
The Treasury 
CAB-20-SUB-0472 - Tiwai Aluminium Smelter Negotiating Mandate  

June 2022 

This document has been proactively released by Minister of Finance (Hon Grant Robertson) on the 
Treasury website at  

https://treasury.govt.nz/publications/information-release/finance-portfolio-cabinet-material 
 
Cabinet Document Details 

Title: Cabinet Paper: CAB-20-SUB-0472: Tiwai Aluminium Smelter Negotiating Mandate 

Date: 12 November 2020 

Creator: Office of the Minister of Finance 
Office of the Minister of Energy and Resources 
Office of the Minister for the Environment  

 
Information Withheld 

Some parts of this information release would not be appropriate to release and, if requested, would be 
withheld under the Official Information Act 1982 (the Act). 

Where this is the case, the relevant sections of the Act that would apply have been identified.   

Where information has been withheld, no public interest has been identified that would outweigh the reasons 
for withholding it. 

Key to sections of the Act under which information has been withheld: 

[26] 9(2)(ba)(i) - to protect information which is subject to an obligation of confidence or which any person 
has been or could be compelled to provide under the authority of any enactment, where the making 
available of the information would be likely to prejudice the supply of similar information, or 
information from the same source, and it is in the public interest that such information should continue 
to be supplied 

[36] 9(2)(h) - to maintain legal professional privilege 

[38] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 

Where information has been withheld, a numbered reference to the applicable section of the Act has been 
made, as listed above. For example, a [26] appearing where information has been withheld in a release 
document refers to section 9(2)(ba)(i). 
 
Copyright and Licensing 

Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown 
copyright but are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0) 
[https://creativecommons.org/licenses/by/4.0/]. 

For material created by other parties, copyright is held by them and they must be consulted on the licensing 
terms that they apply to their material. 
 
Accessibility 

The Treasury can provide an alternate HTML version of this material if requested. Please cite this document’s 
title or PDF file name when you email a request to information@treasury.govt.nz. 

mailto:information@treasury.govt.nz


 

Minister of Finance

Minister of Energy and Resources

Minister for the Environment

Chair, Cabinet

TIWAI ALUMINIUM SMELTER NEGOTIATING MANDATE

Proposal

1. This  paper  informs  Cabinet  of  the  approach  that  the  Minister  of  Finance,
Minister  of  Energy and Resources,  and  Minister  for  the  Environment  (Joint
Ministers)  intend to  take to  negotiations  on the  potential  for  a  delay  to  the
planned  closure  of  the  Tiwai  aluminium  smelter  (Tiwai).  Funding  to  cover
negotiating and due diligence costs partly already incurred by the Treasury is
sought. This paper also seeks power to act for the Joint Ministers, the Minister
for Economic and Regional Development and the Prime Minister to finalise a
deal if this is required before Cabinet has the opportunity to consider a final
proposal. 

Executive Summary

2. New Zealand  Aluminium Smelters  Limited  (NZAS),  the  owner  of  the  Tiwai
aluminium  smelter  has  terminated  its  electricity  agreement  with  Meridian
Energy Limited (MEL) and indicated an intention to  cease operations as of
31/8/21. NZAS has indicated a willingness to delay closure if it can negotiate
reductions  in  its  cost  of  delivered  energy  (i.e.  electricity  pricing  plus
transmission cost).

3. Closure of the smelter would have significant short-term impacts. There would
be  broad  impacts  to  the  Southland  economy,  short-term  disruption  to  the
electricity  sector,  a  crystallisation  of  existing  environmental  remediation
concerns, and a loss of the contribution the smelter makes to transmission grid
costs (shifting these costs onto other consumers). However, from the Crown’s
perspective  there  will  be  a  fiscal  saving  from  reduced  Emissions  Trading
Scheme (ETS) expenses.

4. MEL has offered NZAS a new electricity pricing agreement running until August
2024 that includes significant cost reductions as MEL has no short-term options
to sell the majority of the relevant generation output to other customers.  NZAS
has not agreed to the MEL offer but the deal remains on the table. NZAS wants
to negotiate transmission pricing relief before returning to potentially conclude
the new electricity agreement with MEL. 

5. Transpower New Zealand Limited (Transpower) is a regulated monopoly that
generally has no discretion to negotiate transmission price reductions with an
individual  customer. To provide transmission pricing relief  to NZAS in these
circumstances requires direct Government involvement.

1

1wph5jp0iy 2022-03-21 16:15:05



 

6. The Government has publicly indicated an intention to negotiate to keep the
smelter  operating  for  another  three  to  five  years  if  satisfactory  workforce
commitments and site remediation bottom lines are achieved.

