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Section 1: Diagnosing the policy problem 

What is the context behind the policy problem and how is the status quo expected 
to develop? 

The Government has an opportunity to intervene to ensure that New Zealand’s only domestic cement 

manufacturer does not cease domestic production 

2. FBL, the owner of New Zealand’s only domestic cement manufacturer, Golden Bay cement (GB), 

has indicated that unless it is provided certainty that its concerns around an un-level playing 

field and hard-to-abate emissions from cement manufacturing are addressed (eg, relief from 

emissions costs), it will cease domestic production by 2030 and transition to an import-only 

model. A government decision is needed by May 2026 (July at the latest) to provide this 

certainty, given the  times required for investments to either continue production 

or cease domestic cement production.  

3. We describe the role of the New Zealand emissions trading scheme (NZ ETS) and industrial 

allocation (IA) in terms of how this relates to GB’s viability arising from an ‘un-level’ playing field. 

The Ministry for the Environment (MfE) and Deloitte’s validation of FBL’s concerns are discussed 

in ‘defining the problem’ of section one below.  

4. In determining whether the effects of these systems are desirable, a range of economic (incl. 

supply chain resilience), environmental and fiscal consequences must be balanced. The final 

judgement depends on the priorities of the decisionmaker. The relative pros and cons are 

discussed below, and a final judgement is provided in section two against criteria.  

Context 

The NZ ETS prices-in an externality  

5. Emissions are an externality – their costs to people, communities and the environment are not 

usually reflected in the prices of goods and services. The NZ ETS prices domestic emissions to 

internalise this cost. Emitting firms must manage emissions costs, such as reducing emissions, or 

passing costs to consumers.  

6. Pricing emissions through the NZ ETS creates an incentive to reduce them through investments, 

when the cost of doing so is less than the cost of emissions (the NZU price). This ‘marginal 

incentive’ applies when firms assess the costs and benefits of their investment, including 

investments to reduce emissions. Investing to reduce emissions can be profitable for firms, as 

this avoids future emissions costs. 

GB has significant emissions cost impacting their business, not faced by international competition 

7. GB is a fully owned trading entity of FBL and operates the Portland Cement Plant in Whangārei, 

which is New Zealand’s only fully integrated cement manufacturing plant, following the closure 

of Holcim (NZ)’s Westport plant in 2016. 
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8. Cement production is an included activity in the NZ ETS.3 GB emits approximately 0.56 Mt 

CO2e/year. Approximately ~65% of these emissions come from the industrial process of 

manufacturing clinker, a binding agent used in cement. To produce clinker, limestone must be 

heated to very high temperatures, resulting in both CO2 emissions from the chemical process, 

and from combustion of fuels. The remainder of emissions are from thermal energy used to 

make clinker. Electricity used to grind and package the cement is a small fraction of its overall 

emissions profile. GB’s emissions from clinker are about 0.5% of New Zealand’s total gross 

emissions.  

9. Producing cement is an emissions-intensive, trade-exposed activity. Producing cement has high 

emissions costs relative to the revenue a firm makes from selling its product, and the cement 

price is set by imported products without an equivalent carbon cost. This means that GB has 

high emissions costs impacting its viability, and it cannot alleviate these costs by passing them 

on to consumers as their cement would be more expensive than other products. If GB passed on 

its ETS costs, consumers are likely to choose the cheaper, imported cement, and GB would lose 

market share.  

10.  

 Currently, these countries do not have an equivalent carbon cost for 

cement manufacturing, or have more generous industrial allocation equivalents, although 

progress is being made.  

 

 

 

  

GB receives industrial allocation, but support is reducing 

11. GB receives support through industrial allocation (IA), in recognition that the NZ ETS may affect 

the competitiveness of its business. IA is intended to prevent emissions leakage by reducing the 

cost impact of the ETS for these firms to be more closely in line with their international 

competition. Firms are provided with New Zealand Units (NZUs) according to three main 

variables (see glossary).4 

12. Further, IA maintains the NZ ETS’ marginal incentive for firms to reduce their emissions, set by 

the NZU price, unless IA support is reduced following the investment.5  

13. However, industrial allocation is being phased out slowly by 2060 for firms like GB. The phase 

out is given effect through a legislated reduction in the level of assistance, starting at 1 percent 

decreases per year until 2031, then increasing to 2 percent until 2041, and then 3 percent until 

 
3 Main sources include a chemical reaction known as limestone calcification and burning coal and other 
materials for heating during this process. These are hard to abate emissions with few viable technologies 
to reduce them.  
4 Allocative baseline x production x level of assistance 
5 IA firms can be incentivised to reduce emissions like other firms where doing so achieves a positive 
return (although part of this benefit relies on the continued provision of IA following an investment).  
Reviews of allocative baselines introduced in 2023 would reduce the expected benefit of a firms’ 
investments (see below).  
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IA is fully phased out. The current level of assistance for highly emissions intensive firms is 84% 

in 2026.  

