


EECA has anecdotal evidence that there are policy impediments that restrict the ability of some
public sector organisations to implement energy efficiency and renewable energy improvements.
For example, there is a requirement for investment to be in the lowest capital expenditure option,
and not be weighted for running costs (total cost of ownership) or greenhouse gas emissions. EECA
has not investigated this to date.

Recommendations
It is recommended that EECA:
e consider the co n Crown Loans can make to the opportunity for greater government
leadership in the re d NZEECS priorities

@ o reviewfits understa the potential segmentation of the target market — to more
clear& where t st potential public benefit lies
O n5|de pivoting” the Cm@ans Programme to proactively target specific priorities,
suéhas carb nsive hea C%ses and ensure that any pivot is consistent with the
%der Top 2 10 0 Progra g. take a more direct engagement approach
rather thaft passiv ﬁ&vmg apph@
. recogz t programm’f rement a@o oring will become more important to
manage igher risk p ém focusin prlorltles
e consider th use ase studi s& ”demonst effect” to increase diffusion across
the public sect ﬁtentlally icat mterventlo oss the private sector

Re-targeting the programme, r@easmg th I fsucces I entions, will incur
additional costs to EECA — the hether t rthwhile a&t effective (noting that
any funding would need to come fro it aselines). L .

Further, EECA and the Ministry of Business, | nd E I y nt shoulQ whether
there are more effective ways to stimulate ene | ncy and nt in the i r,

including whether there are any government poI|c i @ |ments O
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1 The problem

1.1 The problem

EECA research (the Customer Value Proposition — CVP — project’) suggests that the public sector is
not realising high return energy efficiency opportunities despite the fact that they would result in

immediate cost reductions. Based on research and experience in previous programmes, EECA
estimates that businesses (including public sector organisations) could cost-effectively reduce their
energy use by up to 20% per annum. Businesses and organisations are not making these reductions
because:

e theydonot kno@could be saving more energy

@ e theydo ngt know h((@more energy efficient

Ofy do@ ot priori

rgy efficiency — other aspects of the business take priority
; é
. are perc hat itist

%/ﬁd that they have to give something up to be
n@‘i&:ient
o there a@ nd mlsc@ns amon b | sses about how to be energy efficient

o thereare I|m|ts commercial mg for serV| e departments and non-public
service departmeé

1.2 Whyisita proble .

The public sector uses 7% (38 PJ) of N nd’s energ RJduces 2 New Zealand’s total

greenhouse gas emissions (and 5.9% o Qated emis \S\ o &
.

More efficient use of energy in the public sect &s in energy intenanc@ ings and

reduces New Zealand’s greenhouse gas emissions I'.avings ar 6enefits.

1.3 The programme

1.3.1 Origins s

EECA’s Crown Loans initiative began in 1989 under the name “Enefg§ M ement Loans”. It was
increased from S1 million to $2 million in 1993/94. As an intervention, wn Loans has not changed
in any material way since then.

1.3.2 Purpose Q

Crown Loans provides interest-free loans to public sector organisations for energy e ‘@ cysand
renewable energy projects. Loans are repaid from the energy and maintenance cost sa@e

projects must pay back in five years or less and have good demonstration value.

' The CVP project consisted of interviews with 26 large energy users about a third of which were from the
public sector (e.g. district health boards[?]).
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1.3.3 Key components

The key components of the programme are:

e reviewing proposals to ensure they are technically sounds and meet funding criteria (see
Appendix One for further information)
e providing loans to public sector organisations.

