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Simon Johnson
fyi-request-2901-014a2267 @requests.fyi.org.nz

Dear Mr Johnson

Thank you for your email of 2 July 2015 requesting the following information under the Officiai
Information Act 1982 (OIA):

[In relation to the Ministerial Direction of 10 March 2015, fo the Registrar of the New
Zealand Emission Unit Register (NZEUR) to issue New Zealand Units (NZUs) in the
document headed Appendix Two Ministerial Direction]

o [request a copy of pages 1 to 8 of this document; and
If there is some other report or document that you also considered on 10 March 2015
in making your decision to issue New Zealand Units, then may | please have a copy
of that too.

Only one document titled, Briefing note: Issuance of New Zealand Units (NZUs) in the NZ ETS
for 2015 dated 9 March 2015 falls within the scope of your request and is attached. The
Ministerial Direction (pages 9 and 10) was signed 10 March 2015 and is publically available on
the Environmental Protection Authority's website. Please note parts of the Briefing note have
been withheld under the following sections of the OIA:

e 3$9(2)(a) - the withholding of the information is necessary to protect the privacy of
natural persons

o s9(2)(h) - the withholding of the information is necessary to maintain legal
professional privilege; and

o S9(2)(j) - the withholding of the information is necessary to enable a Minister of the
Crown or any department holding the information to carry on, without prejudice or
disadvantage, negotiations (including commercial and industrial negotiations).

The issuance of NZUs is an administrative and mechanical process required for the operation of
the New Zealand Emissions Trading Scheme. The matters that | have to consider when issuing
NZUs are specified in Section 68(2) of the Climate Change Response Act 2002 - this is outlined
in Appendix One (page 7) of the released document.

Under section 28(3) of the OIA, you have the right to ask the Ombudsman to review my
response to your request.

Yours sincerely

By N\

Hon Tim Groser 1
Minister for Climate Change Issues

Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand. Telephone 64 4 817 6811 Facsimile 64 4 817 6511
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1. This briefing soeks f‘mgr,légreeme’ﬂ_t_ 10.issue 30.7 million New Zealand Units (NZUs)
into the Crown“b_ﬁlain?g account: These Units will be transferred-to those New Zealand
'Emissions iT{adilj\g-lScheme__‘(NZ'- ETS) participants who are eligible to receive an
allocatjon. \ AR
o Issuance Tefefs to the creatiorf of new NZUs and is carried out through a Ministerial
dh:gctidp:tﬁ"the Registrar of the New Zealand Emission Unit Register (NZEUR). This Is
/a‘rouline task required for the effective operation of the NZ ETS.
AN -_'_I,'héré is curreriﬂ?‘an-i-hsufficient number of NZUs in the Crown holding account to mest
L upcominggllocation requirements. This briefing recommends you issue enough units to
-~ provide for the-éxpected transfers of NZUs for this financial year and the next (2014/15
a_nd.'E&‘lEHE). If you do not issue NZUs, the Crown will not meet its statutory
Gbligations under the CCRA to transfer units to participants.
4. "\',._Erér;;ion 68 of the Climate Change Response Act 2002 (the CCRA) allows you, as

“Minister for Climate Change issues, to direct the Registrar to issue NZUs. To issue

“NZUs you are required to consult with the Minister of Finance and have regard to
specific matters, as stated in the CCRA. These matters include: the number of units
that New Zealand has received, or expects to receive under any international
agreement, New Zealand’s international obligations and the proper functioning of the
NZ ETS. We do not consider there are any significant issues arising from these
requirements

Following your approval and consuitation with the Minister of Finance, you are required
to present copies of the Ministerial direction to the Registrar and the accompanying
Ministerial statement to the House of Representatives. We will then publish the
direction and Ministerial statement in the New Zealand Gazette and on the
Environmental Protection Authority (EPA) website.
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lssuance backqround

6. NZUs are created by the New Zealand Government through the process of issuance.
This is a routine task in the NZ ETS to ensure that there are a sufficient amount of
NZUs available for allocation. After being ‘issued’, NZUs are stored in the Crown
Holding Account until participanis submit their emissions returns or applications for an
allocation. Once these are processed, participants are transferred units.