14. The IA phase out supports increasingly achieving emissions budgets over time and is meant to 

account for emissions reductions across the system (eg, greater use of electricity from 

renewables). The phase out policy shows that IA is temporary until international jurisdictions 

have equivalent emissions pricing, and reduces its downsides such as fiscal costs, creating 

problems for meeting emissions budgets (the ‘net zero’ problem6) and because it can distort the 

ETS’ intended incentives.7 

Border Carbon adjustment was not progressed this term 

15. A study into the feasibility of an alternative to industrial allocation, known as a Border Carbon 

Adjustment mechanism (BCA), was completed (unpublished) in 2025 by MFE. The purpose was 

to explore alternative ways to manage leakage risk, given the issues with IA. A key finding from 

this study was that the cement sector was at risk of emissions leakage in the near-term, due to 

cement importers not facing an equivalent (or an) carbon price to domestic cement 

manufacturers. 

16. A BCA imposes a carbon cost on importers equivalent to that faced by domestic producers and 

aims to remove the need for industrial allocation. Its primary objective is to reduce carbon 

leakage where local producers face higher emissions mitigation costs than international 

competitors. 

17. The study found that a level playing field achieved through a BCA would likely address most/all 

of the issue of uneven emissions costs across the cement sector. The BCA could also support 

other sectors to avoid emissions leakage  eg, iron and steel. 

However, implementing BCA has trade-offs and the Minister of Climate Change decided in late 

2025 not to undertake further policy work on a BCA. MCC chose instead to closely monitor 

whether Australia implements a BCA following a review of its Safeguard Mechanism in 2027. For 

this reason, we did not consider this a viable option for achieving the policy objective and have 

not carried out a full analysis in this RIA. 

The status quo means the likely closure of GB’s Whangārei site 
18. To somewhat mitigate the effects of IA’s phase-out, GB can invest to reduce some of its 

emissions and avoid future NZ ETS costs. Generally, GB cannot reduce emissions from the clinker 

process, but it can replace higher emission fuels such as coal with processed waste tyres or 

wood waste. It is also proposing substituting a proportion of clinker per tonne of cement 

produced with other materials, such as slag, a by-product of other industrial processes 

(therefore having no additional emissions), to reduce its overall emissions from clinker.  

 

 

 
6 Because the government provides NZUs for the industrial sector, so long as these NZUs are provided, it 
is difficult for NZ to meet its net zero emissions targets, as emissions in these sectors will continue and 
must be offset with carbon removals.  
7 The ‘distortion’ refers to how the IA system may alter the incentives of firms receiving IA, compared with 
other ETS firms that do not receive IA, such as the statutory reviews above. 
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19. Despite some decarbonisation being possible, FBL has advised the Government that the un-level 

playing field (GB’s increasing emissions costs not faced by competitors) means that investment 

in domestic emissions reduction is not currently viable. Without intervention, the status quo is 

expected to see FBL decide in Mid-2026 to transition GB from domestic cement manufacturing 

at Whangārei to an import only model from 2030. This would involve alternative investment in 

an import terminal and staff in Auckland.  

20. MfE analysis, and the open book process commissioned by MfE on behalf of the Minister and 

undertaken by Deloitte (below) has confirmed the FBL board will likely decide to transition to an 

import-only without government intervention. Officials have also tested the materiality of 

FBL/GB’s concerns and discuss the likely impacts of the closure versus intervention below. 

What is the policy problem or opportunity? 

MfE has determined, with evidence from Deloitte, that the un-level playing field and FBL’s 

exclusion of wider benefits from the investment proposition is driving emissions leakage 

 
21. The impact of an ‘un-level’ playing field on GB’s viability remains unaddressed: 

a. GB faces emissions costs under the NZ ETS, which it cannot easily manage, and its 

competitors do not face.  

b. IA’s phase out means that GB’s emissions costs will increase in the future. 

c. The Government’s in-principle changes to IA settings as part of proposed changes to the 

Climate Change Response Act (reducing disincentives to decarbonise) only partially address 

these concerns.   

22. Investing in domestic production is not currently profitable for FBL, despite the wider benefits to 

New Zealand:  

a. The business case to maintain production in New Zealand and invest in emissions reductions, 

under current NZ ETS/IA settings, does not meet shareholder’s internal target hurdle rate for 

investments. 

b. However, FBL’s investment decision does not need to account for: 

i. National economic benefits, primarily through improved supply chain resilience; and  
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26. However, there are some important caveats, although these do not change the overall 

assessment that FBL are likely to decide to switch to an import-only model absent intervention: 

a.  GB target ROIC was determined by Deloitte to sit at the higher end 

of comparable ROICs but was judged reasonable. Through Government discussions with FBL, 

the   

b. GB’s ROIC was  and is forecast to range between  

That is, the GB facility is already below the FBL threshold. Or put another way, 

the investment in domestic emissions reductions achieves a similar ROIC  to that 

achieved by GB recently.  

c. Further, FBL modelled a higher future carbon price than MfE’s official projections (which 

were also used in the BCA study), which increases the expected impact of the ETS on their 

domestic viability. Using the lower official price projection, the target ROIC  achieved 

in , only a year later than if carbon prices are excluded. While officials judge this lower 

price to be more realistic, based on the structure of the NZ ETS and role of exotic forestry 

within it, FBL might reasonably be expected to base its investment decisions by taking a 

conservative approach to carbon costs.]  

d. Officials did not have access to FBL’s ROIC for its import-only model for comparison.  

What objectives are sought in relation to the policy problem? 