As part of providing the loans, EECA’s administration role involves:

e J|oan managem%

@ e servic roviderandﬁt liaison

O techni @inancial r the loan application
f%}t‘ed maer promoh(’/ .
w kiyﬁh the pu sector to fac@eparation of proposals

[ ]
A fee covers EE@%nistratio/t 6/:
Typical projects include% retrofits@ting and h@)n
e

stem upgrades, improved
building management sy 4 heatin%es and bi(Ax iler installations. Total Crown
Loan funding currently availa%millio fma. /
7, O ‘Q
Py G R
1.4 Market characteristics /\S\ . &
Qs S OQ
1.4.1  Public sector energy users
The public sector is a major owner of assets and a ergy user%imates it@
approximately $400 million on energy annually, with oVe of this eneggdy spend from around 55
large energy users. This comprises local government, ce&overn ent ag district health
boards, schools and universities®. Of these, public service depdﬁ?ts (e.g. MB ﬁnon—public
service departments (e.g. New Zealand Police) are restricted from ming money commercially

by the Public Finance Act 1989. Crown entities (e.g. district health b %d schools) and local
councils can borrow money commercially.

Larger public sector organisations generally have positive attitudes towardso{ ng to adopt
energy efficiency and renewables investments but don’t generally use a business t allows

% Loan fees are 10% for the first $100,000 plus 6% thereafter to cover EECA’s administrative and

technical costs.

® From Vote Business, Science and Innovation, non-departmental capital expenditure (“Crown Energy Efficiency” - this
capital expenditure appropriation is limited to provision of funding for the Crown Loans Programme to assist public sector
agencies to implement energy efficiency projects).

* See 2015 Deloitte report, p.13.




them to do so (annual planning cycles mean there is less flexibility to take up projects that may have
a short payback period, but have not been planned for).

Local councils

Local councils are some of the larger organisations that allow only a small discretionary budget or
none at all. They generally do not include energy performance in their accountabilities and key
performance indicators. They also do not reward budget improvements through energy efficiency.
There is a perception that if energy is saved it will simply result in a lower budget the following year
with no recognition of the positive impact these savings have generated. EECA suspects that the
broad range of functions in these organisations also results in siloed behaviour that is difficult for a

centralised energy manageﬁnt function to change.'s 9(2)(g)(i)

t Ith boa eiro situations limiting their action. Clinical investments are
prio ﬁvﬁr the o '&I. Cs/ .
X3
142 En rVanagemen servic rovzders

Thereareas ber of ener agement V|ders servicing large and medium
energy using busi jSe vice provi ncIude en nagers engineers, energy auditors,
and energy technology/ lists. They e techn vice and deliver on energy efficiency

projects in areas includingfen dits, en%nagemen/ﬁ ng, monitoring and targeting,
i ting < §>

Service providers range from large ional cons ms to sm I panies Most of the
larger firms have an extensive commit#fie energy effi and susta y worldwide but

struggle in New Zealand. The smaller firms aIIenges and ex diversity of

services provided. / @
The quality of consultants is variable. The CVP res @wed tha nsultants@wed

negatively by business due to:

e aperceived lack of independence
e atendency to absorb in-house resources to get up to spee
e atendency to struggle with a business’ unique technical co

e poor engagement with in-house teams
The market is dominated by technical specialists who can diagnose energy @sues
generally engaging at an operational rather than corporate level. Engagement is ad hoc

basis, and energy management is often sold off the back of energy procurement and tion

contracts. There are a small number of consultants who are adept at selling energy effi into
senior levels of management based on strategic relationships and broader plans for improvement.



2 Strategic fit

The Crown Loans scheme is consistent with government initiatives such as the energy and climate
area in the Business Growth Agenda (BGA). The BGA signals that New Zealand should “Improve

energy efficiency and use of renewable energy to raise productivity, reduce carbon emissions and
promote consumer choice” (Natural Resources Chapter, Focus Area 7).

It also fits clearly into the New Zealand Energy Efficiency and Conservation Strategy (NZEECS) 2011-

16 which aims for “Greater value for money from the public sector through increased energy

EECA’s strategf contains an 4‘ to ensure that “government demonstrates leadership on fuel
fiteling in nt owne s with high thermal energy use (e.g. hospitals, prisons,

”_In ad neral ss objectives of the strategy are considered to cover public
ois

aﬁ‘use T udes obje @ed to improving industrial and commercial energy

and cagbo nten5|ty

/ : z.