7. This paper outlines the approach that Joint Ministers intend to take to secure
the  Government’s  economic  and  environmental  goals.  The  context  to  the
negotiations is that the Government’s commercial advisors have concluded that
the MEL deal on its own is sufficiently generous to make it relatively unlikely
that Tiwai will close in August 2021. Any Government deal is only incremental
to MEL’s and is unlikely to be determinative of whether closure occurs.  The
benefits  of  a  Government  deal  would  be  limited  to  increased  certainty  of
delayed closure if Ministers wished to limit any remaining risk of closure, and
any  environmental  remediation  enhancements  secured.   Economic  and
electricity market outcomes will be secured without a Government deal if NZAS
accepts  the  MEL  deal  and  continues  operations  anyway  as  NZAS  will  be
incentivised to operate the facility at capacity. For clarity, we note that NZAS’
negotiating stance has been that transmission cost reduction was a necessary
requirement  for  accepting  the  MEL  deal.  

8. The most important aspect of Joint Ministers proposed negotiation approach
therefore is the environmental remediation bottom line. It states that any deal
must include commitments to specific actions to remediate individual sources of
contamination or mechanisms to increase certainty that Rio Tinto will carry out
site remediation (e.g. funds set aside for remediation in a manner that provides
sufficient  certainty  that  those  funds  will  be  used  for  the  specified  purpose,
parental  guarantee).  These  commitments  would  be  enhancements  to  the
current legal requirements NZAS is subject to and/or the certainty of delivery
against its obligations. 

9. If it is possible, Joint Ministers will return to Cabinet for approval if a satisfactory
deal  can  be  negotiated  for  the  delayed  closure  of  NZAS,  including  any
necessary appropriations to  cover  payments  the Crown may make under  a
deal. Otherwise Power to Act Ministers will  make a determination under the
power to act sought from Cabinet. 

Background

The smelter owners are seeking a reduction in the cost of delivered energy

10. The Tiwai aluminium smelter is owned by New Zealand Aluminium Smelters
Limited (NZAS).  NZAS is 79.36 per cent owned by Pacific Aluminium (New
Zealand) Limited (which is  part  of  the Rio Tinto group)  and 20.64 per cent
owned by Sumitomo Chemical Company Limited, a Japanese company. NZAS
consumes  around  13%  of  New  Zealand’s  annual  electricity  production.  It
sources its  electricity  through direct  purchase from the  wholesale  electricity
market, which is then offset through a financial hedge contract with Meridian
Energy Ltd (MEL) and pays transmission charges to Transpower New Zealand
Limited (Transpower). NZAS is seeking to reduce its cost of delivered energy.

2

1wph5jp0iy 2022-03-21 16:15:05

[26]



 

11. The  most  recent  version  of  the  MEL contract  was  negotiated  in  2013  and
scheduled to run until  2030. It included an option for NZAS to terminate the
contract early by providing 12 months’ notice. NZAS has now taken the option
to terminate the contract with effect from 31/8/21. 

12. Transmission  constraints  mean  that  there  is  no  other  short-term  option
available to MEL to sell the electricity currently supplied to Tiwai to other users1.
If  the  smelter  were  to  close MEL would  end up spilling additional  water  at
Manapouri  rather than using it  to generate electricity. MEL therefore offered
NZAS a new electricity supply agreement running until August 2024 including
significant cost reductions compared to the price in the previous agreement.

13. The MEL agreement has not been finalised but remains on the table.  NZAS
indicated that it wants to negotiate transmission pricing relief before concluding
the new electricity supply contract with MEL.

14. Transpower  is  a  regulated  monopoly.  Transpower  is  generally  required  to
calculate  charges  for  transmission  services  in  accordance  with  the
Transmission Pricing Methodology (TPM). NZAS has long held the view that
the current TPM imposes excessive cost on the smelter. An amended TPM that
would reduce charging to NZAS is planned but there is no certainty that it will
come into effect in a timely manner and in NZAS’ eyes it is too late, and the
price reduction is insufficient.

15. As Transpower is required to calculate NZAS’ charges in accordance with the
TPM  (and  in  these  circumstances  cannot  negotiate  a  reduction  in  those
charges), NZAS has been dealing directly with the Government to argue for
transmission pricing relief. The intention is that any Government deal would be
parallel to the MEL deal and also run to August 2024.

Government Approach to Date

16. Prior  to  the  election  the  Labour  Party  indicated  its  intention,  if  elected,  to
negotiate to keep the smelter operating for another three to five years. The
Government is interested in a broader set of issues than NZAS with respect to
a just transition for the Southland economy.  We have noted commitments to
job retention and site remediation as bottom lines.

17. The Ministry for Business Innovation and Employment’s (MBIE) Just Transition,
Provincial  Development,  and  Regional  Skills  Leadership  groups  have  been
engaging with Southland regional stakeholders given the potential closure of
Tiwai.  To  date,  this  work  has  focused  on  establishing  relationships  and
gathering information should a Just Transitions process be required.