27. The FBL board needs certainty to make its investment decisions by Mid-2026, given the

lead time for investments to move to an import-only model. The Minister of Climate 

Change has also directed officials to consider options to ensure continued domestic cement 

manufacturing. The objective is therefore outlined below in two parts:  

e. Intervene or not: determine whether intervention is warranted, by making a qualitative 

judgement on the overall balance of positive and negative effects of continued domestic 

production versus an import-only model, including supply chain resilience, regional 

economic, fiscal, and environmental consequences.  

f. Intervention method: If the government decides to intervene, provide an option that is likely 

to retain domestic production and mitigate, to the extent possible, the negative 

consequences of intervention. 

28. Within the context of Ministerial direction, the objective must provide options to support 

continued domestic production of cement until an international level playing field exists, while 

balancing trade-offs between economic (incl. supply chain), environmental, and fiscal impacts. 

However, the objective also preserves the balance of options including the status quo, enabling 

Cabinet to consider the full range of options. 

What consultation has been undertaken? 

29. Ministers and officials have been engaging closely with FBL and GB on their concerns with NZ 

ETS and IA settings: 
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a. BCA feasibility study. Last year MfE engaged with the cement industry groups, GB and FBL, as 

part of the process of developing the BCA Feasibility study in 2025. Work on a BCA has not 

progressed. Discussions with cement importers, as part of undertaking the BCA feasibility 

work, showed support for options to level the playing field.  

b. Reducing disincentives to decarbonise due to IA settings. MfE engaged with GB/FBL, and 

other significant IA recipient firms, on the effect of Ministerial reviews of key industrial 

allocation variables and whether these reviews were affecting firms’ investment incentives.  

c. Options to maintain domestic cement manufacturing. Most recently, officials have 

consulted FBL on other options to provide FBL with certainty to invest in domestic 

production. We did not engage with other industry representatives. 

30. MfE has also engaged extensively with Agencies on these issues. The consultation is detailed in 

section two below, after the intervention options.  

Section 2: Assessing options to address the policy problem 

How options have been considered against the two-part objective 

31. Deciding whether to intervene requires careful judgement about the potential precedent risks 

and to the NZ ETS market versus the anticipated economic and environmental benefits of 

intervention. 

32. Officials consider there are merits to not intervening in part due to low materiality of 

environmental and economic impacts. Intervention would also create precedent risks, with 

associated fiscal risks. Intervening could also risk undermining confidence in the credibility of the 

NZ ETS market. It is likely to further undermine short-term market confidence in the ETS  

For this reason, not intervening (status quo) is MfE and 

other agencies’ preferred option. However, this is an on-balance judgement, and a different 

conclusion could be drawn if objectives, including supply chain objectives, were weighted more 

heavily. 

33. Given the Ministerial direction to provide options to intervene that retain domestic cement 

manufacturing, officials considered that the primary rationale for intervention is to support the 

resilience of supply of cement, a material that is critical to New Zealand’s economic functioning 

and delivery of essential infrastructure. Officials considered direct funding (option 3) best 

balances trade-offs within the intervention direction.  

 

 It is also unclear what the fiscal impact of a direct 

funding option would be, as this would depend on further negotiation with FBL. This leaves an 

ETS suspension (option 1) as the most viable option to retain domestic cement manufacturing. 

This is also the Minister’s preferred option. 

What criteria will be used to compare options to the status quo? 
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34. Officials have considered options against four main criteria (table 2 below), informed by our 

understanding of the most relevant considerations from consulting with agencies, FBL/GB, and 

Ministerial direction.  

35. There are some key differences with criteria used in recent advice to Ministers. These other 

criteria necessarily focused on risks, and certainty to FBL. Here, MfE has explicitly recognised the 

wider environmental and economic impacts to be balanced with other criteria.  

Table 2. Regulatory impact statement assessment criteria  

Criteria Description  
Effectively addresses the un-
level playing field 

• Enables GB to invest in domestic production 

Minimises negative 
environmental impacts 
 
 

• Environmental:  
o Domestic emissions/budgets and emissions leakage.  
o Implications on waste diversion going to GB 

 
Minimises negative economic 
impacts 

• Economic:  
o Regional economic and employment impacts, 

including supply chain resilience implications 
Minimises fiscal cost 
 

• Fiscal implications 

System impacts/ Feasibility 
 
Compatibility with current 
legislation / administrative, 
implementation risks, 
precedence, ETS system 

• Ability to meet CCRA statutory requirements 
• Complexity to implement eg, legislative amendments 

required, associated costs and risks 
• NZ ETS system impacts incl. on NZU supply and demand, 

which affects emissions reduction incentives (above). 
• Precedent effect of providing support 

 

What scope will options be considered within?  

36. The options are considered within a constrained but balanced scope.  

37. The two-part objective provides in the first instance the opportunity to consider whether the 

Government should intervene or not to balance and/or minimise economic and environmental 

consequences of the status quo. The second part of the objective considers the preferred 

approach to intervention, to address the un-level playing field while still balancing economic and 

environmental consequences.  

38. To meet the second part of the objective, options (options 1-3) provide financial benefit to FBL. 

Options enable FBL to meet its ROIC for domestic investment (at around the same point this 

would be met without its increasing carbon costs). This includes avoiding emissions costs by 

removing them, providing more IA, or Budget funding.  

