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@gﬁve Summary

1. This briefing seeks your agreement to the proposed work priorities for the February 2012
Cabinet paper. It also provides you with an initial risk assessment should the Government
decide not fo pursue legislative change in 2012.

2. The ETS 2011 Review Panel (the Panel) provided its final report to the Minister for
Climate Change Issues on 30 June 2011. On 18 July 2011, Cabinet invited the Minister
for Climate Change Issues to report to Cabinet by February 2012 with proposed changes
to the ETS based on the Panel's recommendations [Cab min (11) 27/15 refers].




3. Given the possible breadth and range of matters that could be considered for the
February Cabinet paper, the relatively tight timing if legislation is to be passed by the end
of 2012, and available departmental resources, it is necessary to prioritise.

4. ltis also likely that different policy proposals will be at different stages by February, and
. therefore that the Cabinet paper will include:
a. a set of final and detailed policy proposals to modify the ETS;

b. a set of proposals for consultation; and
c. issues for further detailed analysis which would then be ulted on wvi
Select Committee process. @
5. Given the need to prioritise: . B % X % S
e officials propose that a number of the Panel’s re nddtions be p ggsed in
ent i

2012 but not form part of legisiative ame 2012. {his instudes the
response to the Panel's recommendation raging f 989 forests,
which officials propose be widened in

2012. :
« Ministers are also asked to indic

n rep@ inisters later in
r the e to progress the
Panel's recommendations for ch the tr io ase and allocation for
‘agriculture given that a review 's.eninyinto the scheme has been
foreshadowed for 2014. Th chang o cation is technical; but the

proposal to introduce a transi ase is e 'sybstantive.
AV

= Officials propose that Mini gree t

Panel's recommendations on the Fi
on changing the 1res_ho|d

er work be undertaken on the
ement Approach (FMA). Analysis
aken when designing the FMA and
| and compliance costs.

. indicated it wo

6. Subjectto youra ffici i nue to progress the priorities for the
February 2012 r ck as in this briefing. Officials will brief the Minister for
Climate Cha S and theNyii rs of Agriculture and Forestry as early as possible
after the elec eek he content of the February Cabinet paper.

7. At the f the Minister for Climate Change Issues officials have also considered

what risk [d be pesed if the Government decided not to pass legislation to amend the

ear. Clea would not be possible to implement a number of the Panel's
nificant wnendations (e.g. those relating to the transitional arrangements).

Q’-/ ‘m -
Officials \ (dered whether the likely gap in binding international agreement post
012 wilk gre
2

il any risks for the operation of the ETS should the Climate Change

Res % 002 (the Act) not be amended in 2012. The obligations and process

Cr by’the Act as to allocation and the surrender of units aren't directly linked to, or

ant on, the existence or particular wording of the Kyoto Protocol. In addition, the

ing”of New Zealand Units (section 68) specifically anticipates the possibility of no
national protocol post 2012 and sets out a process to follow for issuing units.

@owever. there is some uncertainty about the nature of international carbon markets post
2012, which may mean that participants in the ETS will be at greater risk of price volatility
should the international emission - unit supply decrease substantially. Officials are
currently gathering information on the likely availability of international units post 2012
and assessing the issues that may be created. Key risks and options for managing them
will be addressed in the February 2012 Cabinet report-back.

10. In addition, agencies invélved with the administration of the ETS have identified a range
of possible amendments to the Act that, while not required for the ETS to operate, would
improve its operation.



Situation Analysis

11. This briefing seeks your agreement to the proposed work priorities for the February 2012
Cabinet paper. It also provides you with an initial risk assessment should the Government
decide not to pursue legislative change in 2012.

12. The ETS 2011 Review Panel (the Panel) provided its final report to you on 30 June 2011.
The report contains 61 recommendations. Should the Government wish.to accept them
number of these recommendations would require amendments to limate Ch

Response Act 2002 (the Act) in 2012. @

13. On 18 July 2011, Cabinet invited the Minister for Climate ngeNlssues to-rgportto
Cabinet—byFebruary—2012—(through-the—relevant—Cabi ommittee) with-propesed—— - —
changes to the NZ ETS based on the Panel's recommendatigns, developments in and

discussions with Australia and further analysis [Cab @ 1) 27/15 re
14. In subsequent discussion with officials the IVIinis mate CC? es requested
N i

advice on the risks if the Government decides n legislation in 2012,

)
me
uesgg{%%ﬂ e Panels report and

15. On 15 September the Minister for Climate
ited work on the 61

recommendations, noting that there dgred i owhside fiscal implications in
different recommendations that will nes T

Advice

The Cabinet report-bac

16. Officials have sta nan
comprises of analytical work

response project (the project). The project
e response to the 2011 ETS Review Panel’s

recommendations rma entified by Ministers, officials, advisory groups (such
as the AgniculutabETS i ommittee) and stakeholders; and minor technical
amend to\improve th tton of the ETS. The output will be advice to Ministers
: in2012 o ndments to the*Act. _
17. of the%ﬁ% agreed) would need to be legislated before 2013. Therefore
j r
i t

rk is relatively tight. There are a number of proposals that would
ion (subject to Cabinet agreement), and consultation would need to

2 in order to allow sufficient time for the passage of legistation.

