transfer ownership in Kupe and other Government permits 

Dec 2010 

Secure prospective petroleum acreage 
• Secure permits over unallocated acreage (Northland, East Coast and 

Southland) through FRoR (above) 
• Secure existing permits through purchase, partnering or FRoR  (above)

Dec 2010 

Plan and undertake comprehensive exploration program 
• Explore Taranaki onshore and offshore opportunities 

− Gather and interpret existing data, acquire additional seismic 
− Undertake multiple well drilling program  

• Select 3 prospective “frontier basins’ 
− Acquire comprehensive seismic data, undertake multiple well drilling

program   
− Seek partners to fund/farm into programmes 

 2011 - 2017 

Bring multiple ‘Pohokura’ scale fields to market 2018+ 
 
 
Government Action Required 
 

a) Consolidate all Government ownership in oil and gas prospecting, exploration and operational 
permits, into the National Resources Company.  Key permits are as follows: 

 
Owner 
 

Location   Permit  Type Size Expiry 

Genesis Power Limited (31%)* 
- Kupe Holdings Ltd 
- GP No2 Ltd 

Offshore 
Taranaki 

38146 MP 257 km2 Oct-21 

Genesis Power Limited (100%) Offshore 
Taranaki 

381204 EP 516km2 Apr-12 

Mighty River Power (10%) Offshore 
Taranaki 

38491 EP 714km2 Jun-14 

Mighty River Power (50%) 
 

Southland 38226 EP 558km2 Nov-13 

* see attached Kupe summary from McDouall Stuart report 
 
b) Improve enforcement of existing permit work programmes and cancel existing permits which are 

not able to comply with agreed work programmes.   
 
c) As current permits expire, ensure new work programmes reflect comprehensive plans and 

significant ongoing investment in resource development.  Company’s unable to agree to work 
programmes or demonstrate a genuine ability to deliver the program will have the permits released. 

 
d) Alter legislation/regulation to provide for a ‘first right of refusal’ to the National Resources Company 

for newly available permit areas, cancelled permits and permits released by current holders.  
 

 

Redacted
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Financial Analysis:  Oil and Gas 

Scenario Milestone Assumptions 

Accelerated • Exploration drilling commences 2011 ramping up to  by 2015 
• Production facilities developed over five years with first gas/oil 2020 

Aggressive • Market drivers warrant faster ramp up of drilling campaign to  by 2014 
• Production facilities developed within four years of discovery with first gas/oil 2018 
• Size of discovery 50,000bbls/day 

Conservative • Less extensive drilling program ramping up to from 2013-2018 
• Production facilities developed over six years 
• Production 2022 
• Size of discovery 25,000bbls/day 

Funding • Exploration capital expenditure will be funded on an equity basis.  NRL will look to 
partner by farming in or out of permits as required.  

• NRL will provide 60% of the equity with partners providing the balance.  The exact 
timing of partner equity based on risk assessment and the availability of capital. 

• Production capital expenditure is assumed to be 50% project finance debt with the 
balance being equity (NRL 60%, partners 40%) 

Revenue and Pricing 

Exploration and operation of permits will likely be 
done in conjunction with industry partners and there 
would certainly not be a requirement for NRL to be 
the Operator of any field or the sole developer and/or 
owner of the production facilities. 

Note: The financial assessment below for Oil and 
Gas development excludes Kupe cash flow to 
support the exploration program. 
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4.10 Methane Hydrates 

Market Opportunity 
 
Gas hydrates have attracted a lot of interest in the 
past decade given: 
• Many conventional forecasts (e.g. IEA project 

demand for natural gas continuing to grow 
very strongly over the next 25 years, and 
assumes supply will be available to support 
this. 

• However International Gas Association has 
said privately it has “no idea” how these 
demand projections will be meet. 

• Methane hydrates constitute a potentially vast, 
relatively climate-friendly and efficient source 
of natural gas, with large deposits located in 
close proximity to expected growth demand 
areas (e.g. Japan and India) compared to 
current resource areas for conventional gas;  

• Significant methane hydrate deposits have 
been discovered within the jurisdiction of countries currently without indigenous oil or gas resources 
(e.g. Japan, India, and Korea).  

 
The consensus estimate of the potential size of the methane hydrate resource worldwide is approximately 
700,000 trillion cubic feet (“tcf”) of gas.  By way of comparison proven world natural gas reserves, as 
reported by Oil & Gas Journal in 2009, were about at 6,000 tcf. 
 
It is too early to estimate the amount of Methane Hydrate resource that will be ultimately recoverable but the 
scale of the resource indicates that with the technology development over time Methane Hydrates can be a 
potentially global source of energy for the future. 
 
Technology 
 
Most of the research activity to date has focussed on the size and nature of the resource and assessing the 
different methods of extraction.  It is thought that conventional oil and gas or coal seam gas extraction 
techniques will be directly applicable for the recovery of Methane Hydrates. 
 
The most advanced pilot programme to date is in Mallik in Canada where in 2008 the first successful 
production test was concluded producing gas over a six day period using both depressurisation and thermal 
stimulation.   
 
There are a number of other International research projects underway in Japan, China, India, Canada and 
the US.  Typically these programs are funded by way of government grants.  Most programs anticipate 
commercial gas production within the decade however JNOC (Japanese Oil, Gas and Metals National 
Corporation) is targeting commercial flows by 2016. 
 
Preliminary findings suggest that commercial hydrate production will always be less competitive than 
conventional gas reservoir and comparisons are made with coal seam gas production and other 
unconventional gas plays. 
 
Although technical, environmental and economic viability has yet to be proven all indications are that 
adaptations of existing conventional oil and gas and coal seam gas production techniques will provide most 
of the solutions required for commercial production. 
 
International Oil Company (IOC) Strategy 
 
Some IOCs are participating in projects in the US and expect others to take methane hydrate positions over 
the next few years. 
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New Zealand Methane Hydrates Strategy 
 
New Zealand is thought to have some of the 
most prospective gas hydrate resource plays in 
the world.  The Hikurangi Margin on the East 
Coast of the North Island has been identified 
has having greatest potential.  Recent studies 
suggest a resource base in this region of over 
800 tcf potentially recoverable, the equivalent of 
about 200 Maui gas fields.  This is >10% of the 
total current global natural gas reserves.  By 
comparison current New Zealand demand is of 
the order of ~0.14 tcf per annum (150PJ).  
 
New Zealand has a unique opportunity to secure 
an early position in the development of this 
globally significant frontier resource.   
 
However, to maximise the value of this 
opportunity the correct strategy must be 
selected.  For New Zealand this strategy is to 
maintain an option in all areas of methane 
hydrate extraction but using the least available 
capital. 
 