39. About  of GB’s expected emissions costs need to be avoided  

to meet, but not exceed, GB’s ROIC – avoiding a financial 

windfall to GB (its investment has growing benefits over time). Conditions can be added by 

agreement, to ensure emissions reductions and continued domestic production outcomes are 

achieved. Conditions are detailed in the preferred option section below.  
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Is intervention warranted, on balance, to minimise negative consequences of GB 
closure? 

40. Under part one of the objective, the status quo/base case outlines the benefits and trade-offs/ 

risks of intervening or letting market forces play out. This is the only option considered under 

part one of the objective due to constraints (time and Ministerial direction). 

Status Quo / Counterfactual 
41. Under the status quo, no government intervention is undertaken and GB transitions from 

domestic cement manufacturing to an import-only model. This will involve the disestablishment 

of operations at its Whangārei site and development . Details 

of status quo are explored in section one above. 

42. Precedent risks, such as creating the expectation that suspensions can be created for firms 

facing rising carbon costs, especially those with hard to abate emissions, would be avoided. It 

continues a principled approach by enabling market forces such as the NZ ETS to operate 

without interference. This approach also avoids creating new incentives within the NZ ETS 

system outside of market fundamentals. 

43.  Environmental impacts are balanced and are under the status quo, as most of the NZ ETS 

impacts would be avoided. However, the following implications would arise: 

a. Through future NZ ETS settings work, Minister and officials would need to consider whether 

the NZ ETS’ emissions cap should be reduced to account for the emissions avoided 

domestically through GB shifting to import-only.  

b. There is likely to be some NZ ETS market reaction to GB announcement to transition to an 

import-only terminal.  

 

44. The status quo is feasible to implement, as it does not require primary or secondary legislative 

amendment or further funding, unless the Minister considers other interventions to manage 

undesirable effects. Officials have previously advised the Minister that economic and 

employment impacts could be managed through business-as-usual support. 

45. The general impacts of intervening, or not, are described in table 3 below. The overall 

assessment against criteria is in section two.  
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Option One – Suspend NZ ETS surrender obligations for clinker emissions from 2031 by 

amending the CCRA  

48. This option suspends GB’s obligation to surrender ETS units for emissions from clinker 

production. This refers to the mandatory activities in Part 4, Schedule 3 of the CCRA 2002, 

relating to manufacturing clinker. GB would not have to surrender NZUs (MfE estimates a net 

cost to GB of , after IA and assuming domestic production continues) for 

these emissions and therefore does not face these emissions costs for the duration of the 

suspension. 

49. The Ministers preferred lever to give effect to this policy is temporarily removing the activities 

from Schedule 3 of the CCRA 2002. This option involves primary legislative amendment to the 

CCRA. Careful drafting (at pace) is needed to ensure the change can be reversed according to 

agreed conditions.  

50. A suspension would require a corresponding reduction in GB’s IA. Removing the Schedule 3 

activity would require a phase out review and appropriate decrease, or an exception to Cabinet’s 

in-principle changes preventing reviews of allocative baselines. 9  

Option two- Amending the CCRA to allow further reductions in IA phase out from 2031 

51. There are two versions of this option in the Cabinet paper. Officials have condensed and 

provided the most effective of these (Amend the CCRA to allow further reductions in 

IA phase-out rates if specific criteria are met from 2031). 

52. This option would amend the IA phase out rate for producing clinker, providing more IA and for 

longer. GB would remain an ETS participant and surrender NZUs. The same conditions would 

need to apply here as with other options, alternatively via a contract or regulations.  

53. This option offsets but does not fully address the un-level playing field caused by the NZ ETS. 

However, managing leakage risks is one of the purposes of IA (it is one of the main legislative 

tests), and adjustments to the level of support can be made via the phase-out review.  

54. There are two significant legislative hurdles to be met before adjusting the phase out rate:  

a. Firstly, the Climate Change Commission (CCC) must recommend a decreased phase-out rate. 

The CCC has advised that additional resources may be required to complete an assessment 

this year. Existing work on this topic would not speed up the assessment.  

b. Secondly, the phase out rate can only be reduced by a further one percent each year per 

decade, from the current level. The amount of support GB requires before 2040 would 

require a negative phase out rate (an increase rather than a decrease), which is not possible.  

55. To provide certainty, the CCRA 2002 would need to be changed to waive the CCC consultation 

requirements due to evidence of leakage risk, with clear conditions on when this might occur, 

 
9 The CCRA Amendment Bill currently projected for a first reading before the election removes the ability 
to review and update allocative baselines but retains and strengthens phase out review provisions. These 
changes were designed to address concerns of firms such as FBLs. 
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What option is likely to best address the problem, meet the policy objectives, and 
deliver the highest net benefits? 

61. The section below sets out the pros and cons of the government intervening to support 

GB. Deciding whether to intervene requires careful judgement about the potential risks to 

precedent and the NZ ETS market versus the anticipated economic and environmental benefits 

of intervention.  

Option one:  Suspend NZ ETS surrender obligations for clinker emissions from 2031 by 
amending the CCRA [Minister preferred] 

62. An NZ ETS suspension removes the un-level playing field at the source. It is the most efficient 

from a business point of view (as opposed to later offsetting these costs with IA), and directly 

addresses FBL’s range of concerns, as legislative change occurs immediately (but the suspension 

takes place in 2031).  

