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The Strategic Case – Regional Hydrogen Industry Transition 
This document informs the development of a hydrogen consumption rebate to support the transition 
to a low-carbon, high-wage economy: the Regional Hydrogen Industry Transition project. The strategic 
objective of the Regional Hydrogen Industry Transition project is to support the emergence of a 
domestic, commercial green hydrogen market, including new renewable generation. 

Establishing this market will displace fossil fuels in hard-to-abate sectors, create good jobs, build 
economic resilience,  

 The project will provide industry with forward price certainty by bridging the 
commercial gap between fossil fuels and green hydrogen over the medium-term. In this way, 
government will support counterparties to transition from fossil fuels to green hydrogen. 

Sector engagement to date has highlighted the central importance of hydrogen demand in catalysing 
downstream development. The Regional Hydrogen Industry Transition project aims to move beyond 
subsidised capital investment to drive the development of the broader hydrogen supply chain, from 
renewable generation and hydrogen production to a diversity of end uses. 

The price gap between green hydrogen and fossil fuels is expected to close in coming years, as 
electrolyser efficiencies improve, and capital costs decline

1
. The Regional Hydrogen Industry Transition 

project will bring forward activity we expect to become commercially viable in the next ten-to-15 years.  

Accelerating uptake of green hydrogen will address the dual objectives of supporting: 

• Regional just transitions by creating good, low-carbon jobs, building regional economic 
resilience, and delivering concrete economic and social outcomes for Māori. 

• Aotearoa/New Zealand’s equitable transition by incentivising investment in renewable 
generation and establishing a model for decarbonising hard-to-abate industries nationwide. 

In addition to delivering the government’s transition goals, the Regional Hydrogen Industry Transition 
project aligns closely with the Minister of Finance’s Budget23 wellbeing objectives – particularly just 
transitions, the future of work, and lifting Māori and Pacific outcomes.  

The need to deliver the Regional Hydrogen Industry Transition project in the near-term is driven by the 
actions of NZAS’ owners, Rio Tinto. In July 2020, Rio Tinto announced its intention to close NZAS in 
2021, throwing the region, and electricity markets, into turmoil. Following negotiations, this closure 
timeline was pushed out to 2024, and Rio Tinto have subsequently signalled their interest in 
continuing to operate beyond this date.  

In response to the closure announcement, the Government committed to support Southland through 
a just transition. The goal of the just transition is to respond to the impacts of NZAS’ vacillating 
commitment to the region; both the threat of an abrupt closure, and longer-term economic and 
community uncertainty. Southlanders identified clean energy and hydrogen as key to diversifying and 
decarbonising the region. Through the Regional Hydrogen Industry Transition project, government can 
reassure the community these challenges are being addressed. 

The Government has also committed to international emission reduction targets in line with the Paris 
Agreement, and domestic targets, as set out the Climate Change Response (Zero Carbon) Amendment 
Act 2019. Meeting these targets will require action to decarbonise hard-to-abate sectors. Delivering 
this goal requires long lead times, development of industry capabilities, skills, and supply chains. The 
proposed approach is a targeted and scaled approach focused explicitly on early adopters. This 
approach is complimentary to, and can aid the development of, wider national energy strategy by:  

• Informing the development of the Hydrogen Roadmap, including future government policies.  
• Enabling scaling of the hydrogen sector as the technology matures and reduces in cost.  

Finally, enabling Māori aspirations is a central component of the Regional Hydrogen Industry Transition 
project. Through the use of innovative contracting mechanism, government can ensure counterparties 
work with iwi to deliver concrete social and economic outcomes. This mechanism could serve as a 
blueprint for similar programmes in future.  

 
1 https://www.mbie.govt.nz/dmsdocument/20118-new-zealand-hydrogen-scenarios-pdf 
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STRATEGIC CONSIDERATIONS 

In light of this context, the Regional Hydrogen Industry Transition project has two key requirements: 

1. A market-based industry support mechanism. 
2. A benefit sharing mechanism.  

The goal of delivering the first of these requirements is to support the emergence of a viable hydrogen 
industry and new renewable generation in just transition regions. The goal of delivering the second 
requirement is to ensure social, commercial and economic benefits of the Regional Hydrogen Industry 
Transition project are shared with iwi and the community.  

The Regional Hydrogen Industry Transition project will benefit just transition regions through 
increased employment, earnings and subjective wellbeing. Nationally, Aotearoa/New Zealand will 
benefit from decarbonisation of hard-to-abate  sectors and greater renewable energy generation.  

Despite the potential benefits, the Regional Hydrogen Industry Transition project comes with risks. 
The intervention may lead to a localised rise in housing costs, a temporary decrease in road safety, and 
a decline in perceived environmental quality. Government will need to proactively monitor these 
impacts and mitigate where necessary. 

There are four key constrains to our work: the availability of funds, the number of market participants, 
technology and process inputs. If these constrains emerge as decisive, they could limit the impact of 
the Regional Hydrogen Industry Transition project. Likewise, the project depends on consenting 
regimes and supply chains supporting timely development. We will work with industry, central and 
local government, and Ministers to limit any negative impact of these dependencies and constraints.  

The development of this business case also highlighted the Regional Hydrogen Industry Transition 
project’s core assumption: There is a role for green hydrogen in New Zealand’s future energy system. 
To complete the IBC we made a number of other assumptions covering future demand, commercial 
sophistication of counterparties, and the availability of viable hydrogen projects. We are aware of the 
potential impact on project effectiveness should any of these assumptions prove inaccurate, and will 
incorporate mitigation efforts into the design of the Regional Hydrogen Industry Transition project. 

WHY NOW?  

Bringing forward investment in a green hydrogen sector will contribute to the Government’s goal of 
becoming a high wage, low emission country which honours Te Tiriti. Seizing these long-term 
opportunities requires short-term action. Private sector investment alone will not deliver industry 
growth in the timeframes required. Government can set the sector up for long-term success by 
supporting near-to-medium term development.  