3 Role for eylent @ ¢

3.1 Market fallur@urrlerw 7 @

3.1.1 Market failures

Lack of information and understan @

Market theory assumes all partmpant@rfect infor, *but this he case. Where
participants lack information and underst i i

i hereisar oyernment i suring that they
have the information they need to make info %cmons a % st them m@rectly when
they lack capacity to deal with that information. é : O

The value of government action in providing informatio@nonstrat e ple altering their
decision making and acting differently when provided withinformatign Smce ve limited

capacity to seek out information, in particular where they don*t k they have i rmatlon gaps

efficiency”.

secC

(the “unknown unknowns”), government action is warranted to e e le’s choices are well-
informed.

At a firm level, the information gap can be of different types: {&

o Actual lack of knowledge — not knowing energy efficiency represents an

e Actual lack of understanding — not knowing how to achieve energy efﬂuenc
e Lack of motivation — believing energy efficiency to be too hard and/or not a priotity

3.1.2 Market barriers
Financial barrier






the EECA Crown Loans Scheme is now required to compete with a wider range of alternative funding
schemes.”

Given that the market has developed a number of new funding opportunities for the public sector, it
is unlikely that Crown Loans is displacing ordinary market activity. However, as Crown Loans is
competing with private funding, it is important that the programme targets and delivers the greatest
potential public benefit.

4 Intervention

Crown Loans does not cﬁrrea%ave an intervention logic diagram.®

Olnve obiectl@
ﬁis int educe péi tor energy and maintenance costs, avoid greenhouse
v /

gas Jand promopeehergy effic ﬁ tigh demonstration projects.

X3
EECA’s ZOIQ?atement o@ance Exp%states that the programme’s objective is to
gs

achieve expec @u energy east 20% of the capital costs of the
projects.

éy savin \P
4.2 Options /O S

It is unclear whether an optionsis was un %rior to%on of Crown Loans in
1989. /’
L,
4.3 Potential impact /\S\ . %
The public sector uses about 38 PJ of energy§ 7% of New@j’s total) \@ gsults in
p New Zeal &includin 3 lture)’.

greenhouse gas emissions of about 1,790 ktCO,e (2"
EECA estimates that most public sector organisations'e effectively save 10-20% of their
energy use. If all public sector organisations saved 10% it walild equate toare ion in greenhouse

gas emissions of 179 ktCO,e per year and public cost savings iﬁder of $ %per year®.
4.4 Market readiness C\/

The tools and technology required to implement energy efficiency and renewaple energy

improvements are all proven commercially. A list of them can be found on t
website; examples include LED lighting, heat recovery, and electronic building
There are enough service providers that have the technical capability to implement

Zefient systems.

“ﬂ*

® One will be created as part of any redesign work.
’ EECA analysis of the Energy End Use Database.
8 EECA estimates that the public sector spends $400m on energy annually.
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Q

energy efficiency products. A list of service providers can also be found on the EECA Business
website®.

4.5 Risks of failure

There is no up-to-date risk register for Crown Loans. The 2015 Deloitte review recommended
establishing one.*®

4.6 Interdependencies

Crown Loans is a fundi nism delivered via the Top 200/Next 1000/SMEs Programme. The
projects are delivered by indy§try professionals and through Top 200 energy management

Orships Loans co m@ ents other EECA tools and products such as NABERSNZ.
is avafla

ﬁv electric i urchases, although it has not been targeted to this type
of activj d there havé no appli 'oﬁ ? this purpose to date. The reasons for this are the
same as @SOI}S for arket ha j ken up electric vehicles generally; this is explained
separately e busi

=Y

: 7 $ \P
Crown Loans has a Busi e?m TE couht of Q25 (for admthion) and an EECA Technical FTE

@ citions). Th d @ther costs (e.g. promotion)
o

tion fee (a ately S1 num per loan). Current
& dno cha envisage&
Q)
5 Performance /\S\ . &
N /

5.1 Effectiveness i// O 6 JO
5.1.1 Uptake O O
To date, EECA has allocated $39.8 million in funding across 293 projects. The I@re mostly taken

up by district health boards, councils, schools, universities an sser exte

are met by the Crown Loans ad
EECA resources are considered ade

al
government agencies.

have gone to the district health boards in Otago, Wellington, and Palmerst rth

Across New Zealand, since 1999, the loans have been utilised in the ma%mrger value loans
The most common type of energy efficiency project has been classified as a ”corh%oe

project, e.g. heating and lighting upgrades (Figure 1). 3

% Please note the web tool in the link is in the final stages of being built and is not completely functional yet.
10 External review by Deloitte.




