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Executive Summa o

The ETS Review ovided a draft of their final report on 3 June 2011, as
required unde ms of re ou have until 20 June to provide any comments
The Panel C d Cayagill, ha ered to meet with you should you wish fo discuss the

d final report is due to you on 30™ June. This brief provides
in terms of discussing the Panel's emerging thinking with
with officials.

draft. The\Pan compl
%% on
collea
draft recommendations and official's initial reactions is set out in

ix 1.Thé Pafiet’has aimed to strike a balance between mitigating additional short-

ter costs heme in a period of international uncertainty and increasing incentives
to chan ur over time.
You vided with options for the post review timing of consideration of the Panel's

he 23 May Status report. The Climate Change Response Act requires you to

e Panel's final report. It also requires you to publish a report that responds to any
ntlve recommendations the Panel makes on allocation. No time limit is specified for
pubtication of the Panel report or response. We are assuming that the government's
response will cover the broader suite of Panel recommendations.

You indicated that you would like a single Cabinet discussion that seeks agreement to both
the release date of the Panel's report and to your proposed response. Assuming that you
would prefer a detailed response to the Panel’s report, the earliest officials could produce this
would be mid August. Discussion in August would also allow for at least a high level
Regulatory Impact Statement to be prepared, which would be required if Cabinet were asked
to make decisions on legislative changes to the ETS.



If you wished to take this to Cabinet earlier we note that 13 July will be the last opportunity in
July to take the Panel report to Cabinet committee. As the Panel will not finalise their report
until 30 June, it will be difficult to do more than provide a reaction in July, in which case a
further meeting would be needed to support any decision making that would result in
legislative change, supported by a RIS.

Officials recommend that you meet with ministerial colleagues in June, prior to the Cabinet
discussion, to discuss the Panel's draft recommendation and the timing of government
consideration and response. To aid your discussions officials have prepared an A3, attached /\i

at Appendix 2 that provides:
¢ A summary of the context for the Panel’s recommendations. ( i :

¢ Indicative fiscal and economic impacts of the Panel's draft r endations

compared to the status quo (as currently legistated) and tﬁ% f freezing
current settings in place (transition phase continues beyond 2092, new gectors
deferred).

s [nitial reactions to the Panel's draft recommend and matte isters need
to decide on now.

MIE officials have consulted with officials in Tre @«F MF. %I;D in preparing this
X . A

material, though it does not necessarily reflegt a
time and the fact that the Panel's report is sfi

liw atthjs time (given limited
nglish, Hon David Carter,

=

S

We recommend that a meeting in June Wauld mclude

Hon Tim Groser, Hon Gerry Brownlee an Stev e recommend you circulate
the draft Panel report to these Mip  in advan eeting. We also recommend that
you send a copy of the draft repox 2 Prime :

process following recei Panel;

Recommend/e)d%n A

N

We recog} at y%
a terthat th E%ew Panel provided you with a draft of their final report on 3

201

Note& ave the option of responding to the Panel's draft report by 20" June
201F.

te the summary of the Panel's key recommendations and their impacts at
pendix 1.

Indicate whether you would like to meet with David Cayagill, chair of the Panel, prior to
finalisation of their final report.

Yes / No

e) Circulate the Panel’s draft report to your Ministerial colleagues (Hon English, Hon
Carter, Hon Groser, Hon Brownlee and Hon Joyce), and to the Prime Minister.

Yes [/ No

f) Meet with your Ministerial colleagues to discuss the Panel's draft recommendations
and the timing of government consideration and response.



Yes [ No

g} Note that officials have drafted an A3 that provides a summary of the Panel's
recommendations and their expected impacts to support your discussions with
Ministerial colleagues, at Appendix 2.

h) Note that officials have scheduled a meeting with you on Thursday 9 June, to discuss

the information you would like to present to your colleagues and the timing for
Cabinet decision making once the report is finalised.

& &
N

Stuart Calman
Director, Climate and Risk Policy @

Hon Dr Nick Smith % Date
Minister for Clima$ Issues%%



Appendix 1: Summary of the Panel’s conclusions and recommendations

High level conclusions on the wider context and implications for the ETS

The Panel reached a number of high level conclusions on the wider context relating to its
advice on the overall level of ambition for the ETS post 2012. These included:

= Even in the absence of a new international obligation to reduce emissi

term, it is likely New Zealand will continue to face such obligations in

which is likely to require it to take responsibility for its emissions.

likely to face other drivers to reduce emissions. Therefore it is i term eeqn
nﬁ/%tiv

interests to continue to change our behaviour and that the i fo do so e
over time. '

e It is not correct to say that our international comp t not taki ction to
reduce their emissions. The Panel has heard abo aelion that f countries,

including Australia, China and the US, are taki plan e despite the

s |t is important to send a clear sign &’w’the ETS so that firms
and households have greater certaint in theirinvestment and purchasing

decisions today.

s Increasing incentives over ti
short-term. There needs tate balance between these short-terms costs

measures in place t al Tosts gradually.

e All emissions s uld id a price on emissions over time,

For agricultur e \Panel has% concerns that the sector lacks abatement options.
However, bas idence it has-figard from stakeholders, it is of the view that the options
available 40 the tor aré-suffigient to enable surrender obligations to begin in 2015, as
curren %}éﬁéd. Under thewcurrent allocation regime, the Panel notes that the obligation
on a@ il essetiallype intensity based (emissions per unit of product), and that the

ector h own an ability to improve emissions intensity year on year.

afance, the Panél has sought to steer a moderate course, introducing ETS costs into the
ecoromy d balancing additional fiscal costs with additional costs for participants.