18. A project team has been established at the Treasury and includes officials from
the Energy Resource  Markets  team at  MBIE and from the  Ministry  for  the

1  Currently, Transpower estimates around one sixth of Manapouri’s generation on average (as it is highly variable depending 

on rainfall) can be sold elsewhere.  However, once scheduled transmission upgrades are completed in two to three years 

this will increase to around two thirds.
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Environment (MfE).  Work to date has focused on information gathering and
high-level  discussions  with  Rio  Tinto  representatives  on  behalf  of  NZAS to
identify  scope  for  a  heads  of  agreement.  Following  this  Cabinet  update,
negotiations will move to a more detailed specification of the nature of a deal
that Ministers are prepared to consider. Outlined below is a discussion of the
benefits that could accrue from a delayed closure of the smelter in order to then
frame the negotiating approach for Joint Ministers to pursue.

 Impact of Tiwai Closure

19. The impacts of a Tiwai closure are a mixture of direct financial flows, such as
impacts on transmission revenue and Government emissions trading scheme
(ETS) revenues, and broader economic impacts and environmental concerns.
The fact that there are economic impacts from a firm closing is not in itself a
reason for Government intervention but NZAS is a large employer that has a
significant  impact  on  its  region  and its  level  of  electricity  demand will  have
significant flow on impacts through the electricity market.

Direct Financial Flows 

20. As noted above,  transmission costs are  allocated in  accordance with  the
regulated TPM. When NZAS closes, total transmission prices for the grid as a
whole will remain the same, but the allocation between users will change as
NZAS’ share of transmission costs will be transferred onto other consumers.

21. NZAS’ assessed transmission costs are $59.7m for 2020/21, and according to
the Electricity Authority will be around $52.2m for 2021/22. Costs for NZAS are
expected  to  fall  to  around  $42m per  annum under  the  new TPM which  is
expected to  apply from 2023/24.  When NZAS exits,  however,  these annual
charges would  be transferred  to  other  electricity  consumers.  The Electricity
Authority has estimated that the impact on an average consumer would be an
average price increase of around $10 per annum or less. However, this price
increase will not be spread evenly across consumers. Southland consumer bills
are expected to increase by an expected $22 per annum and the expected
increase for SMEs is more pronounced at around $89 per annum. Averaging
can also mask the effects on larger consumers which may be significant. The
expected  increase  to  Refining  NZ  of  a  closure  of  NZAS,  for  example,  is
expected to be around $350,000 per annum. Delayed closure of the smelter
delays  these  cost  increases  for  other  consumers  but  will  not  avoid  them
altogether unless new electricity demand is added to the system.

22. Under the ETS, NZAS receives an industrial allocation of emission units from
the Government for 90% of NZAS’ direct emissions, because of NZAS’ status
as  an  emission  intensive,  trade  exposed  activity.  Allocations  are  based  on
carbon emissions per unit of output, using the 2006-2009 period as a baseline.
NZAS can benefit from any emissions intensity reduction it has subsequently
achieved, by selling spare emission units. The majority of NZAS’ allocation of
emission units is for the indirect costs of NZAS’ electricity use reflecting the
expectation that the ETS increases wholesale electricity prices.

23. NZAS is a net supplier of emission units into the market and therefore benefits
from the current ETS system. It is projected that NZAS will receive roughly 1.5
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million emission units per annum between 2021 and 2025 and will surrender
600,000  units  for  its  direct  emissions.  Assuming  the  current  approximate
emissions price of $35 per unit, the value of the surplus units NZAS receives is
around  $31.5m per  annum,  a  net  fiscal  cost  to  the  Crown.  Under  delayed
closure this net fiscal cost continues. If  the smelter closes, the Crown gains
through avoiding the cost. 

Broader Impacts

24. NZAS has a significant impact on economic activity  2   within Southland. Direct
employment is estimated to be 764 full time equivalent jobs, but flow-on effects
raise this by more than three-fold to an estimated 2379 jobs. Total employment
attributable to NZAS accounts for about 5.1% of Southland’s FTE employment.
Approximately 1330 of these jobs are estimated to be at risk of being lost if
NZAS ceases operations at Tiwai Point. 

25. The reduction in  Southland’s GDP in  the  first  year  of  total  closure may be
around $165m, reducing to zero over 3-4 years. Given the degree of dynamism
in Southland’s economy, such losses should be largely absorbed by 3-4 years
of normal economic growth, although the pace of recovery would also depend
on how many people would  move out  of  the region.  Infometrics  notes that
NZAS  redundancy  payments  and  transitional  assistance  from  Government
could mitigate the short-term economic impacts of closure.