7. In order to meet the estimated demand for unit allocation, additional, NZUs must be->
issued into the Crown account. These NZUs will be allocated to patiisipants for this. .
financial year and the next (2014/15 and 2015/16). NN v BN

8. To date, four issuances have occurred totalling 153.5 millih NZUs, T.hes,e_ cover
transfers up until the 2013/14 financial year (13-B- 114_@1;‘iafer$}_. v Y
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lssuance process LA N

9. As the Minister for Climate Change Issues, you héye,f{he powef to direct the Registrar
to issue NZUs. Section 68 of the Climate Change Respanse Act-2002 (the CCRA)
gives you this authority and sets out the requirenients yal-must consider.

10. When deciding whether or not o issue NZIJS, section-68(2)(a) of the CCRA requires
that you consult with the Minister of Finance. ' i

11. Section 68(2)(b) of the CCRA requires that you have fe;jard to the following matters:

i The number ofunits\that New Zedland has received, or that you expect New
Zealand to recelve, under a,ny;intgmqtional a_greement; and

i New Zealand's international obligations, including any obiigation to retire units
equal to-fhe niimber of fonines of emissions that are emitted in New Zealand,
and- N '

iii, .~ The proper funct’rdn@ﬁg\- of the greenhouse gas emission trading scheme

- éstablished under the'Act; and

*?:__: Jv. ‘-Flﬁy othafmatt,e;f that you consider relevant
15¢/in actordance Wwith attion 68(4) of the CCRA, the direction to the Registrar to issue

7, O SZUs, and an “atcompanying Ministerial statement must be published in the New
</ ., “Zealapd Gazete and on the EPA website. Copies of the direction and Ministerial
statement fust be presented to the House of Representatives as a non-Parliamentary

Paper.

N3 Thére are two types of NZUs which the Crown allocates 1o participants: ‘exportable
Oy NZUs' and ‘non-exportable NZUs".

(O
Q/ a. Exportable units: transferred to post 1989 forestry removal activities participants,
' pre-1990 allocation recipients, and Permanent Forest Sink Initiative participants.
These units are able to be converted into Assigned Amount Units (AAUs) which
can be iraded internationally. To ensure exportable NZUs are identifiable, and
remain exportable once traded in the New Zealand carbon market, the NZUs are
'‘tagged’ as exportable. .
b. Non-exportable units: transferred to non-forestry recipients of NZUs, such as those

receiving industrial or fishing allocations as well as those earning NZUs for .non-
forestry removal activities. These NZUs are tagged as non-exportable.




Although exportable units may be converted to NZ-AAUs for international trading, there

14.
will be no export of units after the conclusion of the CP1 true-up' period. This is
because international trading of CP1 units will no longer be possible. We do not expect
any more conversions of NZUs to occur. .
Advice S -

Estimated units for issuance

15.

16.

17.

&7

We recommend issuing 13.3 million exportable NZUs and 17.4 millien non-exportable .
NZUs into the Crown account. In total, 30.7 million NZUs will be required for issuange: .

We estimate that 13.9 million non-exportable NZUs and 18 9-million exportable NZUs
will be allocated to participants for the 2014/15 and 2015/16 financial years. These
estimates are based on the most recent data available (Forecasts for non-exportable
units are based on the 2014 October baseline and forgcasts.for ex ortable ufiits are

based on the 2015 March update. Ol s\
The breakdown of units required for unit allocation i_r_t'\':ﬁig, 2014/15-and 2015/16 years is
shown in Table 1. R, 8 ' .

