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21 November 2019 
 
 

 
Thank you for your Official Information Act request, received on 23 October 2019.  You 
requested: 
 

any reports supplied to any minister by Treasury since January 1, 2019, which 
relate to or refer to New Zealand Aluminium Smelters (or any other name used 
for the smelter at Tiwai Pt). 
 

Information being released 

Please find enclosed the following document: 
 

Item Date Document Description 

1.  11 October 2019 Treasury Report: Possible Impacts of a NZ Aluminium Smelter 
Closure 

 
I have decided to release the document listed above, subject to information being 
withheld under the following sections of the Official Information Act, as applicable: 
 
• personal contact details of officials, under section 9(2)(a) – to protect the privacy 

of natural persons, including that of deceased natural persons, 
 
• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 

constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

 
• names and contact details of junior officials and certain sensitive advice, under 

section 9(2)(g)(i) – to maintain the effective conduct of public affairs through the 
free and frank expression of opinions, 

• commercially sensitive information, under section 9(2)(b)(ii) – to protect the 
commercial position of the person who supplied the information, or who is the 
subject of the information, 

 
• under section s9(2)(j) - enable a Minister of the Crown or any department or 

organisation holding the information to carry on, without prejudice or 



 

2 

disadvantage, negotiations (including commercial and industrial negotiations), 
and 

 
• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 

disclosure of information for improper gain or improper advantage. 
 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams.  This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website.  

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  

Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 

This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  

 
Yours sincerely 
 
 
 
 
 
 
Natalie Labuschagne 
Manager, Transitions, Regions, and Economic Development 
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Treasury:4180910v1 IN-CONFIDENCE 

Treasury Report:  Possible Impacts of a NZ Aluminium Smelter Closure 

Date:   11 October 2019 Report No: T2019/3113 

File Number: SH-11-5-1 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister of Finance 
 

Note the advice ahead of Minister 
Wood’s meeting with the NZ 
Aluminium Smelter on 15 October 
2019.  

14 October 2019 

Hon Megan Woods 

Minister of Energy and 
Resources 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Scott Russell Senior Analyst, 
Transitions, Regions, and 
Economic Development 

N/A 

(mob) 
 

Natalie Labuschagne Manager, Transitions, 
Regions, and Economic 
Development 

N/A 

(mob) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 

Forward this advice to Minister Woods. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No 

s9(2)(k)
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Treasury Report: Possible Impacts of an NZ Aluminium Smelter 

Closure 
 

Recommended Action 

 
We recommend that you: 
 
 
a) Note the New Zealand Aluminium Smelter (NZAS) has met with Meridian Energy, 

received an offer, and now wishes to meet the Minister of Energy & Resources to 
discuss ‘the Government’s position’; 

 
b) 

 
c) Note NZAS is subsidiary of Rio Tinto and Sumitomo Chemicals, and that Rio Tinto is 

forecasting a return to stable, higher prices for aluminium; 
 
d) Note that in the event of a partial closure of NZAS, we expect a relative low economic 

impact and do not consider any significant policy response will be necessary; 
 
e) Note that in the event of a full closure of NZAS, we expect major impacts to include: 
 

• a loss of 990 jobs from NZAS and likely wider employment impacts for the 
Southland economy, though we expect that many of the displaced workers will be 
able to obtain new employment within the region; 

• reduced wholesale electricity prices over the medium term; 

• a delay in new generation capacity being built;  

• a reduction in emissions from NZAS, and from the electricity generation sector 
due to earlier closure of thermal power stations e.g. the coal fired baseload 
generation at Huntly, or the Taranaki Combined Cycle gas plant; 

• a reduction in approximately $164 - $180 million of industrial allocation expense 
under the Emissions Trading Scheme over the four year forecast period due;  

• a corresponding reduction in revenue due to reduced surrenders of ETS units; 