Therefore New Zealand should: 
 
• Secure and hold resource rights; 
• Understand and characterise the resource;  
• Secure technology and capability. 

 
This strategy involves lower levels of capital in the short term but secures higher potential value for New 
Zealand by providing the opportunity to move quickly to operations and capital participation as technology 
matures.  Without resource ownership or technical capability New Zealand will only ever participate in a 
permit royalty stream or as a capital provider in the value chain. 
 
In order to maximise the value of the resource, the technical knowledge, know-how, key learning’s, 
systems, processes and intellectual property all need to be retained inside a commercial entity.   
 
A National Resources Company will leverage the following capability: 
• Solid Energy’s existing capability in the following areas: 

- Coal seam gas extraction capability 
- resource exploration and modelling 
- knowledge of NZ specific conditions including geological, environmental and unique 

shareholder expectations 
- Stakeholder relations (noting seabed and foreshore)   

• NRL capability developed with the oil and gas exploration team. 
 
 
 
 
 
 
 
 
 
 
 
 

RELE
ASED U

NDER THE O
FFIC

IA
L I

NFORMATIO
N A

CT 



Page 42 

High level Development Plan  
 
Key elements of a Methane Hydrate development plan in the accelerated development scenario are: 
 
Task Indicative cost 

NZ$M 
By when 

Secure resource rights 2010 

Build in-house capability 
• Program Director 2010 
• Technical Director 2011 

2010-2011 

Resource characterisation 
• Mapping the resource 
• Seismic (if required) 

2011-2014 

Establish international credibility 
• Potential participation in current projects 

2011-2017 

Secure technology partners 2016-2019 

Resource characterisation 
• Offshore Drilling program include a pilot 

2019-2021 

Development of Commercial Field 
• Pilot phase 10PJ in cluster of 6 wells 
• Demonstration scaling to Commercial development (150 - 300 PJ) 

2020-2025 

 
 
 
 
Governmental actions 
 
• Alter legislation/regulation to provide for a ‘first right of refusal’ to the National Resources Company for 

newly available prospective methane hydrate permit areas.  
 
 
 
 
 

Redacted
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Financial Analysis: Methane Hydrates 

Scenario Milestone Assumptions 

Accelerated • Resource characterisation 2011-2014 
• Site selection 2018-2020 
• Production facilities completed 2020-2025 

Aggressive • Significant advances in extraction technology and securing a technological partner 
allows project to be brought forward 

• Site selection complete by 2017 
• Production facilities complete by 2021 

Conservative • Slower development timetable due to technical difficulties and less market pressure 
for new gas 

• Commercial gas flows commencing in FY2028 

Funding • Development capital will be equity funded (NRL 100%) 
• Opportunities to bring in partners on a farm in/farm out basis will be assessed on a 

case by case basis 
• Commercial field development of is assumed to be 50% project finance debt and 

50% equity (NRL 51%, Partners 49%) 

Revenue and Pricing 

Current domestic natural gas prices are under 
upward price pressure due to supply issues as Maui 
gas declines.  Industrial users are starting to pay 
higher prices as the cheap gas is no longer available 
and the inability of any gas producers to write 
significant long term contracts means that 
development of new industrial and commercial plants 
are stalled.  

The Solid Energy base scenario anticipates continual 
price rises based on scarcity with an upper level 
based on price parity with thermal coal, being the 
substitute for gas in many applications, particularly 
generation. 
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4.11 Iron Sands 

 
Market Overview 
 
Strong demand growth for key 
commodities (particularly steel and 
related inputs) is expected to continue 
for the foreseeable future as the 
developing world strives to improve 
it’s standard of living (GDP/capita) 
commensurate with other first world 
countries.   

The world’s two largest populations 
(China and India) are following a 
consistent path to developed countries 
when plotting GDP/capita with crude 
steel intensity.  The most concerning 
issue is the enormous potential for 
demand growth if they are to catch-up 
with other developed countries.      

For this to occur global supply of most steel inputs (primarily iron ore/iron sands and carbon reductant – 
coal) will need to double or more within the next 15 - 20 years. 

Supply constraints on high quality coking coal and the ability for new iron ore developments to match supply 
is expected to drive steel prices increasing higher.  

 

 
 
 
New Zealand Iron Sand Supply Opportunities 
 
The case study completed by McDouall Stuart (included below), provides a reasonable overview of the New 
Zealand iron sands resource opportunity.   
 
The iron sands resource is significant (up to ~1 billion tonnes) with future value of $100B or more.  To date 
only a small percentage of this has been extracted, most of which has been supplied to the New Zealand 
Steel plant at Glenbrook or exported to Asia for steel production. 
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The most prospective iron sand resources are located on the West Coast of the North Island (as highlighted 
below).  The majority of these resources are currently under permits have been secured recently by 
offshore owned companies under 2 year prospecting permits.   
 
The key permit holders are: 
 
Company Ownership Permit type Permits Area 

Fortesque Metals Group Ltd  Australia plc PP 50960, 50961, 
50873, 50874 

~14,000km2 

Seafield Resources Ltd Offshore various CSL 51979, 39291 10,193km2 

Trans-Tasman Resources Limited Majority Australian PP 50383, 50753 8,500km2 

Sinosteel Australia Pty Ltd Australia, China PP 39344 4,874 km2 

Sericho Development Ltd Australia, China PP 50451 3,249 km2 

Rio Tinto (60%) 
Iron Ore NZ Ltd (40%) 

Australian plc EP 51496, 51498 127 km2 

   
In addition to the scale of the deposits, the key advantage of the New Zealand Iron sands resource is the 
very low cost of extraction (25 – 30% of iron ore costs).  Mining costs are very low and the coastal nature of 
the resource requires minor transport infrastructure.   
 
However the quality of iron sands (particularly titanium content) is a major impediment to development as 
there is only a limited number of steel plants able to process these iron sands effectively and hence the 
market globally is very small.  Evidence of this market constraint can be seen in traded volumes which have 
declined over the last 5 years, even though iron prices have increased significantly.    
 
Based on current steel plant infrastructure, there appears to be limited ability to substantially increase the 
export market for raw iron sands.   
 
The best way to generate significant additional value from iron sands is to construct processing facilities in 
New Zealand to produce and export high value semi or fully finished steel.  This is a very similar business 
proposition to the Southland lignite coal resources, which are also large scale and low cost but require 
processing facilities to convert the lower quality resource to high value end products for distribution to 
market. 
 
A number of prospective technologies exist to convert iron sands into high grade partially processed steel at 
a lower capital cost than constructing a fully developed steel plant.  These conversion technologies provide 
the most immediate and significant opportunity for iron sands development. 
 