Uncertainty over the future of NZAS, and the delivery of the Southland just transition work plan, mean 
Budget23 is the right time to invest in the Regional Hydrogen Industry Transition.3 To deliver the 
project in the timelines set out below, non-policy spending cannot be deferred. Firms require lead time 
to acquire finance, skills, plant and consents, particularly given global supply-chain disruptions. 
Without certainty that the Regional Hydrogen Industry Transition will be delivered, counterparties will 
not engage seriously in a market sounding or tender process. Communicating and committing funds 
to the Regional Hydrogen Industry Transition project sends a clear signal to industry that government 
is serious about supporting the sector’s long-term success. 

 
2 https://www.mbie.govt.nz/dmsdocument/20118-new-zealand-hydrogen-scenarios-pdf 

3 https://southlandjusttransition.nz/wp-content/uploads/2022/01/7406-LSE-Sthland-Just-Transition-Work-Plan-
v4-1.pdf 

 

Timing for the Regional Hydrogen Industry Transition is critical. MBIE’s New Zealand Hydrogen 
Scenarios report argues “New Zealand will have to act quickly to capitalise on the potential to be a low 
cost, early supplier of hydrogen, but could miss out if it lags.”2  
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ORGANISATIONAL OVERVIEW 

MBIE’s Just Transitions Partnerships (JTP) team will be the core party in the delivery of the Regional 
Hydrogen Industry Transition project. JTP will deliver policy advice, design the project, support 
implementation, and be the lead engagements with internal and external stakeholders. 

To meet service requirements and objectives, JTP will rely on support from within MBIE, including:  

• As experts in the field, the Energy & Resource Markets branch will provide policy advice to 
ensure project alignment with the government’s wider energy policy.  

• MBIE’s regional investment arm, Kānoa-RDU, will provide investment and due diligence advice, 
and assist with the tender and procurement process.  

• Given experience leading large, complex procurement processes, the Procurement and 
Commercial Projects team will support delivery of the tender process, and ensure alignment 
with the government’s procurement policies. 

The process will also be supported by external parties. These groups will facilitate particular parts of 
the project. MBIE will outsource to these groups where there is no internal capability, and it would not 
be prudent to hire more FTE. The external groups include:  

• A private law firm will design the contracts which operationalise the Regional Hydrogen Industry 
Transition. We will work with MBIE legal to minimise the need for external legal services, though 
note the nature of the contracts will likely require specialised expertise.  

• Expert financial consultants will prepare models and costings for the project to support decision 
making. Consultants may also provide deal advisory services to the Crown during the negotiation 
phase of the project.  

 

INPUTS, ACTIVITIES, OBJECTIVES, OUTCOMES, AND IMPACTS  
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CONTRIBUTION TO EXISTING STRATEGIES 

Just/Equitable transitions  

• The Regional Hydrogen Industry Transition project supports the delivery of an equitable 
national transition, as set out in the Emissions Reduction Plan by: 

o Supporting economic development and diversification in new clean industries. 

o Addressing one of the key causes of high wholesale electricity prices, reducing the costs of 
the transition for individuals and firms. 

• The Regional Hydrogen Industry Transition project supports the delivery of the Southland just 
transition work plan, which identified clean energy and hydrogen as key opportunities for 
diversifying the region’s economy. 

Energy and emission reductions 

 

The emergence of a green hydrogen industry in Aotearoa/New Zealand can contribute significantly to 
the national transition to 100% renewable energy. Through displacing fossil fuels in hard-to-abate 
sectors, providing demand response, and underwriting new generation, green hydrogen can 
complement moves to decarbonise the wider energy system. Despite this promise, government needs 
to ensure development occurs strategically, at appropriate scale, and in a planned fashion. Unplanned 
large-scale hydrogen development can pose risks to an orderly transition. These risks include: 

Overdevelopment of electrolysis capacity in inappropriate locations – Developing large-scale 
electrolysis in regions with tight wholesale markets or constrained transmission risks driving up 
wholesale and consumer prices.  

Development of large-scale electrolysis capacity without new generation – Developing 
electrolysis capacity without corresponding new generation may increase wholesale prices.  

The preferred approach set out in the economic case below has been developed specifically to alleviate 
and respond to these two risks. Eligibility for large-scale projects participating in the scheme will be 
limited to Southland, which has an isolated grid and extensive renewable energy resources. The 
preferred approach eliminates the risks of over developing electrolysis capacity in the tighter North 
Island wholesale market. Similarly, counterparties will be required to contractually source new 
generation, or grid services, as part of any development. This requirement will ensure the Regional 
Hydrogen Industry Transition project mitigates the impact of inefficient consumption.  

When developed at an appropriate scale in strategic locations, the deployment of electrolysers in the 
grid also presents an opportunity to study and understand the impact and opportunities of hydrogen 
production on the grid and wholesale electricity markets.  

Detailed design work on these mitigations will be done in close collaboration with MBIE’s Energy and 
Resource Markets branch to ensure alignment between the Regional Hydrogen Industry Transition 
project with the wider energy policy system. 
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• The Emission Reduction Plan sets out how Aotearoa/New Zealand will meet the targets 
legislated in the Climate Change Response (Zero Carbon) Amendment Act 2019. Projects supported 
through the Regional Hydrogen Industry Transition could contribute to meeting the goals set out 
in the Energy and Industry, and Transport chapters of the Plan. 

• The Gas Transition Plan will outline steps to decarbonise and reduce reliance on fossil gas, while 
supporting an equitable transition for those affected. The Regional Hydrogen Industry Transition 
can contribute to this goal by providing alternative feedstock to firms relying on fossil gas, and 
alternative jobs for oil and gas workers.  

• MBIE’s Hydrogen Roadmap will inform the development of a national hydrogen economy. The 
Roadmap is in active development, with a draft due in 2023, and a final document complete by 
2024. The development and delivery of the Regional Hydrogen Industry Transition project is an 
opportunity to better understand the sector, and support the emergence of a right-sized national 
hydrogen industry.  

Economic resilience and development 

• The purpose of the Government’s Economic Plan is to guide the development of a high-wage, 
low-emisisons economy that provides economic security in good times and bad. The Regional 
Hydrogen Industry Transition project, by diversifying local economics and supporting the 
emergence of new, low-carbon industries in emerging sectors, while reducing reliance on imported 
fossil fuels, will contribute the realising the Economic Plan’s goals. 