<:; th;gcur early i
Ther atters which the Government wishes to progress ideally need to be
ag February 2012.

n\the possible breadth and range of matters that could be considered as part of the
ject, the relatively tight timing if legislation is to be passed by the end of 2012, and
gvilable departmental resources, it is necessary to prioritise the issues to be progressed
for the February Cabinet paper.

19. Some matters falling outside this priority will be progressed over a longer time period. In

some instances we recommend that you agree that certain issues will not be progressed
at all or be deferred to the next ETS review to consider.

Nature of decisions in February
20. Given the range of matters and the time scale for the project it is likely that different policy

proposals will be at different stages by February. It is therefore likely that the Cabinet
paper will seek a range of decisions including:



a) a set of final and detailed policy proposals to modify the ETS;

b) a set of proposals for consultation in March/April 2012, with a view to making
decisions on any resulting legislative amendments by May 2012;

¢) issues for further detailed analysis by May 2012, either through this project or
related work (which would then be consulted on via the Select Committee
process).

21. There have been a number of recent consultation opportunities in relation to the ETS,
ie

and officials therefore recommend any further consuiltation on the rs already r;

be focused and targeted. For example, officials consider that t een el
consultation in relation to the transition arrangements, especi ven t Pahel
specifically asked about current and expected impacts of

‘Where there has been less or no consultation; such as o

be necessary to fully understand the issues and quagdtiy the impacts of the ‘proposed
changes. .

22. Ministers also need to consider whether (an o-Wwhen) to issue a formal
response to all of the Panel's 61 recomme ions. As advised, the CCRA
requires that the Minister for Climate C ues pr a response (and present a
copy of this report to the House o esehtatives)-if Panel recommends any
legislative change in relation to alisg =~ Only Panel's recommendations
relate to legislative change to alleca e reco ions to change the 1.3% phase
out rate). -

ETS review: Focus and priafi

23. Given the need to prioritise
matters that requi
as a priority for .g.
minor and t i aﬁé‘r/?end
report-back c : _

A set of fina etail@posals to modify the ETS
fi

OF amen he CCRA in 2012

@ the February 2012 Cabinet paper focus on
[]

212 and that Ministers have already identified
the transitional arrangements and offsetting); and
re specifically officials propose that the February

24 inet doutd-take final decisions on in February 2012, including:
Confirmation of objectives of the ETS; and how it relates to the Government's
@ ov of ambition to 2020,
[ ]

s shere the Panel has consulted, the options are well defined and the
ory impacts are well assessed, including:

o the Panel's recommendations regarding the transition bhase for sectors
Q currently in the scheme; and

o changes to the 1.3 percent phase out of allocation

@ * Technical or minor amendments (including a number not addressed by the Panel)
where a high level of consultation would not be required, such as drafting or
cross-referencing errors.

A set of preferred policy options for consultation in March/April 2012, with a view to making
decisions on any resulting legisiative amendments by May 2012

25. Areas where further consultation would be necessary in order to fully understand the
issues and quantify the impacts of the proposed changes, including:

in its s n.
s t ['s reco [dations .
on offsetting and the treatment of synthetic greenhouse Ea%e\@ further consuitation may



= The Panel's recommendations (and alternate options where agreed) where
analysis is complete on the merits of the options but consultation may be required
(because of limited consultation previously or because further information is
needed to quantify the likely impacts), including:

e Panel recommendations on offsetting for pre-1990 forests and a claw-
back of the second tranche of pre-1990 forestry allocation

s ETS treatment of the synthetic greenhouse gas sector

e Further analysis currently underway may lead officials
recommendations for amendment. This work includes:

o . Wield u~del Secho— S

[ AThis work will include copsidatatien of: @F
2 vperation of the scheme'cap’, carbon et availability~ king
rom

provisions (including any initial outpyts f Austratia New Zealand

Carbon Pricing Officials Group th be madeyi jon to linking
with the Australian scheme).
» Follow-up on the Panel's %&ndaﬁ n\ to examine eligible
emissions sources and { recy ﬁk ials and biofuels.
e More substantive technical a wher sulfation is required or highly

desirable, such as recom endmen he section 99 information
sharing provisions in ordero for mo ive auditing of participants and
review of the scheme. .
26. Recommendations fro riculture visory Committee first report where
analysis is complet sulta uired because of limited consultation
at

previously or beca r infor needed to quantify the likely impacts. This
would include:
in er hen e ETS;

-g%n ihg DCD incfuded a removal activity in the ETS (noting that further

sis and co tion will be required on how to include DCDs as a

oval activity through regulations).