Table 1: Units for issuance for 2018 and 2016 ¢ < \f \ 2NN
—— o — R T - ] 7 % - ':‘_
y

i (\ h
N 22N
withheid geles S 1G]

N W

(A8 A 10%‘Eufﬁa(m excess of the forecasted amount has been added to the total number

of unite. requiréd for issuance to mitigate any transfers that were not forecast for this
periad,

~“Furthermore, we recommend issuing additional non-exportable units for the purpose of
" replacing all NZ-originated Assigned Amount Units (AAUs) that are currently in private

€_ownership, in the event that the Government is unable to carry these units over into the
“ Kyoto Protocol second commitment period. Cabinet decided [CAB Min (13) 4111

refers] to replace these units with NZUs if they cannot be carried over on their owners’

behalf.

There are currently 2.9 million NZ-originated AAUs held in private accounts. In order to
replace these AAUS, an equivalent number of non-exportable NZUs would be required.
This number may decrease if some of these account holders choose to use their AAUs
to meet NZ ETS obligations or if they are transferred offshore or cancelled.

T The “rue up’ is the 100 day period held after greenhouse gas inventory reviews have been
completed on all parties to the Kyoto Protocol.
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21. We recommend that the issuance is complete by mid-March 2015. This will ensure that
there are a sufficient number of NZUs in the Crown Holding Account to transfer to

participants for this financial year.

Legal requirements

22. \. - G
EU (TV‘MQ‘U\ \’“’M 6( s tz)“")g Analysis of the statutory criteria is

provided in Appendix One. The direcuon to the Registrar to issue NZUs is attached in
Appendix Two and accompanying Ministerial statement which sets out how you had
regard for the statutory matters specified in section 68(2) of the CCRA is provided in

Appendix Three. B
Risks and Mitigations SONE Y @
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23. If you decide not to issue any NZUs, the Crown will_not be able to meet its s;‘atﬂtory
obligations to allocate and transfer NZUs. Specifigally, ‘the Crown will-fiat be“able to
allocate non-exportable units {0 industrial allocation recl lents as ttle‘t:élfg'r‘azurrently an

insufficient number of these units. This risk carinot be mitigated; ™ N

24. There is a small risk that this issuance /may ba insufficiant to.meet the demand of
allocation recipients. This fisk is mitigated by issuing-additional NZUs in excess of
expected transfers. If unexpected defm_and'ﬁxceeds thi%)__ you ¢an choose to issue more
units. NN 5 P i

N

25, Officials intend to review the ﬁrﬁceéfs_'for issu@ngﬁ}i\uglafto ensure it is as accurate and
offective as possible. This will mitigate the-r{sﬁ?éf“.bl‘ié Crown holding account having
insufficient NZUs fo m@étft@ﬁfers in the fature.._-

:’_:j I.-*"_/—\'--.I"Q
_Fi_naﬂci_a_l,_ Rtgu_la,tﬂry_"an 'Eegislaﬁgg\igjplic_ati_oni - -

bory. &g, mpiicat

26. There is po. _fiSG’al)_dost assaciated with this issuance. There are no regulatory or
legislative ifplications. <" AN

Consultation, > __:___ S

s

27, j‘-.-“r“t_egsurﬁ, Mi}qlﬁ'tr-y' for Primary Industries and Environmental Protection Authority
(& “officials have, h’\'%en_'__r;oﬁsu!ted on this briefing and support with its recommendations.
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Next steps
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28 Subject to your approval, we recommend the following steps:
Action ' Recommended timeframes

Have regard for the section 68(
One.

2) matters discussed in Appendix

9 March

RV

4

issue NZUs into the Crown Holdi

Consult with the Minister of Finance regarding your infention to

ng Account.