• a more significant impact on the Southland economy, and particularly on 
businesses that supply NZAS such as the Southland port;  

 
f) Indicate if you would like further advice about possible policy responses to mitigate the 

negative impacts of a closure scenario; 

 

 

s9(2)(g)(i)
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g) 

 
 
 
 
 
 
Natalie Labuschagne 
Manager, Transition, Regions and Economic Development  
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon Dr Megan Woods 
Minister of Energy and Resources 
 
 
 
 
 
 
 

s9(2)(f)(iv)
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Treasury Report: Possible Impacts of an NZ Aluminium Smelter 

Closure 

Purpose of Report 

1. This report provides our analysis on the potential impacts of a partial or full closure of 
the NZ Aluminium Smelter (NZAS), in preparation for a potential meeting between the 
Minister of Energy & Resources and NZAS (tentatively scheduled for 15 October). 

Context 

2. NZAS has indicated that that the deal offered to them by Meridian Energy at a meeting 
on Monday 7 October, would still require NZAS to pay more than they would like. 

 There are several key facts to keep in mind when 
discussing the situation with NZAS. 

The NZAS corporate structure 

3. NZAS has claimed that though they are a tolling manufacturing company, they are an 
independent economic unit, separate from their parent companies.  

4. Rio Tinto owns 79.36% of NZAS and Japan's Sumitomo Chemical Company owns the 
remaining 20.64%. NZAS produces primary aluminium in the form of ingot, billet, and 
rolling block. The majority of the plant's raw material (alumina) is supplied from two of 
Rio Tinto’s alumina refineries located in Queensland, Australia.  

5. Therefore, while NZAS is technically independent, we do not consider it to be a true 
separation. This is primarily because Rio Tinto has the ability to engage in transfer 
pricing to shift value from NZAS to Rio Tinto, and ensure that the NZAS operation 
yields low to no profits. Effectively this means that Rio Tinto captures a majority of the 
value-add from NZAS, rather than the national economy.  

International outlook  

6. We understand that global aluminium prices are low relative to 18 months ago. 
However as outlined in MBIE’s earlier advice to Ministers, this sort of fluctuation is 
normal for commodity goods like aluminium. These cycles should be managed by the 
firms engaged in commodities trade [MBIE briefing 0575 19-20 refers].  

7. We also note that Rio Tinto’s own outlook for the medium-term, forecasts growing 
demand for aluminium, and gradual recovery of prices as Chinese overcapacity is 
reduced. Rio Tinto’s assessment is that the ‘fundamentals’ for the aluminium market 
are still strong, and should see a return to higher prices over the medium term. 

s9(2)(g)(i)

s9(2)(g)(i)
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(from Rio Tinto’s half yearly earnings announcement on 1 August 2019:  
https://www.riotinto.com/documents/190801_Rio_Tinto_2019_half_year_results_presentation.pdf) 

8. Given Rio Tinto is forecasting a recovery in aluminium prices, we suggest that they 
should be the ones to support NZAS through the period of low prices. 

 
 

Factors to consider when considering the NZAS situation 

9. Any decision to provide support to NZAS should also consider the costs and benefits of 
the counterfactual. In this case the counterfactual is a partial or full closure of NZAS. 
We have set out what we expect to be the economic and fiscal costs and benefits of a 
partial and full closure below, as well as considered the impacts on jobs and the 
Southland community.  

Expected impacts of partial closure 

10. We understand that the impacts of a partial closure (i.e. the closure of just the fourth 
potline), would be minimal. We would not expect the potline closure to have significant 
impact on the electricity market. The electricity required to run the potline is low 
compared to the overall load of the smelter, and the demand is met through a 50MW 
hedge contract with Meridian.  

11. Approximately 35 - 45 NZAS staff are employed as a direct result of the fourth potline 
operations.1 It is not clear how many of these staff would be made redundant if the 
smelter were to close only the fourth potline. However as indicated in previous advice, 
cancelling the hedge contract would require NZAS to give two months’ notice to 
Meridian. This means staff will likely have time to respond to a partial closure and 
transition into other employment.  