The@ﬁél’ fecommendations

T n measures The Panel recommends that the current cbligation for firms to
stirrerider one emissions unit for every two tonnes of emissions be phased-out over three
years such that in 2015 firms will have to surrender one emissions unit for each tonne of
emissions. The Panel also recommends that the price cap, currently set at $25 per emission
unit, should be increased by $5 per annum in 2013 and beyond.

Allocation: The Panel recommends no fundamental changes to the allocation regime for
industry and agriculture, but recommends that the phase-out of allocation at 1.3 per cent per
annum is on a straight-line, rather than asymptotic, basis (the effect of which would be
minimal in the next 50 years). The Panel also recommends Government explore a wider
range of issues relating to allocation settings raised by stakeholders that the Panel has been
unable to address in the time available to it.



Inclusion of Agriculture: the Panel recommends that the agriculture sector enters the
scheme on the current legislative timetables (i.e, mandatory reporting from 2013 and
surrender obligations from 2015). However, to give the sector further time to adjust to a
carbon price and take up abatement options, the Panel recommends that the sector benefits
from a one-for-two obligation for the first two years after it enters the scheme (i.e. 2015 and
2016). This surrender obligation should then be phased-out over the subsequent three years.

Synthetic greenhouse gases and waste: the Panel recommends that the waste and
synthetic greenhouse gases sectors enter the scheme on current legislative timescales (i.e.
surrender obligations from 2013). However, to reduce shortterm admiinistration an
compliance costs the Panel recommends that a power of exemption be & { rovide
small, isolated landfill sites and that the treatment of synthetic greenho installed i
equipment that is imported into New Zealand be simplified throug sition of a

levy at the border.

been advocating for internationally. This includes introgiux tting fer-p 0 forestry

and averaging for post-1989 forestry. The Panel {& cg us of @ scdl and other
implications of diverging from the international rules;~butugtomm that the government
make a ‘hard headed national interest assessr :@ aking intbca nt the international
position, the potential fiscal impacts and impac of & 3 r sectors.

rges faced by Maori Land

Forestry rules: the Panel recommends that government m a number of changes o the
domestic ETS forestry accounting rules, consistent with t ges that land has
|

Maori issues: the Panel heard in particu]
Trustees in applying for allocations ang>ex inds that government pursue
a range of legislative solutions that will »The Panel also notes the need
for government o monitor the c ity of Maori to engage on ETS issues, and
provide support where necess

Operational and other r g 'Panel had few concemns relating to the
administrative efficienc f did ot make any significant recommendations
in this regard. Due to %nstram t0€ Panel did not comment on all of the operational
issues raised by rs. T s>did consider the evolution of the international
carbon market ke 12, mends that government does more to facilitate
bilateral, regi nd other arra ts that will enhance its development. The Panel also

recommends ernment constder placing a time limit on the eligibility of certain kinds of
CERs rom pr%%gducing HFCs, given decisions made to ban these units in
the EY; risk th ETS could therefore be swamped with large volumes of
che its (with nggative impacts on the forestry sector in particular).

Fiseal and.&eo impacts

The P. rovide some initial modelling on the fiscal and economic impacts of their
pro ) compared to the status quo (transition phase ends in 2013, Synthetic Gases

ste enter in 2013, Agriculture enters in 2015). Note that these figures are indicative
ne’subject to further work. Further detail is provided in Appendix 2.

ts on the Fiscal position: The fiscal impact of the Panel's recommendations falls
primarily in 2013 and 2014. This is because of their recommendation to phase out the
transition phase measures gradually from 2013, rather than removing them completely at the
end of 2012. There are also some fiscal implications from their proposal to provide
transitional arrangements to support the entry of Agriculture from 2015, The fiscal costs of
the Panel's proposal are approximately $270milllion per annum in 2013 and $50million per
annum in 2015,

Impact on existing participants and on energy bills for businesses and consumers: the
end of the transition phase means that ETS costs are effectively doubled for participants, and
for businesses and consumers facing increased energy prices. The removal of the transition



phase means business costs increasing from $351million {(approximately 0.25% GDP) to
$702million (approximately 0.4% GDP). Household costs increase from $133 per annum to
$266 per annum for the average household. The Panel's recommendations graduate these

increases over 3 years (rather than 1 under status quo) and defer the full cost increases to
2015,

Impact on farmers: the Panel's recommendations similar spread the cost increases for
farmers over a number of years. The average dairy farm will expect to see total costs (energy
and agricultural bioclogical emissions) of $8,300 per annum in 2015 under the Panel's g

proposals, compared to $9,800 under status quo. ég
r é

Initial reaction from officials
As the Panel has not yet provided their final report, it is too %r fficials to e
definitive advice on their recommendations.

However, the initial reaction of officials is that the Panel's
balance between the short term uncertainty that New

signals the ETS needs to send. The broad thrust of recor% atigns that the

pert stri
e

transition measures phase out gradually, and that ¢arbon price from

Wastéfa
2013 seem sensible. Similarly, the Panel's reaséhi griculté%gm broadly sound
(availability of abatement options, importanc aging fechnology take up in the
longer term, fiscal risks and equity).

However, officials note that further analy ill/be nee ange of issues, including
detailed options for transitional setfings (

5 (con |deri s ce between price, overseas
purchasing of units and ambitio edium te R), The costs of implementing changes to

forestry rules and deviating fr ional rgle also an area for concern, given their
potential scale. The ability o ent tg in @ ent some proposals (particularly the
proposed Synthetic Gas ed consideration.
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