• MBIE’s strategy, Te Ara Amiorangi, aims to grow New Zealand for all. The Regional Hydrogen 
Industry Transition project will support Aotearoa/New Zealand’s growth and productivity in 
partnership with affected communities. In particular the investment enables economic 
diversification and will use a bespoke benefit sharing model to deliver iwi ambitions.  

 

STAKEHOLDERS ANALYSIS 

Through discussion with industry and the sector, we have identified the following interested parties. 

Stakeholders/partners 

• Ngāi Tahu and Te iwi o Taranaki – MBIE will work with iwi to design the benefit sharing 
components of the Regional Hydrogen Industry Transition project. Representatives of Ngāi Tahu 
have been closely involved in developing the concept set out in this document, including through 
leadership of the clean energy stream of the Southland just transition work plan. 

• Electricity generators/retailers – Activities supported through the Regional Hydrogen Industry 
Transition project will require electricity supply, and may need to contract for new generation. 
Generators and retailers will play a key role in facilitating these outcomes. 

• Southland just transitions Enduring Oversight Group (EOG) – The EOG is the governance 
body of the Southland just transition. The group are responsible for delivering the just transition 
work plan, including the clean energy stream. The EOG are a key stakeholder as they can support 
the Regional Hydrogen Industry Transition project to meet wider transition goals.  

•  
 

 
  

 

  
 

  
  

  
  

Negotiations
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The Economic Case for the Regional Hydrogen Industry Transition  

 

VALUE FOR MONEY 

This project provides strong value for money. The Regional Hydrogen Industry Transition project can 
build the economic resilience of just transition regions by creating new jobs and industries. The project 
will also displace fossil-fuels in hard-to-abate sectors and incentivise renewable generation.  

These benefits can be unlocked by catalysing the nascent hydrogen industry. The Regional Hydrogen 
Industry Transition projects aims to drive development across the value chain, while maintaining 
commercial discipline, by growing end-user demand. Increased demand for hydrogen, and certainty for 
producers and offtakers, incentivises greater private sector investment. The Crown’s investment 
would act as a catalyst for further investment into a hydrogen ecosystem in just transition regions.  

The Regional Hydrogen Industry Transition project’s value is further highlighted by the cost of sticking 
with the status-quo. The cost of abatement in heavy transport and industry is high; a carbon price 
many times the current level would be required to deliver widespread mitigation in these sectors. The 
alternative, relying on carbon forestry, does not drive meaningful, long-term emission reductions 
across the economy. The Regional Hydrogen Industry Transition project leverages private sector 
investment to achieve meaningful and lasting abatement, while laying the ground-work for similar 
projects across the wider economy.  

 

IMPLEMENTABILITY 

This project also has strong implementability but relies on certainty of Crown funding. Certainty allows 
project developers to begin preparing bids for participation in the Regional Hydrogen Industry 
Transition. In this way, the Crown delivers value from the allocation, even when unspent  

We have set tight timelines for the project and intend to do early market engagement to shorten 
private sector lead times. We expect to go to market by September 2023 and have bids returned 
shortly after. Once bids are negotiated, the private sector has a direct financial incentive to ensure 
timely acquisition of plant. We will also design contracts to limit delays.  

 

 

 

Hydrogen electrolysis is an emerging technology. Prices for green hydrogen remain high due to a 
range of factors, including capital costs, unfamiliarity with the technology, and relatively low 
electrolyser efficiency. Happily, as the global energy transition accelerates, and the scale of electrolysis 
increases, capital costs are falling and efficiencies are improving. Despite these tailwinds, green 
hydrogen remains uneconomical when compared with fossil fuels, and will in the medium term. As set 
out above, this commercial gap is the primary barrier to the uptake of green hydrogen. 

Hydrogen will play a critical role in decarbonising New Zealand’s hard-to-abate sectors. The Regional 
Hydrogen Industry Transition project will support early-movers to transition to green hydrogen, and 
away from fossil fuels, by bridging this commercial gap. The activity supported through the project will 
contribute to the emergence of a wider hydrogen sector in Aotearoa/New Zealand by supporting the 
sector to establish supply chains, create familiarity with the technology, and ultimately achieve scale. 

Governments in both Aotearoa/New Zealand, and overseas, have previously played a similar role in the 
emergence of other technologies, such as solar, offshore wind, and even geothermal. Governments 
overseas are now actively supporting the transition to hydrogen through similar means in recognition 
of the role hydrogen will play in the energy transition and decarbonisation.  

The total cost of the initiative must be viewed in this context. Were green hydrogen commercial now, 
there would be no need for government intervention. 
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INDICATIVE BENEFIT-COST ANALYSIS  
Officials ran a cost benefit analysis of the three shortlisted options. We contrasted this with the do-
nothing option, having spent $41,000,000 on supporting the hydrogen industry. To demonstrate our 
preferred model’s effectiveness we also contrasted it with the status quo, scaled to a comparable level 
of funding. Across all domains and on the aggregate our options outperformed the status quo. The 
Monetized CBA is located in Annex 2.  

To identify the best option, we created a non-monetized CBA. Ultimately, it shows that the Hybrid 
option is the best fit over the CFD. The Non monetized CBA is located at Annex 3.  

ASSUMPTIONS 

This analysis compares the GDP generated by the projects against the total costs. To reach these 
figures we used the: 6 

• McKinsey report: The New Zealand Hydrogen Opportunity 

• Deloitte report: Southland H2 Project  

• Insight Economics: Economic Impact Assessment of Proposed Green Hydrogen Development  

• MBIE & EECA websites 

We scaled our costs based on the total electrolysis analysed in the Deloitte and McKinsey reports to 
match a maximum 100MW of electrolysis supported through the Regional Hydrogen Industry 
Transition. We then used the following assumptions to calculate CBR: 

• A 25% optimism bias 

• Linear scaling of GDP and costs  

• The Status Quo will continue at the current rate of investment for 12 years, resulting in a 200% 
uplift.  

• An 8.5 divisor for McKinsey and 6 for Deloitte (given the electrolyser capacity in the report). 

• Job and wage ratios outlined in Insight Economics’ report can be extrapolated.  

• A variable rebate provides sufficient certainty. 