Figure 1: Number and type of projects under Crown Loans over the last 25 years

512 Rece ti fmdm
In 2015, Deloitte ook a review of £rown Loan tte s review included interviews with 27

end users and service pr rs involve own Lo reV|ew made the following
conclusions:

Considering the size 0 bI|c secto:lﬂ. could be t he programme has a low

profile and is not W|dely d. Identifie . riers to upt eNacluded the payback
period restriction, the adm|n| ighfees, anad a vOareness loans.

e Resource constraints have prevent A from mo prOJect sina
systematic way and this has impacte@ ob lgllty t on benefi

Crown Loans has not explicitly adapted troduct| .er loan pr
services entering the market. O
The review recommended that EECA:

e revisit the business case and strategic objectives to ensure;r Loans |Jgeted

appropriately (including an exit strategy)

e develop a business plan and update it annually
e consider additional performance measures, taking into account the% f different
sizes of projects, project types, and whether recipients have receiv fore

e actively monitor and report on project-specific benefits and outcomes

o develop and publicise more recent case studies to help promote energy efflc y acrdss the
public sector

™ External review by Deloitte.
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The power of EECA to administer Crown Loans is directly provided in the Energy Efficiency and
Conservation Act 2000. Section 22 provides EECA with the power to “make grants, awards, or loans
of money” “enter into agreements for the administration of grants.”

EECA has proven performance in Crown Loans administration. It has excellent sector connections
with its account manager function, it is the government centre of excellence for energy efficiency
services, and with its other programmes it offers a ‘one stop shop’ for public agencies wanting to

invest in energy efficiency.

7 Conclusions

Crown Loans has been a t safe, investment to achieve the Government’s objectives in the
energy and climate areas; hroy@r, the role for government is unclear. The financial barrier is not
well evidencef as4t is Crow erm(e.g. district health boards and schools, which are able to

iqly take on Crown loans. Those that are restricted from

Qorroving,money jally by@ ic Finance Act 1989 (e.g. government departments) are
gene&’evailin ves of th oa/ .

Although t‘e p’ famme ha@n effective an esents good value-for-money, it has failed to

achieve scale oYow,awarene ow uptaké: her, the programme does not clearly
identify its targe t and the sp€cifig’energy ef pportunities that could be realised — for
example, the programn\%es not ap distinguish een the types of expected benefits
(e.g. energy efficiency versfis carbon savings).

Crown Loans could act more Iik@l to incentlvnmen% in energy efficiency and

renewable energy. However, it is onlfone tool to de te govern leadership in the public
einthes #sifth as thr he use of NABERSNZ
's broader

@des public

EECA has anecdotal evidence that there are policy impe@s that restri€t the ability of some
nd

public sector organisations to implement energy efficiency renewable en vements.
For example, there is a requirement for investment to be in th#t capital ex ﬁlre option,
and not be weighted for running costs (total cost of ownership) or ouse gas emissions. EECA
has not investigated this to date. /

8 Recommendations %
It is recommended that EECA: >

sector. There are other ways to mandate

or targeting particular plant such as boilers

ogramm asa tool
engagement with business through the Top @?1‘)00 Pr ye (which

sector organisations).