—— _—

Approve and sign the direction to the Registrar

4

{Appendix Two).
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Present a copy of the direction a

Two and Three) to the House o
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The Registrar issues 30.7 million NZU
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Recommended Action ___________——————

We recommend that you:

a) Note that there is currently an insufficient number of New Zealand Units (NZUs) in
the Crown Holding Account to meet the requirements for unit allocation to
participants,

b) Note the maiters you are required to have regard to under section 68(2)((b) & (c)) of ~
the Climate Change Response Act 2002, as set out in Appendix one; -, A S

o) Agree that 13.3 milion exportable NZUs and 17.4 milien non-exportablé (New
Zealand Units should be issued into the Crown Holding Agcount; AN

d) Consult with the Minister of Finance regarding ym@ention o dirgaqt;_ﬂie\_Reéistrar to
issue NZUs into a Crown holding account in AGC0 ance ‘with seclion 68(2)(a) of the

CCRA, { a 7
N Yes I No

e) Sign the attached direction to the Registrar (Appendix Two),
e DO _ Yes | No

fy Approve the attached Ministerial-slatement satting out how you have had regard to

the matters specified tndersection 68(2)(b) of the CCRA (Appendix Three),

PI IR <> ' Yes /| No

g) Present 2 copy-af.the direction; ‘and/ accompanyingd Ministerial statement to the

House of Representatives; " i

\ S5 NN\ : Yes I No

h) Nb’ge/,a_,ciﬁpy of the“direction, and accompanying Ministerial statement will be
~_publistied in the.New 7ealand Gazette and on the EPA website.

Y

Craid Salmon pate @4/ °© 3f1s-
Wapager, ETS Operations Policy Team

Hon Tim Groser Date
Minister for Climate Change lssues



must ‘have regard to’ when carrying out issuance

Appendix One: Analysis of section 68(2) of the CCRA - matters which you
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This appendix provides analysis of the statutory matters which you must “have regard to"
in accordance with section 68 of the CCRA. The discussion will form the basis of the
Ministerial statement accompanying your direction (in accordance with section 68(5) of
the CCRA) to explain how you had regard to these maters. The statement is attached as

Appendix Three.

Under section 68(2) of the Act you must:

(a) consult the Minister of Finance; and, LY N
()  have regard for the following matters before directing the. Registrar to issife an
allocation of NZUs into a Crown holding account: AV N o NJ
i the number of units that New Zealand has rece_a_'tjé_ci or that the MiniS{e\r}e;(pacts
New Zealand to receive, under any international agr\eément; and. \ ¢
i New Zealand’s international obligations, Suding any obligations-to retire units
. equal to the number of tonnes of emissions-thaf are emitted in Neﬁ-Zealand; and
jii. the proper functioning of the greanhdr:é\a'?gas erﬁi,s’s'%hr frading scheme.
established under this Act; and ..~ RO\,
iv. any other matters that the Mi;r{s’t@kjdém relaf@t A

g

& &S,

~ b

Section 68(2)(c) relates fo the issuance: Qi_"lﬂzﬂs into"‘aﬁ.:Qrf}iign ho[ding account on or
after 1 January 2013 if no second G'pri'_lmiln&'ént Pariud‘ﬁr}def the Kyoto Protocol exists.
Despite New Zealand’s decision not) to take ‘_ji_t’s- commitment under the Second
Commitment Period, a second Cr:immitmaﬁt-\' griod  still exists. Therefore, the
requirement to have regard-to thi mattersh_h;ia'r saction 68(2)(c) is not applicable at this
time. N

Each matter undér daction 68(2)(bié speeifically addressed below.

Section 68(2)(b)(1) ‘The number of units that New Zealand has received, or that the

Minister expacts New Zeglandia receive, under any international agreement’

e _Asr'a:ﬁ-ﬁ; ;&pﬁéx 1 Party‘to‘\ _;thé United Nations Framework Convention on Climate
CChange New Zealand’s assigned amount for Commitment Period 1 (CP1) is fixed at
"> 308,564,733 metrie. fofines of carbon dioxide equivalent emissions and translates to

b

< an equivalent riurber of assigned amount units. The units are held in the Crown’s

“holding account in the Registry.
iscss

> o Maw Zealand can also expect to receive certain Kyoto removai units for the net

ingrease in forest sinks during CP1. New Zealand has elected to receive these at the
. &nd of CP1 and the true-up period (2015). Currently it is projected that New Zealand

77 il receive 71.6 million removal units from forestry removals over CP1.

o New Zealand decided not to take its commitment under the Second Commitment
Period. Therefore, New Zealand will not have an assigned amount for Commitment

Period 2 (CP2).