Expenditure on options 2-4 remains the same and the amount of electrolysis supported differs as 
costs incurred rise or fall. Options were scaled as follows: 

• Status Quo: 0 

• IHCR: 25% 

• CFD: 0 

• CFD/IHCR: 15% 

 

 

 

 

 

 
6 https://www.datocms-assets.com/49051/1626295071-the-nz-hydrogen-opportunity.pdf 

https://www.epa.govt.nz/assets/Uploads/Documents/Fast-track-consenting/Kapuni-Green-Hydrogen/Appendix-T-
Economic-Impact-Assessment.pdf 

https://www.eeca.govt.nz/assets/EECA-Resources/Co-funding/LETF-Rd-1-2-Project-Summaries-List.pdf 

https://www.mbie.govt.nz/building-and-energy/energy-and-natural-resources/energy-strategies-for-new-
zealand/hydrogen-in-new-zealand/ 

 







MINISTRY OF BUSINESS, INNOVATION & EMPLOYMENT: Regional Hydrogen Industry Transition 

29 | Better Business Cases: Project Indicative Business Case (IBC)   

 

in the design, evaluation, selection and appointment process in relation to the  eligible rebate 
recipients. 

 

We will support the Government’s Broader Outcomes 

The achievement of Broader Outcomes will be reflected in MBIE’s delivery of the Hybrid Model and 
throughout all procurement and commercial arrangements of the Regional Hydrogen Industry 
Transition project.   

This means all applicable commitments will be implemented through procurement planning, design, 
delivery and ongoing management phases.   

 

The commercial arrangements  will also consider broader social procurement goals under development 

The Government is committed to work to stamp out migrant worker exploitation with a focus on 
exploring the implementation of modern slavery legislation in New Zealand to eliminate exploitation in 
supply chains. The Regional Hydrogen Industry Transition project will take into account the goals 
associated with the legislative and policy response in development to modern slavery and worker 
exploitation in the engagement of suppliers and appointment of any counterparty. 

 

The principles of Government Procurement will underpin the procurement and commercial approach 

Decision making will align with the principles of New Zealand government procurement, as follows 

The five principles of Government Procurement underpin the procurement strategy: 

• Plan and manage for great results 

• Be fair to all suppliers 

• Get the right supplier 

• Get the best deal for everyone 

• Play by the rules. 

These principles apply even if the Government Procurement Rules do not. Where reference to 
‘supplier’ is made, this will include any counterparty and end-user and their opportunity to be involved 
in the Regional Hydrogen Industry Transition project. 

MBIE will seek to be attractive to the market and explore opportunities to unlock mutual benefits for 
all parties, so we can attract and optimise quality of delivery from key supply partners and establish 
sustained, beneficial arrangements with counterparties. This approach also ensures opportunities for 
New Zealand businesses and positively contribute to the green hydrogen value chain. 

 

All procurement that relates to any ancillary and professional services to be provided to MBIE will 
comply with Government Procurement Principles and Rules, and the procurement policies of MBIE  

MBIE will utilise established policies and processes, which follow the Government Procurement Rules 
(the Rules), to ensure that the procurement of ancillary and professional services is tailored to the 
needs of the service or deliverable required.  

The project will require commercial expertise. MBIE’s Procurement and Commercial Projects team will 
lead the sourcing function and procurement management for the project. These resources will flex as 
per the needs and timing during the stage-gates of the business case approval process, sourcing and 
market engagement and implementation of the Hybrid Model. The Regional Hydrogen Industry 
Transition project may require additional expertise where MBIE does not have sufficient capability and 
capacity itself.  

Sourcing will follow a best practice approach, comply with our procurement policy, probity protocols, 
and partnering models will be observed to with regards to procurement planning, approaching the 
market, contracting, and management. 





MINISTRY OF BUSINESS, INNOVATION & EMPLOYMENT: Regional Hydrogen Industry Transition 

31 | Better Business Cases: Project Indicative Business Case (IBC)   

 

SELECTION OF (PROGRAMME) COUNTERPARTIES 

The anticipated output of the selection and appointment process is the establishment of one or more 
long-term contract between the Crown and a counterparty engaged in the productive use of green 
hydrogen. The purpose of the contract is to provide the counterparty with forward input cost certainty 
(in the form of a rebate) to support the uptake of green hydrogen as an alternative fuel or feedstock. 
This contract may take a number of forms, including a CfD or IHCR (described above in the Economic 
Case) depending on policy decisions made as the project develops. 

 

Hydrogen Market engagement to date  

To avoid creating expectations of government intervention among sector participants, market 
sounding to date has consisted primarily of one-on-one discussions with industry players. We have 
discussed the high-level proposed model with participants in the following priority sectors:  

• Heavy land transport 

• Marine transport 

• Aviation 

• Industrial applications, including fertiliser and methanol production 

• Fossil gas admixture  

These sectors are also identified as priorities in the New Zealand Hydrogen Scenarios Report, 
commissioned by MBIE’s Energy and Resource Markets branch. A number of market participants 
highlighted the need for a long-term mechanism to support the sector to realise the emergence of a 
hydrogen industry at scale. 

One particularly encouraging feature of our engagement with the sector has been a general 
agreement across the value chain on the need for an intervention which supports the emergence of an 
end-user market.  
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EVALUATION PROCESS  

for ancillary and professional services 

Evaluation of ancillary and professional services providers will be undertaken commensurate with their 
nature and materiality and undertaken in accordance with established good practice and policy related 
to procurement. Evaluation criteria will generally be weighted and follow the technical merit of the 
proposal, the provider’s capability and capacity to deliver, Broader Outcomes and value-for-money. 

 

  
 

 
 

 

PROBITY 

Probity will be of paramount importance when conducting the competitive selection process.  

A probity plan will be prepared to guide the promotion and application of probity practice and to 
ensure probity risks are identified and managed.  

Procurement activity will be conducted in accordance with the following six key ‘probity fundamentals’ 
as stated by the Office of the Auditor-General: 

• Accountability 

• Openness 

• Public value 

• Lawfulness 

• Fairness 

• Integrity. 

A probity management plan will be established as part of the Regional Hydrogen Industry Transition 
project establishment, to cover all aspects of the project, including procurement. 
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Management Case 
PROJECT MANAGEMENT STRATEGY AND FRAMEWORK 

The project will be delivered in phases, utilising the various project implementation and delivery 
capabilities across MBIE, and adopting a cross- organisational governance structure. The project will 
draw on previous knowledge and experience in implementing similar initiatives. 

