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Approval to issue drafting instructions for
the annual update to NZAS’s allocative
baseline

Key Messages

1. This paper seeks your approval to instruct the Parliamentary Counsel Office (PCO) 16 draft
amendment regulations to update the allocative baseline for aluminium smelting\by New
Zealand Aluminium Smelters Ltd (NZAS). The allocative baseline is used to £3lculate the
number of New Zealand Units (NZUs) NZAS receives annually through industrialallocation.

2. Aluminium smelting has a special process for allocation because of\the electricity pricing
arrangements NZAS has with Meridian. Each year a call for data,i§ jSsued to NZAS seeking
updated electricity data which is used to calculate an updatéd,allocative baseline. This
annual technical update protects the Crown from over of binder-allocating NZUs to NZAS.

3. Based on the data recently provided by NZAS, the proposed change to the final allocative
baseline for 2022 is a minor increase from the provisional 2022 allocative baseline.

4. We will provide you with a paper to take g the Cabinet Legislation Committee (LEG)
meeting on 16 March 2023 so that NZAS can apply to the Environmental Protection
Authority (EPA) for an allocation of units/by the deadline of 30 April 2023.

Recommendations

We recommend that you:

a. Note that Cabinet'has’previously authorised the Minister of Climate Change to
adjust the alla€ativé baseline for NZAS, to reflect the NZ ETS costs to NZAS from
electricity gofistimption, without referring to Cabinet except where the financial or
policy implications are significant enough to warrant Cabinet consideration [ENV-18-
MIN-005% and CAB-18-MIN-0628].

h. Note the current allocative baselines and proposed updates listed in the table

below.
Current Allocative Baselines Proposed Allocative Baselines
(before change) (with updates)
2022 2.005 (provisional) 2.048 (final)
2023 2.005 (provisional) 2.034 (provisional)
2024 Not set 2.034 (provisional)
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referring to Cabinet except where the financial or policy implications are significant
enough to warrant Cabinet consideration [ENV-18-MIN-0051 and CAB-18-MIN-0628
refer].

10. The final allocative baseline for 2022 is higher than was set provisionally because NZAS
purchased a higher than anticipated portion of its electricity outside of its main contract
(ie, on the spot market). Additionally, the 2023 provisional allocative baseline set last year
assumed no electricity purchases outside the main contract. NZAS now anticipates a small
amount of purchasing on the spot electricity market in 2023 and the increase to the
allocative baseline for 2023 reflects this.

11. The provisional allocative baselines for 2023 and 2024 are based on NZAS’ electricity
consumption forecast for 2023 as provided by them. The table below shows=the current
allocative baselines on the left and the proposed adjustments on the right"

Current Allocative Baselines Proposed Allocative Bselines
(before change) (with updates)

2022 2.005 (provisional) 2.0438 (final)

2023 2.005 (provisional) 2.034 (phovisional)

2024 24034 (provisional)

12. Once the allocative baseline is updated, NZAS‘Will apply for its final allocation for the 2022
calendar year and provisional allocation<for 2023 before the end of April 2022. The
amount transferred with respect to,thé sfinal allocation application is the difference
between:

e the provisional allocation“egeived for 2022 last year (based on NZAS’ expected
aluminium productiongmultiplied by the provisional allocative baseline) and

e the final allocatiah{actual aluminium production for the year multiplied by the final
allocative baseline).

13. The combinedyimpact of a small increase in aluminium production® and the adjustment to
the allogativesbaseline is that NZAS will receive approximately 18,000 additional units for
2022 above what were transferred last year as provisional allocation.

14. The \Enyironmental Protection Authority will, at the same time as making the final
allecation for 2022, provide NZAS with its provisional allocation for 2023.

1 Based on NZAS' unaudited 2022 production figures
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