26. There are a number of  potential  environmental  remediation concerns that
would crystallise at the point of closure of the smelter. Decades of aluminium
smelting  operations  at  Tiwai  Point  have  created  a  significant  volume  of
hazardous toxic  waste  and contamination  at  the  Tiwai  Point  site.  Following
closure there will be a need to remediate the site to manage ongoing risks to
human  health  and  the  environment.  NZAS’  existing  legal  obligations  for
remediation are unlikely to be adequate to ensure the site is remediated to a
standard that meets societal expectations or those of Ngāi Tahu. Future use of
the site may also influence the level of remediation required.

27. The  Treasury’s  environmental  consultants  have  advised  that  a  reasonable
range of probable costs for overall remediation works at Tiwai Point would span

.3 There is a high degree of uncertainty
about what level of remediation would be considered as satisfactory in terms of
societal expectations, and thus the eventual remediation costs. Elements of the
site for remediation fall  into three categories: (i)  stockpiles of spent cathode
lining4;  (ii)  the  Tiwai  Point  landfill  and  contaminated  areas  of  the  industrial
precinct; and (iii) above and below ground infrastructure. There are a range of
toxic materials (including cyanide, heavy metals and asbestos), and the low-
lying nature of the site and sandy coastline present risks from coastal erosion
and  saltwater  intrusion  into  the  landfill.  A  coastal  climate  change  risk
assessment  undertaken  by  the  environmental  consultants  assessed  both

2  Economic information sourced from “Estimation of the Economic and Social Impacts of the Tiwai Point 
Aluminium Smelter on the Southland Economy”, Infometrics, November 2020.

3 Note that this estimate is based on consultants carrying out a desktop study within restricted timeframes. 
Consultants were not able to access the site or carry out soil testing. 
4  Spent cathode lining (also known as spent pot lining) is toxic, corrosive and reactive with water.
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coastal  erosion and saltwater  intrusion as extreme risks and the suggested
response  in  the  risk  framework  is  to  avoid  or  eliminate  the  threat.  In
negotiations, Rio Tinto has focused on uncertainty surrounding the future use
of the Tiwai Point site as a reason why environmental remediation obligations
cannot yet be determined. To some extent, it is correct that the best approach
to  remediation  depends  on  the  future  use  of  the  site.  However,  there  are
aspects of the site that will  require remediation regardless of the future use.
These  include  significant  remediation  actions  (such  as  removal  of  spent
cathode  lining  and  appropriate  treatment  of  landfill  material)  that  may  be
necessary to manage the release of contaminants.

28.

29. Rio Tinto states that it has internal standards and reputational incentives that
would drive it to achieve positive remediation outcomes. We have limited ability
to gauge the extent to which we could rely on these assurances. Environmental
consultants conducted a review of five smelter closures across Australia, the
UK,  South  Africa  and  the  USA.  The  survey  suggests  there  is  no  single,
consistent  approach  to  remediation  from  smelter  companies.  Post-closure
remediation  activities  have  been  driven  by  a  variety  of  factors  including
enforcement actions, voluntary actions to enable re-use/sale of affected land,
the nature and scale of contaminated materials, and site attributes.

30. Closure of Tiwai would also have implications for the  electricity sector.  As
noted above, MEL would be unable to efficiently manage electricity production
at Manapouri and large volumes of water would be spilled due to the inability to
transport  all  the electricity to customers outside of Southland. Potential  new
generation projects may be put on hold as generators face uncertainty around
potential oversupply once Manapouri output can be transported north. Similarly,
some early retirement of  older North Island thermal plant  is expected if  the
smelter closes and Manapouri generation is sent northwards. However, such
thermal  station  closure  may  in  turn  precipitate  its  replacement  by  new
geothermal  generation.  Overall,  a  smelter  closure  will  be  disruptive  to  the
electricity market but the final outcome is uncertain.

31. In combination these effects would hasten New Zealand’s move towards a fully
renewable electricity system. While New Zealand’s greenhouse gas emissions
would fall with smelter closure, overall climate change impacts would likely be
negative as the lost aluminium production would likely be replaced by a more
emissions intensive overseas producer using coal and gas fired generation.

6

1wph5jp0iy 2022-03-21 16:15:05

[36]



 

32. In summary, closure would lead to a loss of the smelter’s contribution to total
transmission costs, broad impacts to the Southland economy, some disruption
to  the  electricity  sector,  and  a  crystallisation  of  existing  environmental
remediation concerns. The Crown would achieve a gain through reduced ETS
expenses. A delayed closure could facilitate a smoothing of the economic and
electricity sector impacts. Planned renewable energy projects such as Contact
Energy’s Tauhara Geothermal project, that has been paused due to uncertainty
over NZAS’ future, would be resumed. Economic impacts could be mitigated by
employees and other Southland businesses having time to plan for life after the
smelter in tandem with Government transitional assistance. New transmission
capacity,  scheduled for completion by 2022/23, will  alleviate constraints and
allow for  the northwards transportation of  much of  Manapouri’s  output.  The
Government  will  also  try  to  achieve  improved  certainty  around  the  level  of
remediation that NZAS will undertake. 