12. Some staff will have relatively specialised skills, and may decide it is in their interest to 
leave the Southland region to seek employment using those skills. We understand that 
many of the staff have vocational qualifications or lower, and will likely have more 
transferable skills, but could not quantify this in the time available.  

                                                
1 https://www.stuff.co.nz/business/industries/109146959/green-credentials-market-opportunities-feted-
as-pm-reopens-tiwa-potline 

s9(2)(g)(i)
s9(2)(g)(i)
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Suggested response to a partial closure 

13.  

14. In addition, we believe the closure of the third potline, through activating the 400 MW 
clause in the contract, is far less likely to occur than closure of the fourth potline, as it 
requires the same notice period (1 year) as full closure 

Expected impacts of a full closure 

15. A full closure requires one year’s termination notice of the hedge contract with Meridian 
Energy, and remediation of the site (with an estimated cost of at least $290 million). 

16. NZAS’ direct contribution to the economy can be measured by the price it pays for 
labour employed and for the goods and services purchased from local supplying 
industries, and by taxes paid. Given its 100% overseas ownership (set out above), 
NZAS’ profits (less taxes) do not accrue to New Zealand, and therefore are not directly 
relevant to national economic welfare.  

17. From an economic accounting perspective, if NZAS closed freed-up labour, electricity 
and other resources could be (after a transition) used for other business activities. The 
net impact on the economy therefore depends on the value created and prices paid by 
these alternative uses, compared with the prices and taxes currently paid by NZAS. 

Wellbeing impacts 

18. We note that freed up labour will mean job losses and that the impacts on those 
individuals could be long-lasting, particularly if they have less transferrable skills and 
are unable to move to find new employment. We can provide a fuller analysis of the 
impacts of a closure using the Living Standards Framework if required, but this will take 
time. For the purposes of advice for this meeting we have focused on the more direct 
economic impacts.  

We expect a reduction in demand would lead to reduced wholesale electricity 
prices 

19. The decommissioning of NZAS would have significant effects on the national economy, 
principally due to a reduction in the national peak demand by 575 MW allowing for a 
release of electricity supply. NZAS’ electricity demand accounts for approximately 13% 
- 14% of national demand.  

20. Were NZAS to close and release this supply we would expect to see:  

a A drop in wholesale electricity prices, most notably in the South Island; 

b A lesser drop in North Island wholesale price until additional transmission is built 
to enable extra Manapouri generation to be delivered to the North Island (see 
discussion following); 

c earlier retirement of high-marginal cost generation (particularly the Huntly 
generators) once new transmission is built; and 

d deferral of investment of around 1000 MW investment in new generation.  

21. Whether lower electricity wholesale prices will be passed through in full to consumer 
retail prices, and how long such a change will persist is uncertain. 

s9(2)(f)(iv)
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22. MBIE’s Electricity Demand and Generation Scenarios (July 2019) modelled the high 
level impact of a closure. MBIE’s modelling indicated that the main effect of closing the 
smelter is to materially reduce the need for new generation capacity to be built from 
2030 onwards. As shown below, an NZAS closure results in no new generation 
capacity being built for four years (from 2019 – 2023).  

 

23. A closure would also impose costs across the electricity market. Transpower would 
need to make additional / earlier investments in transmission capacity to improve 
capacity of the lines linking Manapouri and the national grid, upgrades to the HVDC link 
between the North and South island, and various other grid upgrades to remove 
capacity constraints. These costs of these investments will ultimately be recovered 
from consumers, and may partly offset a drop in the wholesale electricity price.  

24. Transpower has estimated that building all of the additional transmission capacity 
necessary to fully utilise Manapouri’s surplus supply will take between 3 – 8 years, with 
the most significant portion completed within approximately 3 years. Until that is 
completed, there is likely to be some ‘spilling’ of generation due to transmission 
constraints.2  

25. We would expect an increase in the transfer of electricity transported from the South to 
the North Island, increasing energy losses associated with additional long-distance 
transmission.  