63. Option one and two are similar in terms of effectiveness, however option two was unable to be 

negotiated with FBL, as the firm preferred the suspensions' ability to directly address concerns 

immediately.  

64. The full lists of conditions for suspension are in the ‘implementation’ 

section below but include but are not limited to commitments to continue domestic 

manufacturing, reduce emissions intensity, and for the suspension to end once a level playing 

field exists.]  

Suspension avoids eroding critical supply chain resilience  

65. The primary rationale for intervention is to support the resilience of supply of cement, a material 

that is critical to New Zealand’s economic functioning and delivery of essential infrastructure. 

The suspension option achieves this. Cement is a critical input in housing construction, transport 

networks, water infrastructure, energy assets, and post-disaster recovery. 

66. Maintaining some domestic production reduces New Zealand’s exposure to global supply chain 

disruptions, shipping constraints, price volatility, and geopolitical risk. In the absence of 

domestic production, New Zealand would be more reliant on offshore suppliers, with limited 

ability to respond to supply shocks or surges in demand, particularly during emergency or 

recovery periods. Supply disruption risks are currently assessed as low, as cement and clinker are 

widely traded commodities and domestic production would not cease until around 2030. GB will 

continue to be competitive with importing firms, and supply of cement is likely to be secure in 

the future. 

67. However, recent events in the Middle East have brought into focus the economic security risks 

of reliance on imported inputs, and the risk-mitigation value of some domestic production 

capacity. 

Suspension balances economic and most environmental impacts  

68. A suspension would avoid disruption to Northland’s regional economy and employment. 

Intervening would help maintain regional GDP and maintain up to 160 direct jobs. 
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69. Environmental impacts through a suspension include negotiated 

decarbonisation, avoiding emissions leakage and increased global emissions of 200,000 tonnes 

per year.11 This option recognises there are limited technological options currently available to 

abate cement process emissions. Through negotiated conditions with FBL/GB it has agreed to 

investment in decarbonisation. As part of this process FBL/GB plans to invest in replacing some 

clinker with slag (a byproduct of other overseas industrial processes). Slag is reported to reduce 

emissions by replacing a portion of clinker used per tonne of cement. There is some uncertainty 

around the scale of GB’s emissions and emissions reductions over the entire period, as further 

capital expenditure planning and decisions still need to be made.] 

70. Despite the uncertainty in estimated exact scale and timing of avoided leakage, the overall effect 

of avoiding increases in global emissions and warming (even if only for a short period of 5-10 

years), is a non-monetised benefit of the suspension for a variety of groups. There is also 

uncertainty around the emissions intensities of imported cement in the future due to 

anticipated emissions pricing policies by NZ’s main international suppliers. 

71. Other environmental impacts avoided include major disruption to waste diversion schemes. GB 

use waste tyres as fuel instead of coal, which have fewer emissions per tonne and a similar 

energy profile. If GB transitioned to an import-only terminal the Tyrewise scheme that supplies 

GB with Tyres would be significantly impacted. 

Fiscal impacts of suspension are balanced 

72. A suspension has increased fiscal costs compared with the status quo. IA would continue to be 

provided for the emissions not exempted. Exempting a firm or an activity from the NZ ETS 

reduces the number of New Zealand Units (NZUs) that can be auctioned.  

73. While this does not immediately reduce OBEGAL (due to the way auctioned NZUs are accounted 

for) it does reduce cash proceeds, which could otherwise be used to fund public investment/ 

services and/ or reduce core Crown debt. Over the long run, the reduction in NZUs sold at 

auction does negatively impact OBEGAL.  

The main trade-offs are the likely impact on the ETS market, and NZU price, and setting a precedent 

74. The temporary suspension of GB's NZ ETS obligation would reduce demand for NZUs. This would 

place downwards pressure on NZU prices without a corresponding change in NZU supply. 

Reducing or 'tightening' the NZ ETS cap would reduce supply, offsetting this effect. The NZ ETS 

cap and unit supply can be managed through the ETS settings decisions, although there is only a 

limited window to use this policy before auctions cease in the mid-2030s.  

75. An ETS suspension is very likely to be perceived by the public and the market as impacting the 

NZ ETS’ integrity, which would impact NZ ETS market confidence, . At best, a 

suspension will put downward pressure on prices over the medium to longer term. Lower NZUs 

prices means the incentive to reduce emissions is also weakened for all participants. 

 
11 Modelling through BCA study on the effect of offshore relocation for emissions.   

s 9(2)(g)(i)

Classificat

Classificat

Classification



 
 

31 
 

76. Suspending surrender obligations of GB, a major emitter, would also create a precedent for 

other firms with hard-to-abate emissions.12 Introducing the opportunity for firms to seek 

suspensions, if they demonstrate evidence of emissions leakage and emissions reduction if 

granted, creates new incentives within the NZ ETS system outside of market fundamentals.  