Negotiating Approach

33. The approach outlined below specifies some bottom lines to represent the type
of deal that could satisfy the Government’s economic and environmental goals.
Joint Ministers will return to Cabinet for approval if a satisfactory deal can be
negotiated, subject to the ability to do so, otherwise Power to Act Ministers will
make a determination under the power to act sought from Cabinet. 

 NZAS perspective 

34. It is important to understand NZAS’ financial position in order to assess how it
will  respond in negotiations. In particular, it  gives an indication of the actual
likelihood  of  closure  given  that  the  MEL offer  provides  substantial  gains  to
NZAS. If  closure is  unlikely  to  occur,  even without  a  Government  deal,  the
Government needs to be sure that it is getting something of value in exchange
for any payments it may make as part of the deal.

35. It is not possible to directly observe the profitability of the smelter as it is part of
a  vertically  integrated  production  chain  within  the  Rio  Tinto  group.  Our
commercial  advisors,  however,  have provided us with  financial  modelling to
estimate the profitability of the smelter as a stand-alone operation. In addition,
we  have  considered  the  smelter’s  competitive  position  with  respect  to  the
remainder of Rio Tinto’s portfolio of smelters and other global competitors.

36. Aluminium and alumina prices are volatile, meaning profitability is volatile and
losses occur in years with particularly poor trading conditions. Our advisors,
however,  have  modelled  underlying  EBITDA5 of  the  smelter  over  time  and
calculated an average figure.  The purpose of the calculation is not the EBITDA
figure itself but the change in level that is generated by the new MEL supply
contract.  As  noted  above,  electricity  costs  for  the  smelter  will  decline
significantly under the new MEL deal, and this cost reduction directly increases
EBITDA. The underlying profitability of the smelter is significantly improved by
the new MEL contract with average EBITDA potentially tripling.

37. Rio  Tinto  has  a  portfolio  of  13  smelters  around  the  world.  Our  advisors’
estimation  is  that  Tiwai  ranks  fifth  of  these  smelters  in  terms  of  its  cash

5  Earnings before interest, tax, depreciation, and amortisation
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margins. The new MEL deal would improve Tiwai’s position to third in Rio’s
portfolio. 

38. Our commercial advisors believe that the enhancement to Tiwai’s profitability
and  competitiveness  from  the  new  MEL  deal  is  sufficiently  significant  to
consider that closure in August 2021 may be unlikely. This may mean that the
benefits of concluding an additional Government deal providing transmission
cost  relief  are  very  limited  as  the  Government’s  goals  around  employment
retention and regional economic development may be achieved without a direct
Government deal. However, we note that NZAS’ negotiating stance to date has
been that the MEL deal is insufficient by itself without additional transmission
reduction. This view is supported by MEL. From its negotiation experience with
NZAS it believes that the issue of transmission pricing is one of principle. MEL
reports that NZAS believes it has been over-charged for transmission for many
years and that some reduction in costs is critical to a deal being agreed. 

 Government’s Approach

39. While NZAS may continue operations under the new MEL deal irrespective of a
separate Government deal on transmission price relief, this is not certain. The
benefits of a Government deal therefore are:

39.1 increased certainty of delayed closure to support a just transition, and

39.2 environmental remediation commitments are secured as part of the deal. 

40. The costs of a deal will be the financial impact of concessions to NZAS plus the
potential  precedent  effect  that  could  be  created.  There  are  other  large
industrials  that  are  experiencing  financial  difficulties  and  may  approach
Government for financial support in exchange for continued operations. 

41. To date, Government representatives in discussions with Rio Tinto have been
offering a payment (of an unspecified amount) to limit NZAS’ transmission costs
to a reduced fixed price for MWh in exchange for:

41.1 a requirement to retain a minimum number of full-time employees for the
period of operational extension – this is not contentious as NZAS has a
strong incentive to run the smelter at full capacity, and

41.2 Environmental remediation enhancements, such as:

41.2.1 Certainty  of  remediation  delivery  –  through  measures  such  as
parent company guarantees and/or environmental bonds 

41.2.2 Specification  of  specific  activities  that  NZAS  is  contractually
required to undertake – removal of spent cathode lining, removal
of the landfill

41.2.3 Specification of process requirements – a comprehensive closure
study, independent expert  assessment and review, consultation
and  community  involvement,  inclusion  of  investigation  of
repurposing options for the site.

42. The  view  of  the  negotiating  team  is  that  the  likelihood  of  significant
environmental enhancement being agreed is small.
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 To  date,  Rio  Tinto’s  willingness  to  include  environmental  remediation
material has extended only to process commitments around a closure study
and community consultation. It is possible that that position only reflects Rio’s
initial negotiating stance and that it may be prepared to make environmental
concessions as the negotiation progresses but there is no evidence of this to
date.  A  risk  for  the  Government  in  the  negotiations,  particularly  if  the
Government was to commit to significant remission of transmission costs, is the
risk of paying for something that NZAS was legally obliged to do or going to do
anyway. There are also risks around paying NZAS to deliver an environmental
activity  the  Government  seeks  rather  than  the  alternative  option  of  the
Government directly controlling the delivery of that activity.