There are many synergies between this opportunity and Solid Energy’s existing coal business.  Outside of 
iron sands the key ingredient to producing high value steel products is carbon (from coal).  Solid Energy’s 
North Island coal resources (primarily sub bituminous) will yield significantly higher returns as an input to 
the steel process (competing with coking coals) than if sold into the thermal coal market. 
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Capability Required 
 
New capability will certainly need to be introduced to manage the iron sands development programme 
noted above.  However, building this capability is not perceived as a significant risk for iron sand 
development for the following reasons: 
 

• Iron sands mining is a very straight forward activity 
• The technology related to iron sands mining, capture, dewatering and transportation (slurry 

pipelines, shipping etc.) is mature and available ‘off the shelf’ 
• There is a high degree of skill compatibility between Solid Energy’s existing business and that 

required for iron sands development. Solid Energy will leverage the following core in-house skills to 
quickly build capability to support world class iron sands development. 

o Exploration drilling, geology and extractive mining skills 
o Environment and regulatory capability 
o Large scale project management systems and skills 
o Bulk materials handling  
o Slurry pipeline operations (similar to Spring Creek mine) 
o Process engineering capability to assess and design conversion technologies 
o Network of world class consultants across many disciplines including engineering, 

environmental, financial etc.        
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High level Development Plan  
 
Key elements of an Iron Sands development plan in the accelerated development scenario are: 
 
Task Indicative Cost 

NZ$M 
By When 

Identify and secure key iron sands resources  
• Permits accessed through FRoR above 
• Assess opportunities to purchasing current operating iron sands sites at 

Waikato North Head and/or Taharoa sites 

 
 

 
$? 

 
2010 - 2011 

Confirm market potential and work to increase raw iron sand exports 
• Leverage Solid Energy extensive steel market network 
• Develop partnership opportunities –including long term off-take 

agreements to secure/underwrite capital development.  

Dec 2011 

Develop new iron sands mine or extend existing capacity 
• Complete resource proving and mining feasibility 
• Construct and operate iron sands mine and export facility 

Dec 2013 

Select and secure optimal conversion technologies 
• Global search and assessment of iron sands conversion technologies 
• Secure prospective technologies through contractual relationships 

Dec 2010 

Design, engineer and construct conversion plant(s)  (pilot and 
demonstration) (100kpa – 500ktpa) 

2016 

Feasibility and engineering studies for commercial scale conversion plant 
for export 

2018 

Design, engineer and construct second train for commercial scale 
conversion plant for export (additional 10 Mtpa) 

2020-2021 

 
 
 
Government Action Required 
 
There are 3 key actions required by Government to support iron sands development: 
 

a) Improve enforcement of existing permit work program and cancel existing permits which are not 
able to comply with agreed work programs.   

 
b) As current permits expire, ensure new work programmes reflect comprehensive plans and 

significant ongoing investment in resource development.  Company’s unable to agree to work 
programmes or demonstrate a genuine ability to deliver the program will have the permits released. 

 
Note: points a and b do not require changes to the existing minerals regime, but more vigilant 
enforcement.  
 

c) Alter legislation/regulation to provide for a ‘first right of refusal’ to the National Resources Company 
for newly available permit areas, cancelled permits and permits released by current holders.  

 
 
 
 

Redact
ed

Redacted
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Financial Analysis:  Iron Sands 

Scenario Milestone Assumptions 

Accelerated • Ongoing resource characterisation 2011-2017 
• Mining and production facility constructed in 2013 (initial 1MT) 
• Incremental production increases (2016,+1MT), (2018, +3MT), (2021, +7.5Mt) 

Aggressive • Market opportunity allows entry point to be brought forward by one year 
• Mining and production facility constructed in 2012 (initial 1MT) 
• Incremental production increases (2014,+1MT), (2016, +3MT), (2019, +7.5Mt) 

Conservative • Mining and production facility constructed in 2014 (initial 1MT) 
• Incremental production increases (2016,+1MT), (2022, +3MT) 

Funding • NRL has allowed NZ$30M of development capital over the first 6 years for on going 
resource characterisation funded by equity (NRL 100%) 

• Funding for mining plant, production and processing facilities are funded 50% debt 
and 50% equity (NRL 100%) 

Revenue and Pricing 

With the exception of the New Zealand Steel plant in 
Glenbrook Iron Sands are generally blended with 
Iron Ore as a way to reduce feedstock costs in the 
steel making process.  Iron Sands price has been 
correlated to the Iron Ore price based on current 
prices for Iron Sands of around US$22/T.  This is 
approximately 35% of the Iron ore price so this 
relationship is assumed to hold with time. 
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. 
 
 

Redacted
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Redacted
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4.13  Other Minerals 
With the exception of gold, silver, and 
iron there is currently no commercial 
production of metallic minerals in New 
Zealand. 
 
New Zealand’s unique geology 
provides numerous industrial mineral 
resources with potential for 
commercial scale production, however 
the country is largely under explored 
this potential remains unquantified. 
 
In addition to the opportunities 
discussed specifically (iron sands, 
silicon) in the business plan, the most 
prospective minerals include:  
• Silcon Metals 
• Copper 
• Nickel 
• Rare earth elements 
• Ilmenite sands 
 
While these minerals may not exist in 
world scale quantities, high value 
niche and speciality mineral 
production opportunities provide 
significant potential for New Zealand.  
 
New Zealand needs a comprehensive 
drilling programme to identify the key 
targets and quantify the resource 
potential. 
 
An integrated National Resources Company will provide the capability in drilling, seismic, resource 
characterisation, access and permitting to quantify the opportunity and create the value proposition.  From 
this point partnerships with market specialists can be explored to develop the commercial activities.       
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High level Development Plan  
 
Key elements of development plans for a silicon metals plant : 
 
Task 
 

Indicative Cost By When 

Secure key Southland resource permits at Pebbly Hills 
 

Dec 2010 

Revise existing feasibility study based on current capital and operating 
costs 
 

Dec 2011 

Integrate electricity requirements with Southland lignite projects   
   

Dec 2012 

Complete detailed design and received  resource consents 
 

Dec 2014 

Investigate project partners to support with construction of silicon metals 
plant and market off-takes 
 

Dec 2014 

Build and commission 100ktpa silicon metals plant 
 

Dec 2016 

 
Key elements of an exploration and development plan for other minerals are: 
 
Task 
 

Indicative Cost By When 

Secure key resource permits areas   
• Permits accessed through FRoR above 
 

Dec 2010 

Undertake comprehensive exploration programme to identify key mineral 
targets  
 

Dec 2011 

Develop equity and/or funding partnerships  
   

Dec 2012 

Develop mineral extraction projects for niche global markets  
 

Dec 2014 

 
 
 
Government Action Required 
 
There are 4 key actions required by Government to support other mineral development: 
 

a) Improve enforcement of existing permit work programme and cancel existing permits which are not 
able to comply with agreed work programmes.   

 
b) As current permits expire, ensure new work programmes reflect comprehensive plans and 

significant ongoing investment in resource development.  Company’s unable to agree to work 
programmes or demonstrate a genuine ability to deliver the programme will have the permits 
released. 