27 itton to the ers reported to Cabinet in February, officials believe it is possible
t dditi that have legistative implications will arise from the above and other
york. Thes eed to be considered by Cabinet in May 2012, noting that if Cabinet
appro r changes at this point there will not be time for consultation, other than
thr elect committee process.

| osed not to be part of the legislative review in 2012
en the need to prioritise, officials propose that the February Cabinet report back (and
decision for legistative change in 2012) not include the following:
Issues being progressed on a longer time frame

29. A number of other ETS related policy areas will be progressed in 2012 but are not
anticipated to be part of legistative amendment in 2012. These include:

¢ Response to a number of Panels recommendations concerning small-scale
farmfforestry operations, which officials propose to consider as part of the response
to the Agriculture ETS Advisory Committee report in late 2012



+ Policy work required for the response to the Afforestation Schemes Review,
particularly as it relates to the ETS and linkages with Panel's recommendations on
Maori participation, which will be coordinated with the wider response to the Panel
recommendations and reported back to Ministers in March 2012.

» The matters addressed by the Panel that do not require legislative change and will be
progressed within existing work programmes, including:

+ responding to the Panel's education and awareness recommendations;

» accepting late applications for pre-1990 forest allocations and exem pli
where there is justification for doing so; and

* extending the availability of the tree weed exempti d 201@

Panel's recommendation of averégfng for post-19889 forests /< __A e
30. The Panel's recommendation on averaging prone pos §-‘ tion to two
problems: (i) encouraging afforestation; and (i} e s all 1@ 0 manage their

harvesting liabilities.

31. While averaging has some potential to as these le analysis done in 2009

* shows that it also involves costs/risks a ot be cost effective mechanism
to address these problems. >

32. Averaging may nonetheless ha@ adva Iping the Crown to manage its

Whether this is the case

equiras further znglysis about the post-1989 forest harvesting
profile in 2020-2035 an

plications f fownh fiscal position from default risk.

)

nd t ing not be included as an option for legislative
br pproach is taken covering all of the related issues

risk of picking-up the liability_of fo own I!! ault on their harvesting liabilities.

33. Officials therefor
change in 2012
it w ossible to complete this analysis in time for the

mentioned a

February repo \ ofﬁc% se to respond in mid-2012

Panel’s r%ﬂnda ans  regarding  agriculture  (point  of obligation, transitional
arrange and ajloc ase out rate)

icidls undérdtand that Ministers do not propose to take decisions on the inclusion of
riculiur t heme from 2015 as part of the 2012 amendments. Ministers have
indicated\they) wish to progress amendments to exclude layer hens from the ETS and
incl % as a removal activity, and there are a number of other Panel
re endations regarding agriculture that could either be progressed in 2012 or
e until later.

jcials recommend that the Panel’s recommendation on the point of obligation be

onsidered as part of the existing work programme on this issue and that any response

e coordinated with the response to the Agriculture ETS Advisory Committee, which is
due to report on this issue in November 2012.

36. With regard to the Panel's recommendations on the introducing transitional arrangements
from 2015 and a technical change to the 1.3 percent allocation phase out rates for
agriculture, a decision is needed as whether to progress these changes as part of the
2012 legislative amendment or whether to defer them until a later date given that a
review of agriculture’s entry into the scheme has been foreshadowed for 2014. The
change to allocation phase out rules is largely technical and aligns with the change
proposed for other sectors. The introduction of transitional arrangements for agriculture,



however, is more substantive and Ministers may wish to consider this at a later time as
part of the broader review of agriculture’s entry into the scheme.

Areas officials propose not to progress

37. Officials propose that no further work is progressed on the Panel's recommendations on
the Field Measurement Approach (FMA). Analysis on changing the 100ha threshold was
undertaken when designing the FMA and indicated it would involve significant fiscal and
compliance costs.

Full list of Panel recommendations

38. Appendix 1 contains a full list of the Panel's 61 recommendatio rther @n t
'@\p d

the timing of the Government’'s response in accordance roritierdi@
2

above. )
Risks created by not amending legislation in 2012
39. At the Minister for Climate Change Issues’ reg% ials haye nsidered what
t i ‘ Q

risks could be posed to the effective functioni
not to pass legislation to amend the ETS n n the n

40. Clearly it would not be possible to imp|
recommendations without legislativ
and phase out the current transiti
transitional arrangements would ir
41. Ministers have indicated

wish to claw-back so
owners. Forest own

i second-tranche of free allocation in early
assed in 2012 or early 2013 it may not be

2013 and witho g leg o
possible to cla he se nche. Note that it would not be possible to do
offsetting wit tive % ny case,

Ad andel Seeom 29@ )

N .
i

Qwever, uncertainty about the nature of the international carbon market post 2012 may
Q ogse some risks. Participants in the NZ ETS will be at greater risk of price volatility

hould international emission unit supply decrease substantially. In addition it is also
uncertain how or whether the export of units can occur after 2012, as NZUs are currently
backed with AAUs issued under the Kyoto Protocol for the purposes of export.