43. Our  overall  approach,  therefore,  recognises  that  any  deal  between  the
Government and NZAS is incremental and unlikely to be determinative around
closure. The Government needs to be ready to walk away if there is doubt that
genuine net benefits can be delivered. Labour’s pre-election policy was clear
that any reduction in transmission costs must be fair, not just for NZAS, but also
for  New  Zealand.  The  policy  stated  that  if  bottom  lines  are  not  met,  or
agreement cannot be reached on transmission costs for the extended closure
period, the Government will shift focus to supporting the workforce and region
should Rio Tinto decide to proceed with its original closure date next year. The
following negotiating approach is proposed:

43.1  Workforce commitments bottom line:

43.1.1 During the Operational Period, NZAS will commit to maintain no
less than the following number of full-time equivalent employees
under normal operating conditions:

43.1.1.1

43.1.1.2

43.1.1.3

43.1.1.4

43.1.2 The Closure Plan must include provisions detailing steps by which
employees  would  be  offered  support  to  reskill  for  potential
transition to working in new industries.

43.2 Environmental Remediation Bottom Line

43.2.1 The  deal  must  include  commitments  to  specific  actions  to
remediate individual sources of contamination or mechanisms to
increase certainty  that  Rio  Tinto  will  carry  out  site  remediation
(e.g. funds set aside for remediation in an manner that provides
sufficient certainty that those funds will be used for the specified
purpose, parental guarantee).
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43.3 Any transmission changes to apply from 31/8/21 to 31/8/24 – three years
of extended activity matching the duration of the MEL offer

44. If  a  deal  can be negotiated that meets or  exceeds these requirements and
there  is  sufficient  time  Joint  Ministers  will  return  to  Cabinet  for  approval
including any necessary appropriations to cover the cost of the deal. This paper
seeks  power  to  act  for  the  Joint  Ministers,  the  Minister  for  Economic  and
Regional  Development  and  the  Prime  Minister  to  finalise  a  deal  if  this  is
required before Cabinet has the opportunity to consider a final proposal. This
power  to  act  includes  the  ability  to  enter  into  any  legal  documentation
necessary to execute a transaction, to establish or amend appropriations to
cover  any  Crown  costs  incurred  as  part  of  the  deal,  and  consider  Treaty
obligations.

Investigation Powers under the RMA

45.

46. The  Minister  has  the  ability  to  request  information  from  the  relevant  local
authorities  under  s  27  of  the  RMA.  Accordingly,  the  Minister  for  the
Environment is preparing to write to Environment Southland (and Invercargill
City  Council)  to  request  information  on  their  proposed  plan  to  investigate
activities and RMA compliance on the Tiwai  Point  site  and offer  to  provide
financial assistance. 

47.

48. A portion of the new funding sought by this Cabinet paper could be used to
support the Councils to undertake their investigations into the site. We estimate
Councils could incur costs of between $250,000-500,000 to conduct a detailed
site investigation. 

Crown intervention in site remediation

49. There have been a number of instances in recent years whereby the Crown
has had to intervene and provide significant financial contributions to address
hazardous  or  contaminated  sites.  Insolvent  companies  have  left  behind
hazardous  substances,  contaminated  land,  or  other  environmental  hazards,
creating  a  vacuum of  responsibility  which  has led  to  Crown intervention  to
mitigate future impacts from these sites. This includes Crown contributions to
the remediation or clean-up of the following sites:
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49.1 Tui oil field following the liquidation of Tamarind Taranaki Limited, 
estimated to be around $155m; 

49.2 aluminium dross by-product (known as Ouvea Premix) stored at the 
Mataura Paper Mill and other locations in Southland, currently agreed to 
be $1.25m but likely to increase by an additional $500,000, towards total 
project costs of between $4-6m; 

49.3 Sustainable Solvents site at Ruakaka, Northland, being $2m including a 
$400,000 contingency towards an estimated total project cost of $3m;

49.4 Concours  electroplating,  Timaru,  being  $1m  plus  $200,000  for  site
investigations (in addition to Council contributions).

50. The Minister for the Environment intends to investigate options to address this
pattern  of  Crown  intervention  to  remedy  private/commercial  environmental
liability.

 

51.

52.

53.

54.

55.
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Treaty of Waitangi and Treaty Partner considerations

56. Tiwai Point sits within the takiwa (rohe) of Ngāi Tahu. The tribal council of Ngāi
Tahu  is  Te  Rūnanga  o  Ngāi  Tahu.  The  four  Ngāi  Tahu  papatipu  rūnunga
(regional organisations with representatives on Te Rūnanga o Ngāi Tahu) at
the southern end of te Waipounamu are Hokonui Rūnanga, Waihōpai Rūnaka,
Awarua Rūnanga and Ōraka-Aparima Rūnaka. 