 
Note: points a and b do not require changes to the existing minerals regime, but more vigilant 
enforcement.  
 

c) Alter legislation/regulation to provide for a ‘first right of refusal’ to the National Resources Company 
for newly available permit areas, cancelled permits and permits released by current holders. 

  
d) Confirm availability of CO2 credit allocation to the silicon metals plant based on best practice 

technology given plants competitiveness at risk 
 
 

Redacted

Redacted
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4.14 Related industry development  
 

The successful development of a National Resource Company and the key business areas identified 
above will provide enormous opportunity for related industry development upstream, downstream and 
within surrounding support services.    
 
An ability to build capability quickly to support the development of national resource projects is a key 
enabler and risk to the success of this strategy.  Regarding capability building there are two specific and 
significant opportunities to highlight: 
• Global Research Centers 
• Centers of industry excellence 
 
Global Research Centers 
 
A significant opportunity exists to establishment global research centers in New Zealand to support our 
national resource developments across a range of technologies, including gasification, methane hydrates, 
direct reductant iron (DRI) etc. 
 
This has been discussed at a conceptual level with leading technology providers who in principle see 
setting up global research facilities in New Zealand as an attractive opportunity to leverage the life style 
advantages New Zealand offers to attract and retain key technical staff.    
 
There are clear benefits for New Zealand’s in attracting global research centers to the country: 
 
• Building world class capability in New Zealand to support the ongoing development of the resources 

industry 
• Development of propriety knowledge and intellectual property able to be leveraged internationally.  
• Attracts a highly skilled and highly paid workforce from offshore to New Zealand 
• Creates excellent employment opportunities and career paths for young New Zealanders   
• Generates significant direct and indirect economic returns for New Zealand 

 
There will be need to establish formal technology relationships with other global research centres who are 
developing expertise in relevant areas – gasification, underground coal gasification, methane hydrates, 
seismic techniques which may assist interpret NZ geology. 
 
Establishment of partnering relationships with key offshore corporations is also important to facilitate best 
practice technology and interchange of students/staff in both directions for development and upskilling. 
 
This research center concept is currently demonstrated in Australia where Australia has taken a global 
leadership position in setting up research centers (CO2CRC and GCCSI) focusing on Carbon Capture and 
Sequestration technologies and projects.  These centers support new project development and provide an 
important resource capability to industry. 
  
Centers of Industry Excellence 
 
Building capability to support the significant industries created by a National Resources Company is a key 
element to ensuring project development and growth is not constrained by access to key resource. 
 
There is a significant role for a National Resources Company to work with tertiary institutions and CRIs to 
create centers of industry excellence ensuring there is adequate supply of highly skilled resource to support 
ongoing development.  These centers of excellence are not confined to higher end professional 
occupations, but must include development of specialist trades, industry specific standards including health 
and safety. 
 
Providing courses which create genuine high paid employment opportunities for New Zealanders will also 
help to address the current ‘brain drain’ to Australia and abroad. 
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5 NATIONAL RESOURCES LIMITED (NRL) – CONSOLIDATED 
BUSINESS PLAN 

 
Overview 
 
The proposed National Resources Company would provide a single entity with control over a collection of 
mining, conventional oil and gas, unconventional oil and gas assets, industrial minerals and some new 
energy options for the longer term.  By combining these activities this National Resources Company would 
have the ability to accelerate the development of resources in New Zealand and in doing this under New 
Zealand ownership, capture maximum value and wealth for the country. 
 
The overall objective of the National Resources Company is: 

 
Summarised below is the consolidated National Resources company business plan.   
 
The analysis is provided at 2 levels: 
 

1. Total – This is a view of the consolidated total of all business activity generated in New Zealand, 
regardless of who has funded or owns it.  This includes all equity investment (NRL and other third 
parties), all capital investment, all revenue, expenses and cash flows from the total activity. 

2. National Resources Company – This is stand alone information for the Nationall Resources 
Company (NRL) and therefore includes only NRL’s equity, capital investment and cash flows.  

 

Stimulate and accelerate development of and using New Zealand natural resources 
& 

Capture maximum value and wealth for New Zealanders 
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5.1 Total Consolidated Business Plan 
 
Total Revenue 
 
Within 15 years the combined revenue 
generated from the extraction and 
conversion of natural resource ranges 
between ~$10 billion (in the 
conservative case) and $30 billion (in 
the aggressive case). 
 
Initial revenues are provided from Solid 
Energy’s existing coal business and 
Kupe cash flows.   
 
In the accelerated (mid) case new 
revenues are introduced from 2016 with 
the first being the Coal to Fertiliser and 
Lignite upgrading process.  Even with 
early success in oil and gas exploration 
it is likely that revenues are not available 
until 2020.  This does not mean that 
value is not created during this period, 
just that it is probably balance sheet in 
nature. 

Total Annual Business Unit Revenue and 
Capital by Scenario
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Total Capital 
 
Given the under investment in natural 
resources assets, technologies,
infrastructure and people over the past 
two decades increasing the level of 
capital investment has a lag of a couple 
of years.   
 
The chart of annual capital expenditure 
by business unit shows the timing and 
split of capital investment required to 
create the revenues in the Accelerated 
development scenario.  
 
In the accelerated case the majority of 
capital expenditure for the next 5 years 
is due to the development of the Coal to 
Fertiliser project with increasing capital 
required for Lignite upgrading and oil 
and gas exploration. 
 
The three largest capital requirements 
relate to the development of production 
and processing facilities associated 
with: 

• Coal to Liquids project 
• Oil and Gas production facilities 
• Methane Hydrate processing 

and infrastructure facilities 
 
Total capital investment under the 
Accelerated and Aggressive scenarios 
is approximately $2B to $3B per annum 
respectively.  Under the aggressive 
case the capital is brought forward 
marginally.  
 
An important consideration prior to the decision to develop the Coal to Liquids facility would be visibility over 
the availability of conventional oil and gas in New Zealand as one of the key drivers for this project is 
security of supply, however there is not enough exploration data for New Zealand to rule out the probability 
of large oil and gas available in most our basins.  Therefore it is critical that an integrated approach is taken 
to both to Oil and Gas exploration and the Coal to Liquids development given the scale of both investments. 
 
The same comment can be made for the integration of development programs between oil and gas and 
methane hydrate development in New Zealand.   
 