An initial inception phase will be led by the Economic Development and Transitions Branch, working 
closely with the Procurement Branch, the implement a procurement process. Following selection of 
eligible rebate recipients, the operational aspects of payments administration, monitoring, reporting 
and verification will transfer to Kānoa-RDU.  

The Project will be led by a Project Board with Senior representation from relevant parts of MBIE – 
Economic Development & Transitions, Energy and Resource Markets, Kānoa-RDU, and Procurement.   

The Project will (utilise) existing Project delivery capabilities within the organisation.  

• Policy development has been undertaken by the Economic Development and Transitions 
Branch, undertaking iwi, stakeholder and market engagement over several months.  

• The Procurement Projects Team in Finance Procurement Branch has been engaged to provide 
specialist procurement capabilities - to design market selection processes which are robust, 
fair, transparent, defendable and deliver value for money to Government. Finance and 
Procurement existing capabilities and Government procurement systems will be adapted to 
meet the needs of the Project.  

• Due diligence on shortlisted rebate recipients will be undertaken jointly by Economic 
Development and Transitions, Kānoa-RDU, and Procurement and Commercial Projects Teams. 
These units possess existing expert capabilities relevant to due diligence tasks which are 
regularly employed in procurement and grant programmes.  

• Contracting, and negotiation will be led by Procurement with close assistance from EDT and 
Kānoa-RDU. It is anticipated that External legal advice may be sought given the specialist 
energy market nature of the contracting involved.  

• Contract inception will involve contributions from all three branches. Ongoing programme 
administration, including payments, monitoring and reporting will transition to Kānoa-RDU.  

A phased delivery approach will ensure Project preparedness before commencing each subsequent 
phase. The Project Board will be able to review the planned approach prior to commencement of each 
subsequent phase. Each phase will be informed by the outcomes of previous phase and an appropriate 
approach planned and developed. This approach will require an iterative and cross-organisational 
Project management methodology.  
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Outline project plan 

Key Milestone Start End Updates to 
Ministers 

Project management structures and process established Mar-23 Apr-23  

Procurement of commercial services process Apr-23 Jul-23  

Public announcement of funding provided through 
Budget23 

May-23 May-23  

Market engagement to inform tender design Jul-23 Aug-23 ✓ 

Development of tender documentation  Jul-23 Aug-23 ✓ 

Tender process Sep-23 Dec-23 ✓ 

Determination on next stage of procurement made by 
Ministers 

Aug-23 Jan-24 ✓ 

Subsequent contracting and negotiation process Jan-24 Mar-24 ✓ 

Successful announced Apr-24 May-24 ✓ 

 

ORGANISATIONAL CHANGE MANAGEMENT  

Aside from establishing a project board, we do not anticipate there will be large-scale organisational 
structure/personnel change required to deliver this project. There may be some minor structural 
changes made withing the Economic Development and Transitions Branch to ensure appropriate 
project and staff management to deliver the project. Operational and implementation capabilities 
within Kānoa-RDU will leverage existing staff and delivery frameworks.  

If organisational structure/personnel change becomes required through the delivery of the project, the 
project will work within MBIE’s existing change management processes and frameworks. In the event 
of change management being required, the project manager and senior responsible owner will work 
with MBIE People & Culture to ensure alignment with organisational processes. 
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POST-PROJECT REVIEWS 

A post implementation review will be included in planning to confirm that the new system/facilities are 
operating as intended and delivering the services proposed in the business case, and to identify any 
lessons learned from the management of the project/tranche that can be applied to future projects or 
projects in other agencies. 

As required by Cabinet Office Circular CO(19)68, this project will report back to Cabinet within 12 
months of the in-service date on the actual level of benefits achieved compared with those outlined in 
the Cabinet-approved investment. 

This project is high risk, so a Treasury Operations and Benefits Realisation Review will be undertaken at 
agreed points; the initial review will be timed to inform the Benefits report-back to Cabinet.  

 

Next Steps 
This Indicative Business Case seeks approval for MBIE Just Transition Partnerships: 

1. To lodge the Regional hydrogen Industry Transition Budget 23 bid.  

2. To start development of the Detailed Business Case, based on the preferred way forward; this will 
include more detailed analysis of the short-listed options identified and the selection of a 
preferred option. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
8  https://dpmc.govt.nz/publications/co-19-6-investment-management-and-asset-performance-state-services 
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Annexes 
Annex 1: Monetized CBA 

Annex 2: Non-monetized CBA 

Annex 3: Detailed options analysis 

Annex 4: Iwi benefits outline 
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Annex 3: Detailed options analysis 
Development of hydrogen production plant 
 

Approach: most -> 
least preferred 

Equity Rebate Tax Grant 

Definition 

Involves the Government providing 
capital to a plant developer in 
exchange of ownership stake in the 
electrolyser plant. 

 

 

Involves the Government providing a 
payment or reduction in various forms 
that electrolyser plant owners will receive 
from the government, as an incentive for 
the plant developer to establish an 
electrolyser plant. The payment is made 
following the successful delivery of the 
plant.  

 

Involves the Government offering 
tax incentives to encourage 
electrolyser plant developers to 
establish a plant. 

Involves the Government awarding 
money to a plant developer for a 
specific purpose, such as 
establishing an electrolyser plant.   

Variations 

Structures such as voting and non-
voting, convertibles 

Forms such as cash or credit Forms such as deductions, credits, 
exemptions, deferrals 

By asset type 

By activity 

By size of firm 

include: open competition, 
challenge funds, or direct award 

Covenants such as: meeting 
certain performance benchmarks, 
disclosure of information, 
allocation of end-products 

Strengths 

Government can negotiate 
favourable terms 

Provides direct financial support 

 

 

Targeted incentive can help the plant 
developer (or to the industry) to 
support its growth / stabilisation.  

Funding for activities which may 
not be financially viable 

Support for building a plant which 
aligns with government priorities 
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Weakness 

 

Increased compliance and 
monitoring costs 

Does not encourage market 
competition 

Inefficiencies due to political, 
social, and economic interference 

Complexity in setting rules specific to the 
electrolyser plant developer.  
Carries a risk that the electrolyser is 
delivered but does not operate, 
resulting inefficient application of 
government funds.  