57. Due to the timeframes that officials have been working within, and the speed of
the work to date, a full Treaty of Waitangi (the Treaty) analysis has not been
completed. However, work is being progressed on an urgent basis by officials
towards an engagement plan utilising the Te Arawhiti Engagement Framework
and Guidelines which is consistent with the Crown’s Deed of Settlement with
Ngāi Tahu and includes an analysis of the Crown’s Treaty position in relation to
this project. 

58. To date, Ministers and officials have had some initial  discussions with Ngāi
Tahu representatives.

59. In these initial discussions Ngāi Tahu, has advised that the key areas of priority
for iwi are: 

59.1 Remediation of the land at Tiwai Point; 

59.2 The people in the area, including employment; 

59.3 Reuse of the land in the future;

59.4 The ability of the people in the area to be able to continue to access the
resources provided to the community from Lake Manapouri, and

59.5 To be a critical partner in the Just Transitions planning for future uses of
the site. 

60. We note the deal currently being considered is only one facet of the Maori-
Crown partnership in respect of the withdrawal of NZAS from Tiwai Point. The
Just  Transitions and Southland Regeneration workstreams are much longer
term. The focus at present is on an engagement plan for the immediate future
relating to the negotiation of a deal with NZAS. However, the engagement plan
will contemplate those future and longer term workstreams.

61.

61.1

61.2
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62.

63.

64. To mitigate both of these risks, officials are seeking to ensure the Crown acts
as a good Treaty partner in this project through establishing and maintaining an
open  and  transparent  relationship  with  the  representatives  of  Ngāi  Tahu.
Officials consider that by fulfilling the role of a good Treaty partner the Crown is
both addressing the risks outlined above, and ensuring the Crown reaches the
best final position in the project. 

Financial Implications

65. A negotiating team has been established that includes expert advisory roles
covering  legal,  commercial,  and  environmental  technical  expertise.  Minister
Parker has asked that an expert on industrial/contaminated sites be added to
the team. The budgeted cost of the negotiating team finalising a deal is $2m. In
addition,  Minister  Parker  has  proposed  funding  for  a  contribution  to
Environment Southland of up to $300,000 for an environmental investigation of
Tiwai  Point.  An appropriation  for  Vote  Finance for  $2.3m is  recommended,
which will have a corresponding impact on the operating balance and net core
Crown debt. These costs cannot be absorbed within existing baselines.

66. The cost to the Crown of a reduction in transmission revenue from NZAS will be
dependent on the final outcome of negotiations. It is the preference of Ministers
that this is not a direct payment to NZAS but is rather delivered via Transpower.
Legal advice on the possible options for the mechanism of any payment is still
being worked through.

67. If a deal can be negotiated, Joint Ministers will return to Cabinet for approval. If
it is necessary for a rapid decision to be made it is our recommendation that
Joint  Ministers are given power to  act,  working with the Prime Minister and
Minister  for  Economic  and  Regional  Development,  including  the  ability  to
establish or amend any appropriations necessary to cover the Crown costs for
the deal. 

Legislative Implications

68. None.
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Consultation

69. The  Energy  Resource  Markets  team  at  MBIE  and  the  Ministry  for  the
Environment have been jointly involved in the negotiating team and have been
consulted on this paper and their views reflected. The Department of Prime
Minister and Cabinet  and Department  of  Conservation have been consulted
and their views have been reflected. 

70. Over the course of the project members of the negotiating team have met with
representatives  of  Ngāi  Tahu,  Environment  Southland,  the  Invercargill  City
Council,  and  the  Southland  Chamber  of  Commerce  to  understand  regional
views on the smelter and the impacts of a potential closure.

 Communications

71. No proactive announcements are planned until negotiations conclude and any
agreement is reached. If agreement is reached, consideration could be given to
proactive announcement perhaps including Ngai Tahu as Treaty partner and
the community as key stakeholders.

72. There are risks that NZAS may make public statements or continue in efforts to
circumvent  the  negotiation  by  addressing  Ministers,  officials  or  parties
(including  Ngai  Tahu  and  the  Southland  community)  directly  as  part  of  its
negotiating strategy.

73. Should negotiations conclude without reaching agreement, Ministers will take a
proactive stance in communicating the reasons why this has occurred, and to
address arising concerns for the community (including workforce, remediation). 

Proactive Release

74. No proactive release of this Cabinet paper is proposed until the conclusion of
the  negotiating  process.  Premature  release  of  the  Cabinet  paper  would
undermine the Crown’s negotiating position. In the event of eventual proactive
release,  confidential,  commercially  sensitive,  and “inside” information will  be
redacted. 