 

Total Annual Business Unit Capital 
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Total Funding and Balance Sheet 
 
Given the scale of investment, the 
assets that need development and the 
partners involved in the various 
projects it is assumed the funding is 
secured from a number of parties and 
various arrangements, these include: 

• Project finance debt over 
plant facilities; 

• Farm in and Farm out 
arrangements during 
exploration; 

• Equity from partners involved 
in technology/pilot plant 
development; and 

• Equity provided directly from 
NRL (either new equity or 
reinvestment of operational 
cash flows). 

 
The assumption is that NRL would 
bring equity in at the parent level, 
but restrict this to a minority 
percentage.   
 
On a consolidated basis the balance 
sheet is made up of debt, equity 
provided at the NRL level, NRL 
retained earnings reinvested and 
equity provided third parties on a 
project or business basis. 
 
 
In the Accelerated scenario the 
peak investment occurs in 2024 
around NZ$21B which then starts to fall as the debt repayments exceed further debt draw downs.  A key 
assumption driving quantum of funding is the timing and cost of developing the methane hydrate resource. 
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Total Cash Flows 
 
Based on the cumulative operating cash 
flow and capital expenditure less the debt 
draw downs the total equity contribution 
required can be estimated by scenario. 
 
The cumulative equity cash flows chart 
shows the equity required to fund the 
entire business for the three development 
scenarios.  Under both the Accelerated 
and Aggressive cases investment capital 
of ~$2.5B is required to fund the 
investment 
 
The Aggressive scenario development 
program results in a faster draw down of 
capital but results in faster operating cash 
flow which becomes positive from 2017. 
 
The conservative development plan appears to be self funding and therefore NRL could choose not to bring 
parties in on an equity basis unless it was key to project development from a market or technology 
perspective or to manage risk. 
 
 

Total Cumulative Business Unit  
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5.2 National Resources Company (NRL) 
 
NRL Revenue 
 
The revenue generated by NRL 
essentially represents the income stream 
generated by the business 
areas/subsidiaries.  The revenue received 
is NRL’s portion of net profit based on its 
equity holding.  All costs including funding 
are paid at the subsidiary level prior to the 
distribution to parent. 
 
Within 15 years net revenue to NRL 
ranges from $2B in the conservative case 
to $10B in the aggressive case.  
 
The actual cash received to NRL will be a 
combination of dividend and capital 
returns as all of the cash is distributed 
from the subsidiaries in the year that it is 
generated. 
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NRL Capital 
 
NRL’s share of capital investment wi
ultimately depend on the nature and term
required to attract partners to each of th
projects or business areas.   
 
Capital investment required to create the 
revenues in the Accelerated development 
scenario rises from minimal in 2010 t
approximately NZ$1B in 2017, around th
final stages of the Lignite Upgradin
production facility. 
 
 
 
 
 
 

Redacted
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NRL Funding 
 
NRL has the following sources of cash 
flow from which to fund the business 
plan: 
 

• Operating cash flow from 
subsidiaries  

- Coal business 
- Kupe  
- New NRL businesses  

• Introduction of external equity 
 
Based on cumulative cash flows for the 
three scenarios, the maximum amount 
of external equity required is $1B for the 
Aggressive scenario and $0.5B for the 
Accelerated sceanrio.  The conservative 
case requires no additional external 
equity. 
 
Both the Accelerated and Aggressive 
business cases require external equity by 
~2012.   
 
The logical timing and tranches of capital 
would be initial equity raising of $0.5B in 
2012 – this will cover requirements under 
both scenarios.  No further capital is 
required to fund the Accelerated case – 
but if the Aggressive scenario is realised a 
further capital raising will be required in 
2014 of ~$0.5B.   
 
Accessing new equity of $0.5B is very 
manageable given the scale of this 
business.   
 
Using a preliminary estimate of value, 
Government would expect to release 
only 10% – 20% of NRL’s equity for this 
sum (i.e. retain 80% – 90%).  For the 
purposes of our analysis 15% has been 
used as the indicative external equity %. 
 

NRL Cumulative Equity Cash Flows by Scenario
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NRL Conclusion   
 
The opportunity exists for New Zealand to take a leadership role and set up a National Resources Company 
which will: 
 

• Stimulate $10B - $30B in revenue per annum by 2025 
• Maintain 80% to 90% ownership and control over natural resources development and wealth   
• Generate direct dividend returns of $3B – $5B per year 
• Create an asset worth $10B – $50B (using DCF modelling) 
• Create up to 7,000 new jobs 

 
All this can be achieved with a National Resources Company without requiring a direct Government equity 
contribution (other than forgoing dividends from Solid Energy and Kupe for up to 5 - 10 years). 
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5.3 Scalability 
 
Although the scale of the National Resource Company revenue and assets is difficult to comprehend, when 
compared to the resource available, there is still potential for significant further development. 
 
In most cases, the plan noted above is extracting only a very small % of the resources available. 
 
Resource Estimated 

Quantity 
Value Assumption Value Today 

NZ$ 
Value Future 
NZ$ 
 

% extracted 
by NRL to 
2030 
 

Lignite  
 

12Bt 1 tonne = 1 barrel 
US$80/bbl 
US$250/bbl 

$1,300B $4,100B <10% 

HCC 0.5Bt US$200/t today 
US$400/t future 

$150B $300B <10% 

Thermal 1.5B NZ$120/t today 
NZ$240/t future 

$180B $360B <5% 

Oil 2Bbbl  
(potential – 10% 
probability) 

$80/bbl 
US$250/bbl 

$226B $710B <10% 

Gas 10Tcf 
(potential – 10% 
probability) 

NZ$7/gj today 
NZ$15/gj 

$70B $140B <30% 

Gold ? 
 

    

Iron Sands 1Bt US$22/t 
US$50/t 

$31B $70B <1% 

Methane 
Hydrates 

800Tcf NZ$7/gj today 
NZ$15/gj 

$5,600B $12,000B <1% 

   $7,500B $17,500B  
  
Huge opportunities exist beyond the business plan in the document.  If the environment was right the 
potential value could be 2 to 3 times larger than the business plan quantifies. 
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6 MACRO ECONOMIC BENEFIT 
 
Based on high level analysis the macro 
economic benefits derived from the 
National Resource Company activities 
are very significant.   
 
For the purposes of this analysis, the 
assumption is that most of the 
Companies activity (excluding Solid 
Energy and Kupe) would not have 
materialized (or at a minimum would be 
delayed significantly) if the National 
Resources Company was not formed to 
stimulate development through 
investment of risk capital. 
 