Wi\ urde/ feaien S aﬁd@)
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44:[ Wi umder Sechan, (23 ) :\

43. Agencies involved with the administration of the ETS have identified a range of possible
amendments to the CCRA that, while not required for the ETS to operate, would improve
its operation. It will not be possible to make these improvements if there is no
Amendment Bill in 2012, although the necessary amendments could be made at a later
time. The most significant of these may pose some risk to the Government if they arengt
amended in 2012. These include:

e Section 99 restrictions on MfE and MED in relatio llowing.th g
information regarding surrenders and allocations. :
*  Section 159 provisions relating to Crown liabilifies felfowing ipsolvency or non-

payment. These provisions expose the crown to)significant fi s arising from

companies that have either gone bankr t or have failed’ to meet their
obligations. @
dentify mcam issues that would

46. In conclusion, officials have not been 2 s
|

prevent the operation of the ETS post 201 curre lated). But there are some

potential risks in not amending legiglat ext year;\t t significant of which arise

from the uncertain international m Officials rently gathering information on

the likely availability of internati i assessing the issues that may

be created. Key risks and options managin will be addressed in the February

2012 Cabinet paper. .
Next steps '~ (™

(

v
47. Subject to yd ﬁ. ent offi '%l continue to progress the priorities for the February
2012 report-hack as outlimed\if thig briefing. Given the timing of the election we propose
ief {he> Minister for% Change Issues and the Ministers of Agriculture and
' rIy possible’ after the election to seek a steer on the content of the
) 012 Cab pAaper.

dg\d@m

&
F an mmend that you:

e that the ETS Review Panel provided the Minister for Climate Change Issues
with its final repot on 30 June 2011 and that the report contains 61
recommendations, some of which would require changes to legislation in 2012

b) Note that on 18 July 2011 Cabinet invited the Minister for Climate Change Issues to
report to Cabinet by February 2012 (through the relevant Cabinet committee) with
proposed changes to the NZ ETS based on the Panel's recommendations,
developments in and discussions with Australia and further analysis [Cab min (11)
27115 refers]

c) Note that officials believe that a number of the proposed changes to the ETS would
require consultation early in 2012 in order to meet timeframes for the legislative
process and therefore would need to be signalled in the Feb 2012 paper



d) Note that because of the breadth and range of matters that could be considered as
part of the project, the relatively tight timing if legislation is to be passed by the end of
2012, and available departmental resources, it is necessary to prioritise this work

e) Agree that the February 2012 Cabinet paper covers matters that require legislative
change in 2012 and that Ministers have already identified as a priority for 2012 (e.g.
extending the transitional arrangements and offsetting); and minor and technical

amendments
(Minister Smith) Agreed / Not Ag&
(Minister Cari 12ed/ No@d

fy —Note that, in ge gén‘e’réIf*offiél‘alsﬁ—pfﬁpb?e_to_pr% e m‘ore—%ntiveﬁ—'“”
he F ba

recommendations that require legislative change fo

uary reprt- , and to
progress those non-legislative or more mindr resommend a longer
timeframe (with some exceptions outlined beloWw)

@g tayer hens from

g) Agree, in relation to agriculture, that pr ions
the ETS, and including DCDs as a activity in<the~ETS, be included in the
February Cabinet paper with the@ f making amendments to primary

legislation in 2012

(Minister Carter) Agreed / Not Agreed

@ @4 ter Smith) Agreed / Not Agreed
O @

h) ligation for agriculture remain on. the existing work

Advisory Committee and its report on this be sent
s planned
(Minister Smith) Agreed / Not Agreed

@ (Minister Carter) Agreed / Not Agreed

i) A @the Panel's recommendation for a technical change to the 1.3 percent

&x& phase out rate for agriculture be considered (alongside the same change
mmended for other sectors) for legislative amendment in 2012

' (Minister Smith) Agreed / Not Agreed

@ (Minister Carter) Agreed / Not Agreed

j) Agree with regard to the Panel's recommendation to extend transitional
arrangements for agriculture from 2015, to:




EITHER
a. Include this amendment for consideration in the February 2012 Cabinet paper
{Minister Smith) Agreed / Not Agreed

(Minister Carter) Agreed / Not Agreed

OR

b. defer the decision until a later date when final decisions are e about the
of agriculture to the ETS

(Minister Smi

{Min lster\%ter) ed / N& Agreed

k) Agree that the Panel's recommendation to 4 5 avera progressed for
legislative amendment in 2012 and that = ece o ommlssmned and

reported back to Ministers in mld-2012

@ mith) Agreed / Not Agreed

Minister Carter) Agreed / Not Agreed

ed/ N@ed

I) Agree to the @ppro @ Panels 61 recommendations as outlined in
appendix on . o

% % @ {Minister Smith) Agreed / Not Agreed

(Minister Carter) Agreed / Not Agreed

@« ote t !;ff[mals have not identified any significant issues that would prevent

the opératianvof the ETS post 2012 (as currently legislated);, some risks may be
c amending legislation next year. These include risks created by the
@S@éﬂ international climate market, the inability to claw-back the second tranche of

Q allocation to pre-1990 forest owners and risks to operational efficiency.