Complexity in setting broad rules 
which ensures parity across the tax 
system 

Too specific to the recipient 
electrolyser plant developer. 
Eligibility criteria needs to be 
established, met, and monitored to 
ensure money is expended 
appropriately.  

Opportunities Increased control over strategic 
industry 

Improved economic stability 

Improved social welfare 

Profits returned to treasury 

Limit monopolistic abuse 

Incentivise desirable behaviours of 
industry 

Stimulate economic activity 

Incentivise desirable behaviours of 
industry 

Stimulate economic activity 

Easy to administer 

Threats 

 

Ownership value subject to market 
volatility 

Vulnerable to changes such as 
expiration of technology 

Control and oversight costs: 
potential for follow-on 
investments in order to maintain 
similar ownership levels or in order 
to support the plant 

Marketability risk: government 
unable to exit from investment. 

Vulnerable to changes in political priorities 
or economic conditions 

Face competition from other initiatives 
aimed at achieving similar goals 

Subject to regulatory risks 

Waste and/or inefficiency 

Create unfair competition 

Create dependency on government 
support 

Fiscal risk for the government 

Can be subject to changes in future 
government priorities or budget 
constraints 

Subject to complex and changing 
regulations or criteria 

Create dependency on government 
support 

Mismanagement of funds 

Waste and/or inefficiency 

Subject to political influence/bias  

 

Risks  

Probability that 
threat will occur 

  Carries a risk that the electrolyser is 
delivered but does not operate, 
resulting inefficient application of 
government funds. 

 

 

Higher 
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Operation of plant and production 
 

Approach: most -> 
least preferred 

Per Unit production subsidy Contract for Difference between electricity and hydrogen price 

Definition 
Specific sum per unit of hydrogen produced is given to the producer 
by the government 

An arrangement made between government and electrolyser plant so that the 
differences between the market price and strike price for hydrogen is settled. 

Variations 
Amount of subsidy (cap, floor, floating, pegged, by volume) 

Duration  

Key elements are: 

- terms (duration, strike price, settlement method etc) 

Strengths 

Provides direct financial support 

Targeted specific to the electrolyser plant (induces higher 

investments in emission-reducing tech9) 

Used to encourage production to a target volume 

One way to manage price uncertainty for both parties 

Commitment device for governments 

Incentives to producer to innovate is higher 

Weakness 

 

Subject to political influence/bias  

Unequal treatment among producers 

Expensive to provide and to administer 

High-risk due to potential for significant losses if underlying hydrogen prices move 
in the opposite direction 

Complex instruments with many variable terms and conditions 

Opportunities Can encourage more plants to be established 

Tailored to meet the needs of the plant 

 

Provides opportunity for plant and government to create a market 

Flexibility through varying terms of contract 

Stability in price encourages market development  

Threats 

 

Unfair competition 

Creates dependency on government support 

Fiscal risks for government 

Complexity of the contract 

Costs associated with hedging  

Risks It depends based on prescriptiveness of the contract 

Lower 

It depends based on prescriptiveness of the contract 

Higher 

 
9 https://www.sciencedirect.com/science/article/abs/pii/S0377221720304422 
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Electricity input cost support 
 

Approach: most -> 
least preferred 

Contract for difference 
Rebate 

Finance support (loans, direct 
finance) 

Grants 

Definition 

Contract between government 
and either the operator of the 
electrolyser plant OR the 
electricity generator. The aim is 
to provide the electrolyser 
operator with ongoing price 
certainty for electricity input 
costs.  

Provides the hydrogen producer with a 
rebate on the electricity component of 
the producer’s input costs.  

Government provides direct finance 
to developers of electricity 
generation infrastructure associated 
with hydrogen production at 
concessional rates.  

Involves the Government awarding 
money to a developer of renewable 
electricity plant for the purpose of 
supplying hydrogen projects with a 
view to reducing electricity input 
costs.  

Variations 
Can be aimed at electrolyser 
operator, or electricity generator 

By asset type  

By sector 

By size of firm 

By type of activity 

By specifying the level of co-
investment (e.g.  what proportion of 
the total project spend is grant-based) 

Forms such as cash or credit 

Loan guarantees,  

Direct finance  

 

Covenants such as: meeting 
certain performance benchmarks, 
disclosure of information, 
allocation of end-products 

By volume 

By price 

Can involve Government taking an 
equity stake in the asset.  

Strengths 

One way to manage price 
uncertainty for both parties 

Commitment device for 
governments 

Does not directly interfere in the 
operation of the electricity wholesale 
market.  

Provides direct support 

Based on existing models delivered 
by Kānoa  

Reduces cost of finance and 
therefore cost of plant, in turn 
reducing cost of production.  

Not distortionary, compared to tax 
options 

 

Weakness 

 
Contractually complex  

Complexity in setting rules specific to 
the electrolyser plant developer.  
No guarantee that reduction in 
electricity input costs will flow to end 

High costs associated with 
developing electricity generation 
projects ($’00s million) 

High cost to government 
compared with finance options.  
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Exposes government to 
electricity wholesale price 
uncertainty  

Does not guarantee that reduced 
electricity input costs will flow to 
hydrogen end user in the form of 
reduced cost of hydrogen.   

user in the form of reduced cost of 
hydrogen.   

No opportunity to influence outcomes 
in wholesale electricity market.  

Requires up-front expenditure from 
government  

Effect of lower cost of finance for 
electricity projects on end cost of 
hydrogen likely to be marginal.  

No guarantee that reduced 
electricity costs will flow to 
consumers  

No guarantee that hydrogen will be 
consumed by consumers. Risk that 
hydrogen plant will be underutilised.  

Government shared development 
and operational risks associated 
with development   

Extra due diligence is required; 
greater establishment costs.   

Specific to the recipient – aimed at 
a specific renewable energy 
project. Eligibility criteria needs to 
be established, met, and 
monitored to ensure money is 
expended appropriately.  

Need to ensure that electricity is 
provided to electrolyser operator 
at concessional rates.  

Risks on non-delivery – project 
development risks.  

No guarantee that reduced cost of 
electricity will flow through to 
hydrogen end user as a reduced 
hydrogen price.  