There is a range of direct national 
benefits derived by New Zealand from 
the economic activity of the National 
Resources Company.  These direct 
benefits can be easily quantified and 
include: 
• Taxes 
• Royalties and levy’s 
• Return on equity for Government 

ownership in the National 
Resources Company. 

 
The present value of the direct cash 
revenues to Government  based on an 
8% discount rate ranges from NZ$20B 
for the conservative case through to 
NZ$100B for the aggressive 
development case.   
 
Total annual revenues from the national 
resource developments are expected to 
be between $10B and $35B by 2025.  
Excluding Solid Energy and Kupe 
revenue and assuming that 90% of the 
remaining revenue is either new exports 
or substituting product currently 
imported, then this represents an 
increase in GDP of between 5% and 
20%. 
 
If all projects in the accelerated scenario 
are developed successfully this is 
expected to create in the order of 7,000 
new jobs (more than the number 
currently employed in the mining 
industry today). 
 
In addition to direct national benefits, there are significant indirect and flow on benefits derived from this 
economic activity.   
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In the mining and petroleum sector it is estimated that every dollar spent on large scale projects has a 7-fold 
multiplier effect through the economy. 
 
On this basis the annual indirect benefit attributable from a National Resources Company ranges from 
$15B in the conservative case, to $35B in the aggressive case.      
 
Combining the direct and indirect benefits derived from the Nation Resources Company activities annual 
national benefit ranges from $23B to $65B.  
   
 
Intergenerational Benefits 
 
As demonstrated above, new 
development at this scale combined 
with significant New Zealand 
ownership provides substantial value 
and wealth to all New Zealanders.   
 
Cash returns to Government from this 
national resources development are 
expected to range from $4B - $20Bpa 
by 2030. 
 
This represents an increase in total 
Government revenue of between 10% 
and 40% when compared to 2009 
revenues of ~$65B. 
 
This wealth improvement allows the 
country to create opportunities which will have intergenerational affects.   
 
The additional Government revenue will make a huge contribution to standard of living improvements with 
funds available for spending on social welfare, education, health care services, retirement funding etc. 
 
Opportunity also exists for investment in an environmental fund, focused on extending New Zealand’s 
conservation values for example enhancement of bio-diversity, protection of native animals, flora and fauna, 
and extension of conservation land and facilities. 
 
This also creates an environment where employment opportunities exist for future New Zealanders which 
are highly skilled and highly paid and keep our best people in New Zealand rather than the continual drift to 
a stronger Australian or offshore economy. 
 
A further long term benefit provided by increased wealth generated from a National Resources Company is 
that it provides New Zealand with a path to managing the transition away from conventional fossil fuels.  It 
will be the wealthier countries that have the means to make this transition smoothly with funds available for 
technology investment and an ability to take a leadership position in transition technology.   
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7 KEY RISKS (NON-OPERATIONAL) 
 

There are many threats, issues and risks that need to be managed throughout the formation of NRL however the under representation of natural resources in 
New Zealand’s GDP and the significant rewards available to New Zealand should mean that dealing with this risks are critical if new Zealand wants to extract 
maximum value for its resource base. 
 
Fundamental principles 
 
In order to maximise the opportunity and minimise the execution timetable Solid Energy believes strongly that the following principals and execution strategies 
need to be followed:  
 
• Clarity of decision – Need a clear commitment to the objectives, the process to be followed and the end outcome to ensure the change required can be 

implemented effectively. 
• Speed of implementation – Once a commitment is made need to work to remove impediments to ensure fast and efficient implementation.  
• Solid Energy will lead and manage the implementation programme - however we will partner and work closely with Government and all stakeholders 

ensure principles one and two above are achieved  
• Communication needs to be well planned and coordinated – SE will take a strong role using our standard approach to ensure Economic and Public 

Good, Legislative, Political, Trade and Treaty and Commercial Imperatives and expectations are well managed in the minds of all stakeholders.  
 
Key Issues 
 
Outlined below is a summary of key implementation issues and a high level execution plan to be considered in a decision in principle to proceed.    
 
The issues have been grouped into five categories and include an assessment and discussion of the issues and possible management strategies. 
 
The four categories are: 
 

• Legislative  
• Political 
• Trade and Treaty  
• Commercial 
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1. Legislative Issues  
 
 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 The scope of direct legislative reform 

(enabling legislation) required to 
support a National Resources Company 
is not currently defined  

- Key elements of enabling legislation are likely 
include: 

• Priority permit allocation 
• Land access or acquisition powers 

- A detailed scope of required enabling 
legislation and legislative reform must be 
prepared. 

 The scope of associated legislative 
variations is not currently defined.  
 

- The process has potential to require modifications 
to following associated legislation:  

• Crown Minerals Act  
• Commerce Act 
• Resource Management Act 
• CO2 reduction and emissions trading   

- A detailed review and scope of associated 
legislative reform must be prepared. 

 Broad legislative reform strategy still to 
be determined i.e. the ‘big bang’ single 
reform process Vs. a staged legislative 
process. 
   

- The ‘big bang’ approach risks additional public 
criticism and delays by including controversial 
reform for example compulsory acquisition powers 

- A measured or staged approach potentially limits 
the effectiveness of the  National Resources 
Company to meet it overall goals 

- Based on the scope of direct and associated 
reform required (above) an agreement on 
overall approach and strategy to legislative 
reform is required. 

- Communication strategy and plan support this 
decision is critical.  

 Management of legislative reform 
process 
 

- Legislative reform process has the ability to cause 
significant delays, frustration and suboptimal 
output if not managed closely. 

- Need to define the legislative reform process 
and specific ministerial involvement. 

- Recommend that DPMC lead the process 
supported by a small committee/taskforce of 
senior officials from  

• MED 
• Treasury 
• Environment 
• Conservation 

 Real or perceived conflict and confusion 
over Government roles as both 
resource owner/developer (through the 
National Resources Company) and 
industry regulator.  

- This was a common criticism of Petrocorp and 
likely to be raised again.  

- Will be used to challenge the priority permit 
allocation and stronger enforcement of work 
programme requirements. 

- Require a clear definition and clarification of 
Crown Minerals role as regulator subsequent 
to implementing this strategy  

- Consider moving Crown Minerals from MED 
and the establishment of a separate Crown 
Entity as regulator only 
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 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 Potential for significant legal action from 

existing industry participants seeking 
compensation for loss due to 
restrictions on current or future permit 
access. 
 

- Significant issue given the historic behaviour in 
the petroleum and minerals sector. 

- Has potential to cause significant delays and 
costs during and subsequent to implementing a 
National Resources Company. 

- May significantly reduce the effectiveness of a 
National Resources Company 

- Tight drafting of new legislation is critical.  
Must limit ‘grey areas’ where common law 
interpretations are required. 