e consider the contribution Crown Loans can make to the opportunity for greater government
leadership in the refreshed NZEECS priorities



e review its understanding of the potential segmentation of the target market — to more
clearly specify where the greatest potential public benefit lies

e consider “pivoting” the Crown Loans Programme to proactively target specific priorities,
such as carbon-intensive heating processes, and ensure that any pivot is consistent with the
broader Top 200/Next 1000 Programme (e.g. take a more direct engagement approach
rather than passively receiving applications)

e recognise that programme measurement and monitoring will become more important to
manage the higher risk profile from focusing on new priorities

e consider the use of case studies or the “demonstration effect” to increase diffusion across
the public sector and potentially replicate interventions across the private sector

/ Re-targeting the progra@iincreasing the profile of successful interventions, will incur

u

additional costg”to EECA —th ion is whether this is worthwhile and cost-effective (noting that
nding ed to co within baselines).

4 ‘and @cry of Buégn vation and Employment should evaluate whether
ther fre effecti @to stimul e Vefficiency and investment in the public sector,
includin v@there a wvernmen Wpediments.



9 Appendices

9.1 Appendix One - Crown Loans application process

The following steps occur for a Crown Loan application:

1. Individual projects are developed by energy management service providers working in
conjunction with public sector agencies. EECA may or may not have a role in facilitating
these projects.

2. Crown Loan proposals are submitted to EECA for approval. There are two to three funding
rounds per yea&

EECA reviews the pr als and, where required, works with the energy management
provider andépubliessector agency to ensure a project meets our financial thresholds
i tandardm rojects advance). The following factors are considered by

QL “Cx.
Simple p i.e. the pr(ﬁ[ effectiveness (this can include other cost

C}Vings sucgzn?aﬂntenance,.

. mission red .

) Wion of re able energy, I.B. v saved or displaced with renewable
energyythe proje t@ ﬁ

e The abi t@ project t® be afexemplar for, ication within both the public

and private Q
proved WOA?Ovironme /@, and industry

o  Whether the project c6ul

.
4. EECA approves proposals that meet %rimria @/ @
5. EECA enters into a contractual relations @e public @ organisati O

w

2

e Co-benefits (sua
development).

_.,
C
>
Q.
[¢]
o
=)
=
g?
S
o
C
=
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9.2 Appendix Two - Assumptions for cost-benefit analysis

The general assumptions applied were:

[ )
[ )
[ )
O Cash f @expresse

EECA costs include all direct internal costs but not the general EECA overheads allocated to

the programme.

All third party capital and operating costs, whether actual or estimated, are included. These

costs include the capital expenditure covered by the Crown loan and any associated

operating cost savings.

Future benefits accgling from loans granted up to year end 2015/16 are included.

As all the partiethe Crown loan are by definition public sector agencies, all costs and

benefit associated‘?‘he programme are deemed to be public.

Feesg€hagged by EE fcessing the loans are excluded as these are internal transfers.
016 discounted at the default Treasury rate of 7%.

*
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EE osts are taken EECA’ | records.
Third p% includi@t capital &% ting costs, are taken from the proposals
submitte EEC the loa nt. Thesk‘oﬁ'm a detailed technical description and
are subject to dXV crutiny &A. WhilstEECA d not follow up with an ex-post
review of the pro@hvel of dm\tained inxi osals provides a relatively
high level of confiden Q projetts @J

The principal quantifiabl it is the redu in fuel co n by the client
companies. As with project cosfSs, dstimated efergy savipgs are jectito scrutiny by EECA
prior to loan approval but not audited ex-post. Ek

ject propossaifis jected to a
routine cost-benefit analysis. Q @ ¢ &
Reduced carbon dioxide emissions can % %Iy associa( the fueI@ This is a
public benefit. f @I y
to contian

Fuel savings arising from the programme are r fifteen years as this
information is generally not contained in the loan posals. Whilst t)@gramme includes

a range of project activities, all involve capital expendi ich usua sinan

extended period of benefits

MBIE’s price monitors have been used for deriving economi@?or fuels. Market prices

have been used for fuels not included in the monitors and all f rt& are maintained at
V)

the 2016 level. Carbon dioxide prices are set at the average value o jmeach year of

623

the programme and valued at $25 per tonne thereafter.