No guarantee that hydrogen will be 
consumed by consumers. Risk that 
hydrogen plant will be 
underutilised.  

 

Opportunities 

Opportunity to achieve 
outcomes in electricity 
generation market – enable 
development of more new 
generation  

Can encourage re-prioritisation of supply 
to electrolyser plants 

Opportunity to influence electricity 
wholesale market outcomes – 
achieve more renewable energy 
generation.  

Opportunity to leverage scale – 
provision of electricity to other 
industries in addition to hydrogen.   

Easy to administer  
Opportunity to influence electricity 
wholesale market outcomes – 
achieve more renewable energy 
generation.  

Opportunity to leverage scale – 
provision of electricity to other 
industries in addition to hydrogen.   
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Threats 

 

May distort existing electricity 
marketplace for electricity 

May distort existing market for 
electricity market 

Financial support may not be an  
appropriate mechanism if electricity 
supplier especially if the suppler has 
over-supply 

Can be subject to changes in future 
government priorities or budget 
constraints 

Mismanagement of funds 

Waste and/or inefficiency 

Subject to political influence/bias  

 

Risks 

Long-term electricity wholesale 
price volatility  

Carries a risk that the electrolyser is 
delivered but does not operate, 
resulting inefficient application of 
government funds 

Development risks associated with 
renewable energy projects, 
consents, supply chain, social 
licence, technical, etc.  

Risk of default  

Risk that plant will be under-utilised 

Development risks – consents, social 
licence, supply chains, insolvency, 
etc. 

Development risks associated with 
renewable energy projects, 
consents, supply chain, social 
licence, technical, etc.  

Risk that plant will be under-
utilised 

Development risks – consents, 
social licence, supply chains, 
insolvency, etc. 
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Purchase distribution and consumption 
 

Capital 

Approach Grant Rebate Accelerated depreciation 

Definition 

Involves the Government awarding money 
to a plant developer for a specific purpose, 
such as developing hydrogen distribution & 
infrastructure (eg. hydrogen refuelling 
stations).  

Involves the Government providing a payment or 
reduction in various forms to the owners of 
infrastructure involved in distributing hydrogen – 
such as refuelling stations, pipelines, storage, etc.  
This is an incentive for the plant developer to 
establish an electrolyser plant. The payment is made 
following the successful delivery of the 
infrastructure.  

Range of rebate for direct and indirect costs incurred 
relating to distribution & infrastructure 

Accelerated depreciation is the name for a tax 
incentive for either providing a higher rate of 
depreciation for an asset than is currently allowed 
for tax purposes or providing an immediate tax 
deduction for part (or all) of the cost of the asset 
(or a combination of both). 

Variations 

Approaches include: open competition, 
challenge funds, or direct award 

Covenants such as: meeting certain 
performance benchmarks, disclosure of 
information, allocation of end-products 

By asset type 

By activity 

By size of firm 

By asset type  

By sector 

By size of firm 

By type of activity 

By specifying the level of co-investment (e.g.  what 
proportion of the total project spend is grant-based) 

Forms such as cash or credit 

By asset type 

Rate of acceleration 

Duration  

Strengths Not distortionary, compared to tax options 

Provides direct financial support 

 

Not distortionary, compared to tax options 

Greater commercial rigour and broader 
systematic impact compared to grantsimpact 
compared to grants  

Weakness 

 

Too specific to the recipient electrolyser 
plant developer. Eligibility criteria needs to 

Complexity in setting rules specific to the electrolyser 
plant developer.  
Carries a risk that the electrolyser is delivered but 

Targeted setting difficult to administer 
(potentially impossible) 
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be established, met, and monitored to 
ensure money is expended appropriately.  

does not operate, resulting inefficient application 
of government funds.  

Opportunities Easy to administer Incentivise desirable behaviours of industry 

Stimulate economic activity 

Creates more commercial rigour (compared to 
grants) because enterprises will have skin in the 
game 

Threats 

 

Can be subject to changes in future 
government priorities or budget constraints 

Subject to complex and changing 
regulations or criteria 

Create dependency on government support 

Mismanagement of funds 

Waste and/or inefficiency 

Subject to political influence/bias  

 

Vulnerable to changes in political priorities or 
economic conditions 

Face competition from other initiatives aimed at 
achieving similar goals 

Subject to regulatory risks 

Waste and/or inefficiency 

May encourage other industries to seek similar 
treatment 

Risks Delivery and development risks.  

Risk of financial benefits not flowing 
through to consumers.  

Risk of under production/ inefficient 
utilisation of plant.  

Forms such as cash or credit  

Carries a risk that the infrastructure is delivered 
but does not operate, resulting inefficient 
application of government funds. 

Fiscal cost highly variable  

 

Finance  

Approach Loan guarantee Direct finance 

Definition 

Involves the Government providing a loan security for developers of 
hydrogen infrastructure – such as electrolysers. This enables finance to 
be provided at reduced cost based on Government’s credit rating rather 
than developers credit rating.   

Government provides direct finance to developers at concessional rates.  
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Reduces cost of finance to project developers and therefore cost of 
capital. This increases availability of hydrogen in the market, reduces the 
cost of production and results in lower cost hydrogen to producers. 

Variations 

Interest rates 

Payment terms 

Covenants 

Various conditions can be created tailored for individual 
needs/circumstances 

Strengths 

Reduces cost of finance to project developers and therefore cost of 
capital. This reduces the cost of production and results in lower cost 
hydrogen to producers.  

Does not involve upfront outlay by government and only incurs cost in 
event of default on finance by developer.  

Based on existing models delivered by Kānoa  

Reduces cost of finance and therefore cost of plant, in turn reducing cost of 
production.  

Weakness 

 

No guarantee that reduced costs will flow to consumers  

No guarantee that hydrogen will be consumed by consumers. Risk that 
plant will sit idle. 

Government shared development and operational risks associated with 
development   

Extra due diligence required; greater establishment costs.    

Requires up-front expenditure from government  

No guarantee that reduced costs will flow to consumers  

No guarantee that hydrogen will be consumed by consumers. Risk that plant 
will sit idle.  

Government shared development and operational risks associated with 
development   

Extra due diligence is required; greater establishment costs.   