26. Ultimately the economic impact of this reduction in demand from NZAS for electricity 
will be determined by the alternative uses that the surplus electricity is diverted to. 

We expect a significant reduction in CO2 emissions and reduced fiscal expense 
to the Crown from ETS allocations  

27. An NZAS closure has the potential to significantly reduce greenhouse gas emissions 
from the electricity sector, particularly to the extent that it is likely to bring forward the 
expected decommissioning of coal and gas fired generation at Genesis Energy’s 
Huntly station, and potentially Contact Energy’s Taranaki Combined Cycle Plant3. 
Assuming they remain open, it would also be likely to change the way the gas fired 
generators in Taranaki are run, possibly resulting in reduced carbon emissions if they 

                                                
2 Spilling generation will mean either running water through hydro stations or having wind turbines 
spinning, but not generating. This is undesirable as it means the capital is not being fully utilised.  
3 While the Taranaki Combined Cycle plant is 10 years younger and a more efficient gas plant than 
Huntly coal; it is due for a major costly refurbishment by 2022. It also has a less flexible operational 
mode than the older Huntly plant. Accordingly, industry analysts rate both plants as having a high 
probability of closure if the smelter closes, though only one of them may actually close.  
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are turned on less frequently. This was confirmed in the modelling of the Interim 
Climate Change Committee in their Accelerated Electrification report. 

28. Any drop in wholesale electricity prices would also be beneficial for the Government’s 
wider electrification ambitions by making electrified process heat and transport options 
more attractive. This will assist in wider emissions reductions, and could be capitalised 
on with appropriate complementary policies. It would also eliminate the emissions from 
the industrial processes of the smelter itself.  

There will be minor loss of ETS revenues, but wider impacts on the ETS market are 
uncertain 

29. NZAS’ current and projected emissions represent a significant fiscal expense to the 
Crown due to its industrial allocation. This is offset by the revenue received from 
surrenders of units, from NZAS.  

30. NZAS receives industrial allocation for 90% of its emissions because of its status as an 
emissions intensive, trade exposed activity. The revenue received by the Government 
includes the 10% of emissions surrenders that must be met by NZAS itself. 

31. Free allocation creates an annualised expense to the Crown of approximately $41 - 
$45 million in 2019, assuming today’s ETS prices. Assuming any ETS price changes 
and allocation phasedowns will roughly balance out4, NZAS will receive between $164 
and $180 million worth of unit’s across the fiscal forecast period.  

32. A closure would remove the allocation expense, but this will be more than offset by 
reduced ETS revenues from surrenders.   

33. The impact of full closure on ETS prices is uncertain because it would depend on a 
number of factors including future decisions by Government on ETS auction volumes. 
NZAS is understood to hold a significant stockpile of emissions units. 

Closure will create significant distributional effects, with negative impacts for 
the Southland economy and potential benefits for electricity consumers  

Impact on the Southland labour market 

34. NZAS employs approximately 990 staff (including 236 contractors), with total employee 
expenses of $83.7 million in 2018 (note that these expenses are $4 million lower than 
those reported in 2012). These staff represent approximately 1.7 per cent of the total 
Southland regional labour force and 0.0035% of the national labour force.5  

35. NZAS claims to spend $49 million ‘locally’.6 A closure would very likely mean some 
additional redundancies to be created in local supplying industries, although it is 
difficult to quantify the likely size of these with the information to hand. 

36. The Southland region’s unemployment rate was 3.0% in the June 2019 quarter and 
averaged 3.2% across the first two quarters of 2019.7 It has remained consistently 
lower than the national average over the last 10 years. It is therefore likely that many of 
the displaced workers should be able to obtain new employment within the region, 

                                                
4 NZAS’ allocation is set to reduce marginally as part of the phase down of industrial allocation over 
the coming years, reducing the fiscal risk. However the fiscal risk to the Crown could increase if the 
ETS price rises and offsets the reduction of allocation. 
 