77. The general scope of the precedent is that a likely firm/sector must: 

a. Face import (or in export markets) competition without carbon costs (highly trade exposed) 

b. Have supply chain/ resilience importance (a subjective judgement by Government) 

c. Be non-substitutable (no viable alternative products for consumers) 

d. Have limited cost effective abatement options (eg, electrification) 

78. It is normal operating practice for industry to monitor peer behavior and to adopt where 

possible to reduce their own costs. If suspensions are made available, several similar sectors may 

respond to the signal. These appear to be aluminum, steel, burnt lime, and glass as these all 

have significant process emissions.  

79. It is also possible this signal could be received by a wider audience. Other sectors with 

interlinked sectoral activities with regional employment importance face unavoidable NZ ETS 

costs from large energy uses, such as the remainder of significant emitting firms receiving IA. 

These include, but are not limited to market pulp, wood processing, paper and packaging, tissue 

paper, reconstituted wood products. This risk is reflected in their status as firms eligible for IA. 

MfE does not have total visibility on emissions costs and therefore likely impact of the NZ ETS on 

these firms’ viability. These firms report emissions from industrial processes, but other emissions 

inputs from coal and gas use are passed on to these firms and the reporting is done by suppliers.  

80. Mandatory compliance participants, such as the ones above, form a critical core of the NZ ETS 

market buying activity. The prevailing NZ ETS secondary market has ample supply; removing core 

buyers (even temporarily) will change market dynamics. There have been several periods over 

the last two years where buyers have been absent from the market and sellers have pushed 

prices materially down.  

81. A non-ETS option, like direct funding, would be less likely to impact on the NZ ETS market, as it is 

not tied to the NZ ETS. Direct funding scored highly in feasibility and has both environmental and 

economic benefits, but it was unable to be negotiated with FBL.  The fiscal cost of this option is 

also unclear without further negotiation. 

A temporary suspension of obligations is feasible but challenging under current timeframes 

82. This option involves removing this activity from Part 4, Schedule 3 of the CCRA via primary 

legislative amendment. Careful drafting (at pace) is needed to ensure the change can be 

reversed according to agreed conditions.  

 
12  
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83. Once the amendment is progressed further work a corresponding reduction in GB’s IA is 

required to be progressed. Removing the Schedule 3 activity would require a phase out review 

and appropriate decrease, or an exception to the Government’s in-principle changes to IA 

preventing allocative baseline reviews13  

84. The conditions for the temporary suspension also have ongoing monitoring and resourcing 

implications influencing the feasibility of this option. 

 
13 The CCRA Amendment Bill currently projected for a first reading before the election removes the ability 
to review and update allocative baselines but retains and strengthens phase out review provisions. These 
changes were designed to address concerns of firms such as GB’s. 
14  

   
  
  

 
  

 
 

s 9(2)(h)

s 9(2)(h)

Classificat

Classificat



 
 

33 
 

 
 

88. However, this needs to be balanced against an overall consideration of the national interest.  

What are the marginal costs and benefits of the preferred option in the Cabinet 
paper? 

89. Note: Quality assurance of inputs into analysis has been undertaken, particularly data inputs. 

Data was provided primarily by Deloitte via the open book exercise, but other sources included 

MfE in terms of modelling emissions, NZU price, and the likely effect of a BCA, which has been 

repurposed here (a separate CIPA assessment).
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97. The following table outlines where MfE/MCERT, the Government or FBL have an implementation 

monitoring or reporting responsibility as per the agreement. Given time constraints, further 

work into the details of monitoring or reporting will need to be developed over the next few 

months. 

Negotiated conditions  

under negotiation] 

Implementation 

responsibility 

Monitoring/reporting 

responsibility 

1. Commitment to continued domestic 
manufacturing for the duration of the 
suspension 

 

FBL/GB MCERT- Review ongoing 

and in 2036 

2. Investment in continued optimisation and 
maintenance of the clinker manufacturing 
capability, decarbonisation and firm expansion 
of at least $150m, , in 
aggregate. This includes providing a roadmap for 
the investment. The timing of this investment 
will be subject to caveats including market 
factors, consumer behaviour and available 
technologies 
 

NZ Government  

3. Suspension from ETS clinker emissions 
surrender obligations to run from 2031 to 2040, 
with a review of conditions 1 and 2 in 2036 

FBL/GB pre- agree 

benchmark 

MCERT in discussion with 

relevant agencies, regular 

assessment 

4. Suspension of ETS clinker emissions surrender 
obligations to cease if (and for so long as) a 
policy change (either domestic or international) 
is implemented that results in the majority of 
clinker and cement importers (assessed by 
volume) facing carbon costs that are reasonably 
comparable (including as to incidence, quantum 
and price effects) to those faced by domestic 
cement producers under the ETS 

FBL/GB MCERT monitoring 

ongoing 

5. An agreement to run down the stockpile by 
2031 or  

 
 

 

FBL/GB MCERT monitoring 

ongoing 

6. Continued reporting of all greenhouse gas 
emissions 

NZ Government MCERT/FBL monitoring 

ongoing 

7.  
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Monitoring international policy developments 

98. One of the likely triggers for restarting surrender obligations is international policy 

developments for the cement sector. In particular: 

e.  