@ﬂ Calman Hon Dr Nick Smith

Director, Climate and Risk Minister for Climate Change Issues
Ministry for the Environment ' I 12011
Mike Jebson | Hon David Carter
Director, Natural Resources Minister of Agriculture
Ministry of Agriculture and Forestry Minister of Forestry

/12011



APPENDIX 1. THE PANEL’S RECOMMENDATIONS AND WHERE
THEY ARE BEING CONSIDERED

Actioned prior to February 2012 Cabinet paper

Forestry

Rec 5.7: Pre-1990 allocations and exemptions

The Government reviews applications for pre-1990 allocations and exemptio
and considers whether there is a need to extend the current application timefr

* No legislative change required, as Ministers have agree
applications for forestry allocations and exemptions w

B10='503"refers]. : J@' justifi ationéig;—,X F

N
| Maori ___ P padap, @\
Rec 6.4: Extensions to deadlines for Maori owners

The Government should explore whether temporary exiersicns to tlon and allocation

deadlines for M3ori owners are necessary, while es areb ssed

ired, as have agreed that MAF will

= [As per Rec 5.7] No legislative cha
accept late applications for for
exists [MAF B10-503 refers].

Ioca@% ptions where justification
ETS Operation ,\<<\ )

tirne limit should be.imp! n their

. Cabln dy d onsult on banning HFC CERs (and N,O CERs) from
ind destruc cts with a view to banning them from 1 January 2012 or

Rec 9.6: Consider HFC CE @
The Government sho con&% FC CERs pose a significant risk and whether a

201 T onsu tion do ment has been published.

p ddreé@mgh Legislative Amendments in 2012 (February 2012
Q‘ inet P

TFansia&\u\ea\sur/es

Re $hd 3.4: Price Cap

T ice cap should be retained after 2012, but should increase by $5 per annum from 2013 to 2017,
ing at $30 per NZU in 2013 and reaching $50 per NZU in 2017 {Rec 3.1).

price cap should be available to all the new sectors entering the scheme after 2012, including the
agriculture, synthetic greenhouse gases and waste sectors (Rec 3.4).

e Being assessed against status quo and other options for the Feb 2012 Cabinet paper.

Rec 3.3 and 3.5: Scaling up to Full Obligation

For the liquid fossil fuels, stationary energy and indusfrial processes sectors, the one-for-two surrender
obligation should scale up to a full surrender obligation progressively from 2013 to 2015, increasing at
equal intervals per annum, that is to 67 per cent in 2013, 83 per cent in 2014, and 100 per cent In
2015 (rounded to the nearest percentage).

14




Participants in the synthetic greenhouse gases and waste sectors should have access to a 67 per cent
obligation in 2013 and an 83 per cent obligation in 2014, and should assume full surrender obligation
from 2015 (3.5)

+ Being assessed against status quo and other options for the Feb 2012 Cabinet paper.

Rec 3.7: Ban on export of NZUs

or sooner if the price cap is significantly above the international carbon pric ad hence the
arbitrage is minimal).

The ban on NZU exports from non-forestry sectors should be removed when the price cap is remo Rg;e%

7

Rec 3.11: Eligible Emission Sources

» This will be considered as part of the work on the wider p jssues d@ed
in the Feb 2012 Cabinet paper. &
R
The Government further examines the potential inclusi :'tional el %n sources for
determining eligibility and allocative haselines under the

e Further analysis and recommendation \A(i@e provide %ﬂ D 2012 Cabinet paper.

Rec 3.12: Recycled Materials

The Government further examines the<gate I inclusi it fuel proxies for biofuels and new
material proxies for recycled matenals as e emi es for determining eligibility under the
Act.

¢ Further analysis 2% endat e provided in the Feb 2012 Cabinet paper.
Rec 3.13: Phase-out ra%
The current phas i f 1.3 er annum of the previous year's allocation should be

ed(ction % entage points, to clarify the exact phase-out rate and the
0

revised to a nua
year in whi 3 allocation ofh will cease.
uded u@»ﬁﬂ Cab paper; little further analysis required

locatiop fo gible activities
vern % onsideration to the risks associated with the potential for new, emissions-
nsive agti S|gn|f cantly expand the volume of allocation, and options to mitigate these risks.

<&

analysus and recommendations will be provided in the Feb 2012 Cabinet paper.

\A}ocation cap

@p ential introduction of an allocation cap should be further considered in the next ETS review.

» Whilst the review recommended deferring this work until 2017, officials plan to
consider this in the context of wider matters relating to the post 2012 period (in
connection with the operation of the “true up mechanism” in Section 86(f) of the Act).

| Agriculture

Rec 4.3: Agriculture allocation phase-out rate

The free allocation of NZUs for agriculture should be 90 per cent of a baseline initially, phased out at
1.3 per cent per annum on a straight-line basis from 2016.

» Decision required whether to progress this in 2012 or later. As this recommendation is
aligned to that for other sectors (rec 3.13) and does not have significant impacts in the




short-term, officials recommend progressing in February 2012,

“Forest}y
Rec 5.4 and 5.5: Offsetting

Subject to recommendation 5.1, pre-1990 forestry offset planting should be introduced within the rules
for pre-1990 forestry from 2012 (Rec 5.4).

The Government should introduce a claw-back provision for the second tranche of the pre-199
forestry allocation, if offset planting is introduced into the ETS (as recommended by the Panel —
recommendation 5.4} and taken up by a participant {(Rec 5.5).

» Requires legislative change, so work underway now for Cabipe icy dem
February 2012.