5 Houshold Labour Force Survey, June Quarter 2019. 
6 NZAS Sustainable Development Report, 2018 
7 Houshold Labour Force Survey, June Quarter 2019. 
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however replacement jobs may not be of the same skill or salary level as those with 
NZAS. 

37. It is likely that the national labour market will be able to absorb those unable to find new 
employment in Southland, with national unemployment relatively low at 3.9%. In the 
long run, the size of the negative impact on Southland will depend on the extent to 
which affected workers are unable to find new employment in the region and decide to 
relocate to other regions.  

38. In addition, redundancy payments, employment created by NZAS remediation 
requirements, and Government support through unemployment benefits and other 
targeted services, would also help to cushion negative effects. We would expect some 
of the staff members may be able to access the fees-free study support policy to re-
train.8 

Impacts on Southland businesses 

39. As noted, there would be a significant loss of business to some local industries. NZAS 
publications indicate annual payments of $49 million to local suppliers. We do not have 
detailed information on the profile of NZAS suppliers, but they are likely to mostly 
comprise businesses providing manufacturing and engineering, transport and business 
services. Over time these businesses can be expected to find alternative sources of 
demand. However, the losses will be greater for businesses providing highly 
specialised services to NZAS with ‘sunk investment’ in human or physical capital. 

40. A particularly significant impact will fall on the Southland Port (SouthPort). NZAS 
accounts for around a third of total cargo volumes and the port has a dedicated wharf 
and causeway servicing the smelter.9 In addition, there would be a reduction in the 
back loading of bulk freight if the major shipping lines that service the smelter ceased 
their operations. In addition SouthPort is already forecasting low to negative earnings 
growth due to the fall in global log prices reducing cargo volumes.   

Benefits for electricity consumers 

41. The increased availability of hydro generation capacity should result in increased 
competition and a transfer of value from electricity generators to retailers and ultimately 
consumers. Some of the measures recently announced in the Government’s response 
to the Electricity Price Review to enhance wholesale and retail competition should 
mean more benefit flowing through to consumers. The greatest benefits would accrue 
to electricity intensive industries, because electricity makes up a larger proportion of 
their costs. 

42. In addition, transmission constraints mean wholesale electricity prices will likely fall by 
more in the South Island than the North Island, and in particular by more in Southland. 
This will persist until new transmission is built allowing all of Manapouri’s generation to 
be used outside the local region.  

43. We would expect lower wholesale rates to flow through to households gradually over 
the course of a year or more. Retail contracts are typically a year, though a significant 
fall in prices could generate greater retail competition and improve switching rates.  

44. As consumers switch or renegotiate contracts with retailers, the reduction in wholesale 
electricity prices should flow through to consumers, though how fully is uncertain. 
Consumers who take the wholesale spot price will see more immediate benefits.  

                                                
8The 2012 Treasury analysis indicated that the majority of NZAS staff have vocational or lower 
qualifications. We have not been able to verify whether this is still the case. 
9https://southport.co.nz/assets/media_releases/NZX_Announcement_-_Year_End_Release_-
_29_August_2019.pdf  
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Next Steps 

45. NZAS has indicated that they are seeking a meeting with Minister Woods (tentatively 
scheduled for 15 October). We understand from discussion with NZAS that they may 
seek support from the Government in this meeting, to augment the offer made to them 
by Meridian. However, it is unclear exactly what sort of support they may seek. 

46. 

47. Rio Tinto’s electricity costs are determined by its contract with Meridian Energy, which 
is under negotiation, and by allocation of transmission costs under the Transmission 
Pricing Methodology, which is being reconsidered by the Electricity Authority. Ministers 
have no direct role in either of these processes. 

48. 

s9(2)(f)(iv)

 s9(2)(b)(ii)
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