- External drafting experts required.  

 

RELE
ASED U

NDER THE O
FFIC

IA
L I

NFORMATIO
N A

CT 



Page 70 

2. Political Issues 
 
 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 Potential implications or inconsistencies 

between National Resources Strategy 
and existing commitments to minor 
coalition parties (ACT, Greens and 
Maori party); 

- Inconsistencies with existing commitments which 
result in a ‘watered down’ National Resources 
Strategy will be in conflict with our fundamental  
principles  

- To be managed directly by the National 
Government 

- Communication strategies required for each 
individual parties. 

 Misalignment between the National 
Resources Strategy and the public 
election mandate or other policy 
initiatives 

- Public and political challenge identifying this as 
strategy for “preparing for a Government asset 
sell down” 

- Misalignment with other policy initiatives which 
result in a ‘watered down’ National Resources 
Strategy will be in conflict with our fundamental  
principles 

- Detailed communication strategy and plan to 
address this and other likely challenges. 

- To be managed directly by the National 
Government. 

 Implications for future election 
positioning and strategy 

-  - To be managed directly by the National 
Government 

 Loss of political mandate through public 
outcry during the implementation 
process  
 
 

- There are many potential detractors who will be 
strongly against this change.   

• Industry (offshore and NZ based 
companies) 

• Financial markets 
• Government opposition (political and 

bureaucracy)  
• Environmental groups 
• General Public 

 
- May result in a ‘watered down’ National 

Resources Strategy which is in conflict with our 
fundamental principles 

- Management of public perception is critical. 
- Detailed communication plan and strategy to 

be prepared.  
- Timing and content of announcements 

absolutely critical 
- Specific strategies required for key 

organisations interest groups and 
stakeholders.   

 Challenges to Government regarding 
direct investment through forgoing 
dividends from SENZ and Kupe. 

- Investment cashflow from SENZ and Kupe to 
support initial development is fundamental 

- Strategy unable to progress without this cashflow  

- Risk to be specifically addressed in the 
communications strategy and plan.  
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3. Trade and Treaty Issues  
 
 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 Misalignment between National 

Resources Strategy and international 
trade treaties and obligations; e.g. 
APEC to which both NZ and China 
belong 

- Potential to impact on NZ’s wider trade initiatives 
with key countries and industry partners. 

- Review all international trade treaty’s and 
obligations to identify areas of misalignment 
and prepare a plan to manage potential 
conflicts 

 Legal or reputational challenges from 
existing international permit holders 
regarding Government obligations and 
commitments through permit conditions 

- Financial (litigation) risk – cost of being sued for 
breach of contractual commitments under existing 
permits. 

- Raises concerns regarding reputation and 
sovereign risk with potential to impact future 
overseas investment and partnering opportunities 
within the resource sector 

- The current proposal does not include 
repossession of permits which are allocated 
and remain in compliance with work 
programmes. 

- Allocated permits which are out of compliance 
will be cancelled and reissued through the 
pre-emptive right. 

- Identify specific areas of potential conflict to 
be managed. 

 
 Implications/threats to accessing 

overseas investment in other sectors of 
the economy  

- Wider concerns regarding NZ’s overall reputation 
and sovereign risk impacting direct overseas 
investment across broad NZ industry sectors. 

- Identify key areas or stakeholders with 
potential (or perceived) conflict. 

- Specifically address key stakeholder 
management in a detailed Communications 
plan. 

- Provide precedents and authoritative evidence 
of how this issue is managed from countries 
with national resource and/or oil companies. 
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4. Commercial Issues 
 
 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 Optimal commercial structure not yet 

defined. 
 

- Immediate need to determine structure based on 
long term goals. 

- Need to consider future governance, funding and 
partnership arrangements to ensure there are no 
limitations on future development plans. 

 

- Establish clear long term organisational goals 
and objectives 

- Assess commercial structure options to best 
deliver on organisational objectives. 

- Establish the commercial entity and implement 
the agreed framework. 

 Inability to secure initial permit 
allocation and establish of priority rights 
to permits. 
 

- This is the key commercial enabler for this entity. 
- Creates significant and immediate value for NRL. 
- Provides security for long term investment and 

partnering programme. 

- See legislative process above 

 Inability to secure free cash flow 
through the set-up and implementation 
phase. 
- Retention of SENZ cashflows   
- Transfer of ownership in Kupe from 

Genesis 
o Management of equity 

partner commitments (pre-
emptive rights etc) 

o Commercial compensation 
to Genesis 

o Relationship management 
with Genesis  

- Immediate cashflows from SENZ and Kupe are 
critical to funding NRL setup and initial 
development. 

- Significant value created from investment of initial 
cashflow (risk capital) into prospective permits 
prior to seeking external funding.  

- Secure commitment from SENZ shareholding 
Ministers to allow retention of SENZ profit for 
reinvestment into NRL. 

- Assess commercial impediments to 
transferring Kupe to NRL  

o pre-emptive rights for existing 
partners 

o Impacts on Genesis business plan, 
funding and capital structure 

o Genesis commercial compensation  
o taxation implications 

- Develop and implement a strategy to resolve 
impediments and affect the transfer. 

 Building world class capability.  The 
specific issues relate to  
- Talent attraction 
- Lead time to secure (and likely 

relocate key resources) 

- Attracting world class capability quickly is a critical 
success driver to ensure speed of development 
while prudently managing of investment risk. 

- Talent and capability required across all levels of 
the business    

o Governance  
o Management/Leadership 
o Operational capability 

 

- Initial capability building strategy to be 
developed and implemented utilising a 
combination of direct employment, world class 
consulting and service providers and strategic 
partnerships. 

- Opportunity to bring New Zealanders with 
demonstrated capability home from abroad 

- Utilise organisations and networks such as 
Kiwi Expats Abroad (KEA) to connect with 
highly skilled New Zealanders working 
offshore in relevant fields. 
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 Potential Issues Issue Assessment and Interrelationship Management Strategies 
 Inability to secure external funding 

(capital risk), impacted by: 
- Negative perception from capital 

market investors and analysts  
- Negative industry partner attitude 

due to perception of resource 
nationalisation  

 

- The ability to secure external funding is highly 
correlated with the success of the items above i.e. 
commercial structure, investment opportunities, 
development cashflows, and team capability.  

- Assuming SENZ and Kupe free cashflows are 
secured, there is no immediate need for external 
funding. 

- The proposed business plan requires external 
capital/funding from 2012 to support development 
plans 

- External capital raising is an essential component 
of the plan as it integrates a number of key 
elements: 

o It is required to meet the investment 
profile proposed (alternatively 
Government equity injection is required) 

o Provides comfort to the market regarding 
commercial disciplines and transparency 
– which will be a criticism of 100% SOE 

o Important talent retention tool through 
shareholding options to key staff 

o Provides an ability for key NZ 
stakeholders to consider equity 
investment (Iwi, NZ superfund) 

o Reduces the risk (and perception) of 
future political interference. 