_Synthetic Greenhouse Gases

Rec 7.1: SGG point of obligation ﬁ& @
The point of obligation under the ETS should be on us n electt gear rather than
Importers of SF6.

¢ Being assessed against status quo an@tlons f@zmz Cabinet paper.
Rec 7.2: Electrical switchgear obllgat[on \f
The ETS obligation of users of SF6 in I switch be based on estimates of actual

emissions.
« Being assessed agai (> quo?d\ ions for the Feb 2012 Cabinet paper.

Rec 7.3: SF6 present at

inst

er t@t of SF6 contained within equipment and still remaining

quo and other options for the Feb 2012 Cabinet paper.

%

¢ to the current ETS framework for bulk imports of non-SF6 synthetic

ed against status quo and other options for the Feb 2012 Cabinet paper.

Rec }Fport levy

ivalent to the market price of emission units and reflecting the transition phase

ents should be placed on imported goods containing synthetic greenhouse gases which are

not for personal use and that the current exemption for small importers of motor vehicles should be
oved.

o Being assessed against status quo and other options for the Feb 2012 Cabinet paper.

Rec 7.6: Levy administration

The Government should ensure such a levy is administratively simple for importers while minimising
competitive distortions with New Zealand manufacturers.

» Being assessed against status quo and other options for the Feb 2012 Cabinet paper.
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Rec 7.8: Prohibit SGG release

The Government should prohibit knowingly releasing synthetic greenhouse gases into the
atmosphere.

« Advice will be included in the Feb 2012 Cabinet paper.

tus quo in relation to the administration of

s The Panel recomm aining-the
the ETS. Operati fes havg 'ﬁ d a number of technical issues (mostly of a
minor naturet@p\ e to @ : eb 2012 Cabhinet paper.
<)

Waste _ .
Rec 8.1: Discretionary landfill exemptions '
The Government should introduce a discretionary power to exempt landfill @aﬁons rthe P
ETS that are (i) geographically isolated, (i} have a low volume of waste.di of, and do)not
have alternative disposal options. /< v
» Being assessed against status quo and other optiops.for t&eb 201 Q\Qabin\etgpaper.
Rec 8.2: Landfill size criteria Q?
The Gevernment works with Local Government New Z@ fine cri @ atifig to landfill size.
s Being further assessed and defined forthe 12 % ef.
ETS Operation - y (&\\/ O O
Rec 9.1: Retain current ETS administratign \ &Y(D
No changes should be made at this in relatf \% administration of the ETS across
government. O

Rec 9.3: Registry ecl et D
i register% e subject to periodic assessment/review (9.3)

ill include consideration of legislative changes proposed by' the registry to
h%rﬁﬁ}

ffici
%%prote{tt\ ity of the register for inclusion in the February Cabinet paper.
N :

Q‘e ad @ver a longer timeframe

2
Trans(fi_énfm\e"a\sures
\ﬂﬁe cap after 2017
J\B t review of the ETS should consider whether a price cap is needed after 2017.

Whilst the review recommend deferring this work until 2017 officials plan to consider
this in work related to linking with the proposed Australian carbon pricing scheme.

Rec 3.8: Price Floor
An ETS price floor should not be introduced.

* The issue of a price floor will need to be reconsidered in the context of possible linking
with the proposed Australian carbon pricing scheme.

Rec 3.6: Agriculture one-for-two surrender obligation

Participants in the agriculture sector should have a one-for-two surrender obligation in 2015 and 20186,




a 67 per cent obligation in3017, and an 83 per cent obligation in iaiB, and should assume full
surrender obligation from 2019.

= Decision required whether to progress this in 2012 or later.

%Agrirc'ulture L

Rec 4.1: Agriculture in the ETS

Agriculture remains within the ETS on the timetable that is currently leglslated with mandator
reporting beginning in 2012 and surrender obligations beginning in 2015,

* No proposal te re-assess this question in 2012, noting how iniste
indicated that they will revisit this question in 2014 before agyi fu[ly e
scheme.

Rec 4.2: Farmer point of obligation
The point of obligation for agriculture should be at the farme e or level.

e Agtie 50y Committee to
explore the practicality of moving the . bligation fa_t -= ar [evel, which it is

doing and will report by November 20

e Response to this recommendati be progrdssed,as part of Feb 2012 report-
back but will be reported to Minis ecemtmz

Farestry

Rec 5.2: Associated Persons’ T)

The forest ownership ass ons' t ould be reviewed to determine whether the
associated parsons’ pe eshol mcreased or varied to recognise the situation of
related family farmmg
s As this p oncer ale farm/forestry operations, the response will be in
Dece 1 2 and co ted with work on related farm/forestry issues.

ion of B 5 of the Income Tax Act 2007.

Rec 5. 3%
Th romient sho ake further study on the amalgamatlon of smaller forestry blocks and
i ion

ly concerns small-scale farm/forestry operations, and no legislative
ecessary in 2012, the response will be in December 2012and co-
with work on related farm/forestry issues, (Note also that this issue
cts forestry beyond the climate change context.)