Section 68(2)(b)(ii): ‘New Zealand’s international obligations, including any obligation to
retire units equal to the number of tonnes of emissions that are emitted in New Zealand’

o As an Annex B party to the Kyoto Protocol, New Zealand must retire sufficient Kyoto
units to cover its total emissions during CP1. If New Zealand’s emissions exceed its
assigned amount, plus removal units from domestic land use and land use change
activities (LULUCF), it may obtain additionat Kyoto units to cover those excess
ernissions through the use of the flexible mechanisms provided under the Kyoto

’ \\ N



Protocol, This includes direct purchases of Kyoto units through international

. emissions trading; or from their surrender to the Government by private entities under
the NZ ETS. New Zealand may also lose Kyoto units through sales to other counfries
(only NZUs allocated to the forestry sector are permitted to be converted to AAUs and
sold internationally).

« The latest projection of New Zealand's net position under the Kyoto Protocal is a
surplus of 127.5 miliion units as at 31 January 2015. New Zealand's Kyoto Protocol
Financial Position is NZ$4.0 million using a carbon price of NZ$0.03~
(Euro$0.02/0.64210) per unit. 5 AN

« New Zealand decided not to take its commitment under thesgcond Commitrent
Period. Therefore no international obligation exists at this gfage to retire unitq-egp'ai to

the number of tonnes of emissions that are emitted in NE\W*Z\ealén'd going forwards

Section 68(2)(b)iii): ‘the proper functioning of the gregqhouse gas .-efi?iésions trading
scheme established under the Act’ 7 / N

« The purpose of the Act includes, in section-3( 1) “to provide for the implementation,
operation, and administration of a greenhousg gas emissions tradifig scheme in New
Zealand that supports and encourages gldbal effoits to reduce greenhouse gas
emissions by assisting New Zealand to-meet its in&ﬁaﬁdma! obligations under the
Convention and the Protocol; and. by ~reducing'i\:lew‘2eé'iand's net emissions below
business-as-usual levels’. ~/ N

« The implementation. éperai.ie:n and adhiif/fis'trat?un of a greenhouse gas emissions

trading scheme ﬂhe'N_?_'ET 3) re,'qiii'(a.é.;_arhongst other things, the issuance of
sufficient NZUs to meet.” \\_//

a. eptillementy/of posM.\QBberest participants;

b. . enfitleents of participants undertaking removal activities;

& /any, éntitlement%;a.i\fi‘c_iqf 4n allocation plan; and
d. <any auctions of NZL$ the Grown undertakes.

% While'your direction t61he Registrar to issue NZUs into a Grown holding account may
o 7 tachnically i made at any time (after having followed the statutory process), you
</.L must-have redard to the proper functioning of the NZ ETS. In considering this, it is
Gt appropriate-for you to have regard to current fiscal and economic projections for the

; jﬁéNEjiiem financial years (2014/15, 2015/16) which estimate the following:

& Post-1989 forest land owners and PFSI participants (approximately 18.9
N\ million exportable NZUs)
NS b. Industrial allocation to emission intensive, trade exposed  industry
\ @ ' (approximately 10.1 million non-exportable NZUs)
~—— c. Removal activities, synthetic greenhouse gas removals and other non-forestry
related activities (approximately 3.2 million non-exportable NZUs)
d. Two Negotiated Greenhouse Gas Agreements (approximately 0.5 million non-
exportable NZUs).

« The balance of NZUs will be monitored regularly to check that there is not a greater
demand for NZUs than assumed. In 2016 the EPA will identify either a shortfall or
excess of NZUs, and if necessary, either a canceliation of NZUs, or further issuance
can occur. Decisions on the implementation of auctioning NZUs are yet to be made.