Opportunities May encourage the developers to expand its existing business or expand 
into the hydrogen market 

Can encourage developers to access credit or re-finance on more 
attractive terms 

Contracts can be tailored for specific circumstances and needs 

Threats 

 

Subject to interest rate changes 

Can compete with other forms or lower cost of capital 

May  

 

Subject to changing economic environment including interest rates 

Can compete with other forms of financing  

Risks Risk that plant will be under-utilised / sit idle.  Risk of default  
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Risk of default by developer.  

Development risks – consents, social licence, supply chains, insolvency, 
etc.  

Risk that plant will be under-utilised 

Development risks – consents, social licence, supply chains, insolvency, etc. 

 

Sales revenue subsidy  

Approach Per Unit sale subsidy Sales revenue subsidy  

Definition 

A subsidy is generally some form of payment—provided directly or 
indirectly—to the receiving individual or business entity for them to 
meet the cost of supplying the hydrogen energy as a function of units 
purchased. 

A subsidy is generally some form of payment—provided directly or 
indirectly—to the receiving individual or business entity for them to meet 
the cost of buying the hydrogen energy as a function of sales/revenue. 

Variations 

Direct vs indirect 

Volume 

Duration 

Usage / frequency 

Direct vs indirect 

Volume 

Duration 

Usage / frequency 

Strengths 

Controls / lowers prices 

Encourages greater consumption 

Avoids development risks associated with support aimed at 
development stages of supply chain. Rebate is only paid once hydrogen 
production occurs.  

By focusing on consumption quantity than on green technology 
investments, the consumer subsidy can lead to a greater consumption than 

the manufacturer subsidy.10 

Yields (compared to production subsidy) higher social welfare  

Avoids development risks associated with support aimed at development 
stages of supply chain. Rebate is only paid once hydrogen production occurs. 

Weakness 

 

Taxation of those receiving subsidy can be complicated (depending on 
taxable status)  

No guarantee that the reduced costs of hydrogen will flow to consumers. 
– Lack of market visibility.  

Requires ongoing administration of rebate 

Higher financial burden for government as a result of producer’s practice of 
taking advantage  

Taxation of those receiving subsidy can be complicated (depending on 
taxable status)  

 
10 https://www.sciencedirect.com/science/article/abs/pii/S0377221720304422 
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 No guarantee that the reduced costs of hydrogen will flow to consumers. – 
Lack of market visibility.  

Requires ongoing administration of rebate 

 

Opportunities Suitable for supporting efficient, large-scale production, due to direct 
producer-Crown relationship (quasi-consortium approach). 

Suitable for supporting efficient, large-scale production, due to direct 
producer-Crown relationship (quasi-consortium approach). 

Threats 

 

If dealing with single large-scale producer is the preferred approach (due 
to cost/volume considerations), success will rely on the decisions of only 
a few potential counterparties, as opposed to a range of smaller and 
medium sized actors. 

If dealing with single large-scale producer is the preferred approach (due to 
cost/volume considerations), success will rely on the decisions of only a few 
potential counterparties, as opposed to a range of smaller and medium sized 
actors. 

Risks May create a supply monopoly without careful mitigation (see above) May create a supply monopoly without careful mitigation (see above) 

 

Off-taker support 

Approach Consumer subsidy CfD between hydrogen and reference price Tax changes (GST) 

Definition 

Rebate targeted at end users of green hydrogen. 
Reduces the cost of the hydrogen product to close 
the gap with alternative commodities (such as 
diesel, gas or urea).   

Costs and revenues associated with a traded product 
are shared between parties. Contract sets a “strike 
price” - When the market price of the commodity is 
below the strike price, the ‘customer’ pays the 
producer the balance to make up the difference 

When the market price of the commodity is above the 
strike price, the producer pays the difference to the 
‘customer’. 

Most goods & services are taxed at 15% 
including grants / subsidies received 
from government. A number of 
secondary taxes may also interact with 
the target sectors (i.e. Road User 
Charge) 

Variations 
Indexed consumer subsidy, which is intermittently 
altered to avoid over or under subsidisation. 

N/A RUC exemptions 

Strengths 

Administrative simplicity for counterparties and 
the Crown 

Relative ease of delivery for government  

Lower establishment costs due to reduced 
complexity  

Provides contractual certainty 

Minimises long-run cost to government due to market 
tracking mechanism 

Supports desired activity 

Sends clear signals 

Broad based – simple for end-users 
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Greater forward budget certainty comparted to a 
CfD as the rate of the rebate will be indexed and 
determined prospectively for the payment period. 

Contracting model can enable specific requirements 
relating to new generation or energy system services 

Commercial discipline – mitigates risk of Crown paying 
disproportionately high rebate relative to market 
trends 

Weakness 

 

The need to index to a reference commodity 
introduces a small amount of additional 
administration  

Depending on indexation frequency intervals, 
there is potential for the Crown to over-subsidise 
green-hydrogen consumption relative to market.  

Unfamiliar mechanism 

Best suited to supporting large projects – may not 
work at smaller scale 

Difficult to quantify “whole-of-life” cost with certainty 

Complex and distortionary  

Ill-suited to supporting narrow sectors 

Increased administration for 
government 

 

Opportunities Development of indexed rebates/subsidies may 
lead to more efficient/effective ED programmes in 
future 

Establishes CfDs as a public policy intervention in NZ – 
in widespread use around the world. 

Market has asked for this intervention in 
the past, and would likely respond 
quickly. 

Threats 

 

Extending use of subsidies to drive outcomes can 
create expectations of support in other sectors. 
May lead to greater calls for industry assistance. 

Misuse of CfD mechanism in other sectors could lead 
to the NZ Govt being exposed to substantial and 
ongoing liabilities. 

May lead to similar requests from other 
sectors, leading to a complex and 
ineffective tax system, which runs 
counter to NZ’s approach to a broad 
based, low rate tax system. 

Risks Risk of over-subsidisation if indexing mechanism 
not well designed.  

Agreements with counterparties may not be 
“bankable” as a CfD is – untested approach 

Risk of costs to Crown blowing out if market moves in 
the wrong direction 

Risk of support being withdrawn in 
future or alternatively, risks locking in 
subsidy permanently (and hollowing out 

road-use tax base) 
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