\J@ Accounting of post-1989 forest contingent liabilities

Government should ask the International Accounting Standards Board and the soon-to-be-
established New Zealand External Reporting Board to look into the treatment of post-1989 forest
actual and contingent liabilities (of future harvesting) in financial accounts.

* No requirement for Cahinet decision in February 2012. Propose to progress over 2012.

Rec 5.10: Harvested wood products

Subject to recommendation 5.1, the ETS rules in relation to post-1989 harvested wood products
should be modified to reflect an ‘emissions to atmosphere’ approach if agreement on this has been
reached internationally,

15



« MAF has initiated work to assess the impact of an ‘emissions to atmosphere’{HWP rule.
The international rule will not be known by February 2012, so response mid-to-fate 2012
depending on progress of international negotiations.

Rec 5.11: Averaging

Averaging should be available as an opticn from 2012 for post-1989 forests. The Government should
consider whether a ceiling on the maximum size of forest that could participate in this option would
required (Rec 5.11)

« Proposed not to be addressed in February 2012 report-back b 2012 of
the work programme focussing on the post-1989 forest ha ofile in 2820-2D035

Rec 5.12: Self-insurance for post-1389 forests

and implications for the Crown fiscal position from defzzl&s %
insurance pool of

o
The Government gives consideration to, and consults on e‘!ilis ment,of,a i
units for post-1989 forests, along the lines of that propo tralia 5t retention). Sucha
scheme would have no recourse to the Governme Id no any further liabilities to
the Government.

s, the response will be in

¢ As this primarily concerns small- crest a
December 2012 along with resp the Agricultu Advisory Committee.
I G TP\ i
. NN\ .
Rec 5.15: Tree weed exemption

The pre-1880 tree weed exempfi id be avai nd 2012.
e This raises a %&ut th use of current tree weed allocation after 2012,

which would i ecislon. It does not require legislative change,
however, sg a fon will £

Rec 5.16: Vol a&%@r pre- ous forests
The Gover uld consider appropriateness and means of introducing a voluntary ETS
9

equivalent for 90 indigenoys forests.
ort-b % uary 2012, but could be revisited later in 2012 if Ministers wish.
V)

v

7 g ~
\Rgﬁji: A%@ schemes
9

The t continues, and considers strengthening, the existing afforestation schemes to
encalr reater M3ori participation in respect of post-1989 forests and to take into account the
p rissues faced by Maori,

L]

A response to this recommendation will form part of the response to the Afforestation
D Schemes Review due in March 2012,

Rec 6.3: Application requirements for Maori [and

The Government develops amendments to the Act that address the application requirements that
affect Maori land, including;

o reducing the application requirements for M3ori freehold land in multiple ownership or owned by
trustees of Maori trusts

o ensuring the M3ori Trustee can apply for the 50-hectare exemption on the basis of individual Maori
trusts’ ownership rather than on the basis of its total landholding.




e Ministers have already agreed to examine this issue further in 2013 in light of the
volume of Miori-owned pre-1990 forest lfand that did not gain an exemption or
allocation [MAF B10-503 refers].

Synthet.-c G}'éenhouse Gases —

Rec 7.7: Recycle levy revenue

The Govermnment should recycle a propartion of the levy revenue into industry-led initiatives which will

reduce synthetic greenhouse gases emissions
« This recommendation is dependent on the government agre a levy ba&b
approach. Further advice therefore will be provided on this a i ecisio a
been made in Feb 2012,
4 J@ . _ }
Review Process v \ ¢
} ’ S
Rec 1.1: Consider issues in submissions
The Government considers those issues raised during th consult ich. it has not been
able to reach a recommendation on using the Summ jssions g point.
» Each workstream lead will review th o iohs (and individuals
.submissions if necessary) to ensure a tive i lss e ve een considered.

To be Addressed through Curren rk P (legislative amendments

not required) O '

International context ) . \)

Rec 2.1: Develop carb

The Government acco international negotiations, as well as in wider bilateral

and regional ga e ' s, to pment of international carbon markets generally, and

speciﬁcally re\New Zealan e ability to sell NZUs and buy international emission units
c nues romote the development of international carbon markets through

CCC.i a[ negotiation process. [‘:
@ QAN N u~del Qecvho~ S éC)

% BA working group of senior officials from New Zealand
lia has been established to explore how the New Zealand and proposed

an emissions trading schemes could be linked. New Zealand continues to

ge with our countries planning to introduce emission trading schemes with a view

t

Q o linking with these schemes through other fora, such as the bilateral agreements and
the World Banks’ Partnership for Market Readiness.

Rec 2.2: Monitor Australian developments

The Government continues to monitor the development of the carbon pricing mechanism in Australia
and that, while it is desirable for the New Zealand and Australian schemes to work broadly in
harmony, we should not be bound by the features of any particular overseas scheme.