Recommendations

The Minister  of  Finance,  Minister  of  Energy and Resources and Minister  for  the
Environment recommend that Cabinet:

1. Note that New Zealand Aluminium Smelters Limited (NZAS), the owner of the
Tiwai  aluminium  smelter,  has  given  notice  to  terminate  its  electricity  price
agreement with Meridian Energy Ltd (MEL) and indicated an intention to cease
operations as of 31/8/21. 

2. Note that closure of the smelter would have significant short-term impacts on
the  Southland  economy  and  the  electricity  sector  and  crystallise  existing
environmental remediation concerns.

3. Note that MEL has offered NZAS a new pricing agreement including significant
price reductions that would run until August 2024
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4. Note that NZAS also wants to negotiate transmission price relief (as it argues
the MEL deal alone is insufficient) and has been discussing this directly with
Government  as  Transpower  is  required  to  calculate  NZAS’  charges  in
accordance with the Transmission Pricing Methodology and cannot negotiate a
price reduction with NZAS.

5. Note that the Government has publicly indicated an intention to negotiate to
keep  the  smelter  operating  for  another  three  to  five  years  if  satisfactory
workforce commitments and site remediation bottom lines are achieved.

6. Note that the Government’s commercial advisors have concluded that the MEL
deal on its own is sufficiently generous to make it relatively unlikely that NZAS
will close in August 2021, 

7. Note that the benefits of any Government deal are only incremental to those
generated by the MEL deal and are limited to increased certainty of delayed
closure and any environmental remediation enhancements secured.

8. Note  that  the  Minister  of  Finance,  Minister  of  Energy  and  Resources,  and
Minister for the Environment (Joint Ministers), intend to negotiate an agreement
for a delayed closure of the Tiwai aluminium smelter that includes conditions
which meet or exceed the following requirements: 

8.1 During the Operational Period, NZAS will commit to maintain no less than
the  following  number  of  full-time  equivalent  employees  under  normal
operating conditions: 

8.1.1

8.1.2

8.1.3

8.1.4

8.2 The  Closure  Plan  must  include  provisions  detailing  steps  by  which
employees would be offered support to reskill  for potential  transition to
working in new industries. 

8.3 The  deal  must  include  commitments  to  specific  actions  to  remediate
individual sources of contamination or mechanisms to increase certainty
that  Rio  Tinto  will  carry  out  site  remediation  (e.g.  funds  set  aside  for
remediation  in  an  manner  that  provides  sufficient  certainty  that  those
funds will be used for the specified purpose, parental guarantee).

8.4 Remission of transmission charges to apply from 31/8/21 for a period  to
match the duration of the MEL deal

9. Note that Joint Ministers will return to Cabinet for approval of any deal that can
be negotiated that meets these requirements.
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10. Note  that  the  Minister  for  the  Environment  will  request  information  from
Environment  Southland  (and  Invercargill  City  Council)  on  their  plans  to
investigate activities at Tiwai Point.

11. Authorise the Joint Ministers, along with the Prime Minister and the Minister for
Economic and Regional Development to have Power to Act to conclude a deal
if that is necessary in advance of further Cabinet consideration, including the
ability  to  enter  into  any  legal  documentation  necessary  to  execute  a
transaction,  to establish or amend appropriations to  cover  any Crown costs
incurred as part of the deal, and consider Treaty obligations.

12. Approve the  following  changes  to  appropriations  to  provide  for  the  Tiwai
Aluminium Smelter negotiations, with a corresponding impact on the operating
balance and net core Crown debt:

$m – increase/(decrease)

Vote Finance

Minister of Finance for Portfolio 
Finance

2020/21 2021/22 2022/23 2023/24 2024/25
&

Outyears

Multi-Year Multi-Category 
Appropriation

Expenses and Capital Expenditure:

Policy Advice and Financial Services
MCA

Departmental Output Expense:

Policy Advice
  (funded by revenue Crown)

2.300 - - - -

13. Agree that  the  proposed  changes  to  appropriations  for  2020/21  above  be
included in the 2020/21 Supplementary Estimates and that, in the interim, the
increase be met from Imprest Supply.

14. Agree that  the  expenses  incurred  under  recommendation  (10) above  be
charged against the between-Budget contingency established as part of Budget
2021.

15. Invite the Minister for the Environment to report back to Cabinet on:

15.1 other instances of Crown funding towards the clean-up of hazardous or
contaminated sites;

15.2 the legislative frameworks for liability for hazardous or contaminated sites
in other jurisdictions; and

15.3 options  for  legislative  changes  to  address  environmental  liability  from
insolvent commercial activities.
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Authorised for lodgement

Hon Grant Robertson

Minister of Finance

Hon Dr Megan Woods

Minister of Energy and Resources

Hon David Parker

Minister for the Environment
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