. 

f. BCA is introduced in Australia or other international jurisdictions that New Zealand looks to 

for policy harmonisation.  

g. Officials are monitoring international developments as they arise, to understand the 

progress on these issues. This work will continue for the foreseeable future. 
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Appendix one: NZ ETS explainer 

The NZ ETS requires emitters to surrender NZUs  

The CCRA requires participants conducting defined activities like mining coal and cement 
production to report emissions each year (by the end of April) and surrender emission units (by 
the end of June). Most sectors of the economy are included, except emissions from 
agriculture and non-municipal waste.  

Such firms face financial costs from meeting the NZ ETS statutory obligation to surrender NZUs. 
These costs are from buying emission units from other participants 
(the secondary market). Emitters must therefore manage these costs by either:   

- investing in technologies or processes that reduce their emissions to reduce future 
costs of purchasing NZUs   

- absorbing the cost within their business, or  
- transferring all or some of these costs to consumers through product prices, for example 

coal, electricity, and natural gas.   

The ETS adjusts the cost of goods across the economy to include the costs of emissions that 
may otherwise not be reflected (a negative ‘externality’1). Its purpose, set out in the Climate 
Change Response Act 2002, which reflects the Paris agreement, is to assist with meeting 
international and domestic emissions targets to manage the effects of climate change.   

NZUs permit unit holders’ emissions  

As one NZU permits one tonne of emissions under NZ’s climate change legislation, NZUs have 
value to both firms and government.    

The NZUs available are a liability to the government because they permit emissions. The liability 
is reduced when units are surrendered. Units may be ‘stockpiled’ or set aside for future 
surrenders.  

The cash value of NZUs is determined by the supply and demand of NZUs on the market   

- Demand is created through surrender obligations.   
- Supply meets this through units provided to participants for carbon removals (forestry), and 

industrial allocations (below).   
- Currently, the Government also supplies NZUs through auctions, but recent auctions have 

not provided additional NZUs to the market due to the NZU price on the secondary market 
being below the Government’s lowest price (the auction price ‘floor’).   

The total units available fall under the NZ ETS ‘cap’ - being the total number of emissions 
allowed in the system by the ETS settings. The Government determines NZ ETS settings 
annually. ETS settings must be consistent with emissions budgets and targets for the relevant 
period.  

Figure 1. NZ ETS transactions 
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[Source: MfE internal diagram]  

Certain emissions cannot easily be reduced – and therefore costs not easily avoided  

Some industrial activities have emissions from chemical reactions, such as clinker 
production in cement manufacture. Clinker production involves the calcination of limestone, 
which produces large amounts of carbon dioxide. Emissions from clinker are ‘hard-to-abate' as 
the process cannot easily be altered to lower emissions.  

GB therefore has limited options to reduce hard to abate emissions (which are most of its 
emissions), however there are alternatives to abate their other emissions such as from energy 
use.  

Figure 2. Generic clinker process emissions diagram (limestone calcination)  

  

[Source: The future ACT one - Ecocem]  

Industrial allocation is provided to firms with high emissions costs and international competitors  

Industrial allocation is provided to 88 firms in 26 eligible industrial activities.   

Industrial allocation means that firms like GB with large amounts of hard-to-abate emissions 
can surrender NZUs without incurring a high cost from purchasing NZUs from the market. If the 
firm has excess units, it can bank them or sell them. Selling excess NZUs can offset emissions 
costs from the price of coal, fuel, and electricity. If industrial allocation settings are not aligned 
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with a firm’s emissions costs, industrial allocation may cover a greater portion of a firm’s total 
emissions costs than targeted (overallocation).   

Figure 3. Industrial allocations by activity  

  

[Source data: Allocation decisions | EPA]  

In 2020 industrial allocation was agreed through parliament, to be phased out to support 
meeting of domestic emission targets. IA was originally intended as a temporary measure until 
overseas jurisdictions could implement similar carbon pricing policy. However, in effect, IA has 
been in operation since 2010 and, at current phase out rates, will not cease until 2060.   

The phase-out is slow initially to provide transition time. The level of assistance is decreasing 
by one percentage (1%) point this decade, then two percent (2%) from 2031, 
then three percent (3%) until the phase out is completed for each group (2060 for GB). 
The volume of NZUs provided to IA eligible firms will therefore gradually reduce over time.
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Appendix two: Approach to fiscal costings 

Fiscal accounting treatment 

When an NZU is allocated via IA (and when an NZU is earned from a forestry removal), this 
increases the NZ ETS stockpile liability, which is recorded as an expense to the Crown. When a 
firm surrenders an NZU against its emissions liability, this reduce the stockpile liability and is 
recorded as revenue for the Crown.22  

Critically, for the purpose of these fiscal costings we have focussed on the direct fiscal impacts 
of the options and have not considered the second-order effects such as the impact on NZ ETS 
prices and therefore demand for/surrender of NZUs by other participants. 

NZUs sold at auction are fiscally neutral and have no impact on OBEGAL but do generate cash 
proceeds. Conversely, foregone auction units reduce forecast cash proceeds. Because these 
are cash impacts they also impact on core Crown debt. 

Summary of fiscal impacts 

The estimated fiscal impact of each intervention option in the Cabinet paper, and methodology 
for costings, are set out below.  

Fiscal impacts have been estimated using the NZU price projection from MfE official emissions 
projections. This price gradually rises to $84 (in 2026 dollar terms) in 2030 before gradually 
falling to $57 by 2050, reflecting the expected role of exotic afforestation in moderating ETS 
prices.  