Appendix Two: Ministerial Direction _________———————— -
the Registrar of the New Zealand Emission Unit Register:

Ministerial direction to
holding account in the New Zealand

Issuance of New Zealand Units into the Crown
Emissions Unit Register

Having consulted the Minister of Finance and having had regard to all the relevant matters
pursuant to section 68 of the Climate Change Response Act 2002, | direct the Registrar of
the New Zealand Emission Unit Register to issue 30.7 million New Zealand Units (NZUs) into”

the Crown holding account in the New Zealand Emission Unit Register. 7 4

I direct the Registrar to identify and ‘tag’ 13.3 million NZUs g,s'fiéuitabie fbr coqvwersliéh"tal
Assigned Amount Units (AAUs) and exportable, and 'tag’ 17:4"n3iJI:'on"NZUs as‘n@;-bzing

sultable for conversion and non-exportable. =

N\
Dated at Wellington this AN dayef \V- 2015
- 4o f\ \
e A 5 2\
Date

é n Tim Grosef .\ ¢
- jninister for Climate Change Issues



Appendix Three: Ministerial Statement to accompany the Direction to the Registrar of

the New Zealand E

mission UnitRegister

In making the above direction to the Registrar | have consulted with the Minister of Finance
and | have had regard to the following matters specified in section 68 of the Climate Change
Response Act 2002:

Section

68(2)(b)(1)

Section

68(2)(b)(ii)

Section

The number of units that New Zealand has received, or that the Minister
expects New Zealand to receive, under any international agreement

New Zealand has received 300,564,733 Assigned Amount Unifs(AAUs) under the”
Kyoto Protocol. New Zealand has elected to receive remaval uhits for net
increases in forest sinks (RMUs) at the end of commitmerit period-one (CP1). 1t ig
astimated New Zealand will receive 74.6 million RMUS. 4 i =

New Zealand decided not to take its commitment ynder the Second Commitment

Period. Therefore, New Zealand will nof ave. an assngqegi;‘amount for
Commitment Period 2 (CP2). ¥4 QA N

New Zealand’s international obli_gaﬁﬂné,: mgluding_aniﬂ\gbﬂgéﬁon to retire
units equal to the number of tonnes of emissions that-aré emitted in New
Zealand N ; ZN%

Under the United Nations ..'Ft'amawork Go\nveﬁtﬁbn-o'n Climate Change, New
Zealand has a commitment to adopt paggiea and measures to mitigate climate
change. ] RN

New Zealand &ls0 [as obligal‘rdr;.;’ uﬁdér the Convention’s Kyoio Protocol,
whereby it st ratire sufficient Kyoto units to cover its total emissions during CP1
or face nen-campliance consequences. New Zealand has received 309,564,733

£

AAUs and expects-to_redaive 716 milion RMUs. The latest projection of New

Zealand'set position-underdhe Kyoto Protocol is @ surplus of 127.5 million units.

g Nﬁﬁr \-Zealand déé_idiad‘-qoi 1o take its commitment under the Second Commitment
'ée;i'od. Therefore N0 jnternational abligation to retire NZUs equal to the number of

tonnes ofemissigns that are emitted in New Zealand exists at this stage.

The. prb'éf functioning of the greenhouse gas emissions trading scheme

' w8(2)(b)iiiy ~established under this Act

N
0LV

O

Section

-_Tﬁé p'roper functioning of the NZ ETS requires the issuance of sufficient NZUs 1o
~méet entitlements of post-1989 forestry participants; any entitlements under an
> allocation plan; and any auctions of NZUs the Crown undertakes. Officials

estimate that over the next two financial years (201415, 2015/16), 18.2 million
exportable NZUs will be transferred to post-1989 forest land owners and PFSI
participants; and 13.2 miltion non-exportable NZUs will be transferred to industrial
allocation recipients, entities with Negotiated Greenhouse (Gas Agreements and
participants engaged in certain removal activities.

Officials will monitor the balance of NZUs closely to ensure @ further issuance, of
cancellation of NZUs can occur to maintain the proper functioning of the NZ ETS.

Any other matters that the Minister considers relevant

68(2)(b)(iv) There are no other matters.

10
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