- Successfully implement all strategies (above) 
o robust commercial structure 
o secure investment opportunities 

through permit rights  
o develop the opportunities using 

secure development cashflows   
- Management of potential industry partners 

perceptions to be specifically addressed in the 
communications plan. 

- Provide reference to the many offshore 
partnership arrangements under similar 
Government owned resource and oil 
companies. 

 Other major potential impediments (or 
‘show-stoppers’) to accelerating 
resource development projects include: 
- Land access 
- Regulatory uncertainty regarding 

CO2 
- Consenting under RMA 
 

- Under the current minerals regime there is no 
provision to force access to land to exploit the 
mineral beneath – therefore land access can 
‘block’ development indefinitely. 

- Uncertainty regarding CO2 regulations and open 
ended nature of this cost create difficulties in 
funding emission intensive industry 

- The consenting process, even with recent call in 
provisions for projects of national significance, is 
still an impediment to development timeframes 
and cost. 

- A strategy and plan is required to address 
these key impediments particularly as they 
relate to projects of National Significance. 

- The strategy needs to address the timing of 
proposed changes i.e. a ‘big bang’ all changes 
introduced at one time vs. a staged 
approached based on priority.   

- As a minimum, the land access for minerals 
requires an alignment with the petroleum land 
access arrangements which provides right of 
access to the permit holder.  
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8 TIMELINE MILESTONES 
The following table identifies the high level timeline for set up and operation of National Resources Limited    

Given the number of entities/departments that will be affected by the proposed business plan, careful 
consideration will be required around the timing of announcements and the inclusion or exclusion of parties 
at various stages.  : 
 

Timeline Date  Action Who Notes 
March 2010  Decision in principle to prepare business 

case 
SE Mgt Complete 

31st SE Board Approval – Draft Business case SE Board Complete 

April 2010  Discussion documents prepared 
• Business Case - Exec Summary 
• Issues Memo 
• Initial execution plan - timetable 

SE Mgt Complete 

  High level discussions with Senior 
Government Officials 

 Complete 

 20th  Appointment of GWG by DPMC Government Complete 

 30th SENZ Board Meeting DE Update SENZ Board on 
progress 

May 2010 10th  Decision to proceed  
 
 
 
 
 
Appointment of SEWG by SENZ 
 

SE Mgt 
Government 

Implementation plan will need 
to address Commercial, 
Financial, Economic 
Environmental and Legislative 
issues  
 
SE Working Group made up 
of: 
1. SE Management 

(Organisational and 
Operational expertise) 

2. External Advisors 
(Financial, Legal, 
Economic and Political) 

 TBC SEWG complete detailed work on: 
• Vision, Objectives, Strategy and 

Scope of business for NRL 
• Availability and quantum of Kupe 

asset/cash flows 
• Commercial and Organisational 

structure for NRL 
• Legislation and regulatory issues 

o Crown Minerals Act 
o Commerce Act 
o RMA 

• Capital Strategy 
• Communications Strategy and 

Execution Plan 
• Identification of potential industry 

partners 
• Precedent references 
• NRL Implementation Plan 

SEWG  
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Timeline Date  Action Who Notes 
 TBC GWG complete detailed work on: 

• SE and Kupe Cash flow impacts on 
NZ Treasury 

• Role of Crown Minerals and potential 
restructure options 

• Define most effective political 
process for implementation 

• Address political and sovereign 
related issues (particularly around 
preferential mineral rights and 
removing impediments for projects of  
national significant) 

• Impact of NRL on election strategy 
• Address trade and treaty related 

issues 

GWG  

June 2010 TBC GWG and SEWG meet with both groups 
tabling detailed list of issues for 
discussion and further work 

GWG and 
SEWG 

 

 TBC GWG and SEWG agree principals of 
business case and implementation plan 
• High level strategy agreed 

o Vision and Strategy for NRL 
o Scope of NRL business 
o GEL divestment of Kupe 
o Legislation changes required to 

effect business plan 
o Role of Crown Minerals  
o SENZ restructure 

• Legislative strategy 
• Capital strategy 
• Communications strategy agreed 
• Political process for implementation 

GWG and 
SEWG 

 

 TBC Approval to present business case to 
Cabinet 

GWG  

July 2010 TBC Presentation to Cabinet Ministers GWG 
SEWG 

Seeking approval to implement 
business plan 
 

 TBC Appointment of Select Committee for 
Legislation changes 

DPMC  

 TBC Preparation of Draft Legislation 
• Change legislation and/or regulatory 

regime to provide FRoR on 
unallocated permits areas 

GWG 
SEWG 

Allowing 4 weeks (led by 
DPMC supported by external 
drafting team) 

August 2010 TBC Presentation to SE Board SEWG Seeking approval of business 
plan (potential restructure of 
SE) 
 

 TBC Presentation of Draft Legislation to Select 
Committee 

DPMC  

 TBC Call for submissions to Select Committee Select 
Comm. 

We have allowed three weeks 
for submissions 
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Timeline Date  Action Who Notes 
September 2010 TBC SEWG Identification of key capability 

requirements and key partner 
relationships 
• Management 
• Technical 
• Financial 

SEWG Engage with KEA, conduct 
world wide talent search 

 TBC Submissions heard at Select Committee Select 
Comm. 

 

October 2010 TBC Passing of new legislation before 
Parliament 

  

November 2010 TBC Appointment of NRL Board and Senior 
management team 
• Board of Directors 
• CEO 
• CFO 

SEWG  

December 2010 TBC Establishment of NRL entity 
• Agree organisational strategy 
• Restructure of GEL to divest Kupe 
• Restructure Solid Energy into NRL 
• Consolidate all state-owned 

petroleum permits 

NRL  

 TBC Secure key capability NRL  

January 2011 1st NRL begins trading NRL  

2011  NRL activities 
• Construct lignite upgrading plant 
• Complete CTF Feasibility and FEED 
• Produce CSG from Pilot wells in 

Taranaki  
• Undertake O&G exploration activities 
• Undertake minerals exploration 
• Secure Iron sands permits (where 

possible) 
• Secure Methane Hydrate permits and 

engage with technology developers 
offshore 

NRL  

December 2011 TBC Establish Heritage Fund GWG  

June 2012 TBC Capital raising for new equity required for 
commercial development 

NRL  

2025 onwards TBC Revenue $11 – $33B NRL  
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Appendix 1: International and Domestic Price Curves  
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Coal 
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Carbon 
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