 

Foregone auction revenue calculations assume that adjustments can only be made to the EB3 
period, 2031-35. The separate annual NZ ETS unit and price control settings process underway 
provisionally indicates that auctions will cease in this period, likely by 2031 or 2032. For the 
purposes of these costings, the foregone auction revenue has been estimated using the 2031 
price assumption. 

  

 
22 See section 6.4 Fiscal impacts of the NZ ETS in Climate Economic and Fiscal Assessment 2023 
https://www.treasury.govt.nz/sites/default/files/2023-04/cefa23.pdf  
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Table A. Estimated fiscal impacts of all intervention options (2026 dollar terms) 

# Option 
Net OBGEAL 

Impact  
(2031-40) 

Foregone ETS 
Auction 

Revenue 
(2031-35) 

1 Suspend ETS surrender obligations for clinker 
emissions from 2031 by amending the CCRA  

 
Reduce industrial allocation (IA) phase-out rates 
to the minimum required under the current CCRA 
framework from 2031 [not included in RIA] 

2 Amend the CCRA to allow further reductions in IA 
phase-out rates if specific criteria are met from 
2031 

3 Direct funding to 
support Golden Bay’s 
decarbonisation 
investment (within next 
4 years) 

If made through 2031-
40 n/a 

n/a 

 

Option one: Suspend NZ ETS surrender obligations for clinker emissions from 2031  

To calculate the impact of the suspension of clinker process emissions, officials first had to 
separate these emissions from the overall emissions profile of Golden Bay. Based on 
information provided by Golden Bay, clinker chemical process emissions per tonne of clinker 
were assumed to be 0.597 t CO2e. This was then combined with projections of clinker 
production from the BCA study to estimate clinker process emissions over time. Finally, the 
statutory level of assistance was applied to estimate the portion of IA relating to clinker process 
emissions only. These were then multiplied by MfE’s carbon price assumption to estimate 
values in real (2026 dollar) terms. GB continues to face the residual emissions costs from their 
non-clinker process emissions (ie, heating during the clinker production process and electricity 
during cement grinding) but receive related allocation for these emissions costs.  

On this basis, the Crown is expected to receive less revenue from reduced NZ ETS liabilities 
(fewer surrenders), estimated at over 2031-40. This is partly offset by a reduction in IA 
expense to the Crown of . This results in a net OBEGAL impact of over 2031-40. 

For the purposes of calculating foregone NZ ETS auction revenue, officials have assumed there 
will be a corresponding adjustment to the NZ ETS cap that reduces auction volumes by 2.23m 
NZUs (GB’s clinker emissions would now be outside the NZ ETS). This is partly offset by 1.65m 
fewer IA units needing to be set aside under the NZ ETS cap. The net impact is a 0.58m 
reduction in units available for auction, estimated to generate around  cash revenue if 
sold. 
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Option two: Amend the CCRA to allow further reductions in IA phase-out rates from 2031  

Option two was derived from analysis undertaken by Deloitte that estimated the additional 
NZUs that would be needed on top of the slowest possible IA phase out rate in legislation to 
meet Golden Bays ROIC target . The slowest 
phase down rate leads to an increase in the amount of NZUs the Crown would need to allocate. 
This increase in IA expense was valued at  over 2031-40 and has the same net OBEGAL 
impact as revenue is unchanged.23 Combined with Deloitte’s scenarios, this leads to a larger 
increase in the amount of NZUs the Crown would need to allocate, valued at over 2031-
40. This is the increase in IA expense and net OBEGAL impact. 

Unlike option one there is no NZ ETS cap adjustment for option two as cement production 
remains fully inside the NZ ETS. The reduction in auction volume and corresponding foregone 
auction revenue comes from the increase in IA within the same NZ ETS cap, estimated at 0.31m 
NZUs for option two valued at  

Option three: Direct funding to support Golden Bay’s decarbonisation investment 

Option three takes a different approach again given its slightly different nature to the other 
options of sitting outside of the NZ ETS system. 

We have assessed that there is some additional allocation of units needed for GB to get to its 
target ROIC  (option two above).  This achieves the ROIC by reducing the company's 
NZU costs, thus allowing them to capture the same revenue at a lower cost. This allocation 
comes to a value of  from 2031-2040 (in 2026-dollar terms). 

For direct funding, we have assumed that support would need to meet the same financial 
threshold ie, achieving the target ROIC . Additional industrial allocation (which reduces 
the company’s NZ ETS costs) and equivalent levels of direct funding (which can be used to fund 
investment and/or purchase NZUs) should have the same positive impact on the company’s 
ROIC. 

We therefore assume that the same value of direct funding, transferred at the same time as 
when the IA would have been, would meet the firm’s investment hurdle. 

However, GB might want the direct funding earlier than they would want NZUs to provide them 
with the certainty they need to make investment decisions.  

 

 
 

 The timing of payment could be 
adjusted, or spread over more years, which would alter the discounted value. The appropriate 
discount rate could also be tested in negotiation with the company. 

There is no ETS cap or auction volume adjustment under the direct funding option.  

 

 
23 The slowest phase down rate impact is presented as option 2 in the Cabinet paper appendix two but 
has not been further assessed in this RIA.  
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