« MFE officials are in regular contact with their Australian counterparts to monitor
development of their proposed scheme. In addition, a working group of senior officials
from New Zealand and Australia has been established to explore how the two schemes
could be linked,
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iﬂgjculture

Rec 4.4: Technology transfer

To'support farmers within the ETS, the Government and industry should continue to focus on
technology transfer for existing mitigation options and the development of future options and toals to

reduce emissions.
to: &
ssion@

(o

» MAF has three programmes of work running over the next three ye

o Develop resources and tools to assist farmers to redu

o Upskill rural professionals on climate change iss

ions through wotkshops\and field-
ep & beef, vegetable,

o Demonstrate the integration of mitigation og
days with farmers and growers in the
forestry, kiwifruit, and pork sectors.

Forestry iR \VZ A\&J :

Rec 5.1: Hard Headed Assessment

The Government should make a hard-hea ment of s recommended changes to
the domestic ETS forestry rules after 201 accoun térnational position, the potential
fiscal impact/risk and financial impac o fore her stakeholders, with a view to
changing the ETS forestry rules along the reco necessary unilaterally.

. ThIS will occur as part ~ sponset Q er recommendations.

Rec 5.7 Pre-1990 allocati

The Government revie

catton -1990 allocations and exemptions in November 2011 and
e current application timeframes.

and Ministers have already agreed that MAF will accept
aIlocatlons and exemptions where ‘justification exists

ote un% of forest liabilities
vernmept €to es to promote understanding within the forestry and land-use sectors about

has extensively promoted understanding of post-1989 harvesting liabilities and

ions for managing these through a nation-wide series of seminars in 2010 that

xpllcltly addressed these issues. On-going promotion of understanding is achieved

hrough the regional network of MAF programme advisers who provide information to

existing and potential participants. These advisers regularly provide information to, and

address meetings of, service providers such as forestry consultants, legal and
accounting firms on post-1989 ETS issues.

Maori

Rec 6.1: Complementary measures

The continuation of complementary measures such as the home insulation programme in order to
mitigate the impacts on vulnerable households, including M3ori. '

¢ This recommendation will be referred to the relevant agencies

Rec 6.5: Maori Trustee




The Government should establish a working group to work with the M3ori Trustee to address th;
application requirement issues, as suggested by the Maori Trustee.

s« [MAF has been working with TPK and the Maori Land Court since 2010 to identify Maori
owned properties in order to provide targeted assistance and information. [t has also
engaged with the WNMaori Trustee Office to identify and resolve issues, provide
assistance in identifying properties with forests, and advise on applications.

Rec 6.6: Support Maori land trust capacity

The Government should monitor the level of engagement and capacity of Magri rusts in relatio
to the ETS and consider ways to provide support where appropriate.
= MAF continues to work with TPK, the Maori Land Court, a i Tru (8] o
identify-and-resolve-issues-and-provide-infoermation-ab TS-requirement ding-
application requirements.

ETS Operation A\

)
Y
Rec 9.4: Education %f

The Government should consider what further ed regource
current levels of understanding of the ETS (9.4).

e Being progressed over 2012 -
specifically addressed in the Eeb

Continuation of Statu
e

0
Transition Meastres [~ S

Rec 3.9: Allocatio e\s@ \g
The existing i eshold% cent allocation for highly emissions-intensive activities and

D
o)
@ provided to enhance

ve legis implications and will not be
bin@

R; se F roposed

60 per cent or moderate ssions-intensive activities should be maintained.

. eP reco nds.maintaining the status quo in relation to allocation threshelds.
| nalysi v that there is no significant issue with the allocation thresholds.
efore,. offt do not propose fo undertake any significant new analysis on

locati

/Ojs oca/'(a_g% Ids for the February 2012 Cabinet paper.

}é: 3.10;

\% d test
Ava ed tést for determining eligibility for industrial allocation should not be introduced.

The' Panel recommends maintaining the status quo in relation to the value-added tests.
Initial analysis suggests that there is no significant issue with this. Therefore, officials
@ do not propose to undertake any significant new analysis on the value-added test, for
the February 2012 Cabinet paper.

Forest;'y

Rec 5.13: Field measurement option

The Panel recommends that owners of less than 100 hectares of farest have the opticn, at their cost,
of undertaking actual measurement.

o Analysis of this question was undertaken when designing the Field Measurement
Approach and indicates it would involve significant fiscal and compliance costs. Itis
proposed not to revisit the question now, although it can be considered in the next

140



NZ ETS review.

Rec 5.14: 100-hectare threshold

The Panel recommends that the Government consider whether the 100-hectare [FMA] threshold
should be increased.

* Analysis of this question was undertaken when designing the Field Measurement
Approach and indicates it would involve significant fiscal and compliance costs. Wi
proposed not to revisit the question now, although it can be ered in the

NZ ETS review. §\ ((D 0

=~

There should be no changes to the two-hectare pre-1990 defore ationmshold.

‘:‘x ts that there
26 i

n the Feb 2012

Rec 5.6: Two-hectare pre-1990 deforestation threshold _ /<% &%

¢ The Panel recommends maintaining the status g
is no significant issue with this, therefore, j
Cabinet paper. ’

ETS Operation ' 2N C)) TERNE N

Rec 9.2: Penalties in Act S
No changes should be made at this stage to alties i A
¢ The Panel recommends maintai the s ; initial analysis suggests that there
is no significant issue is. Theref eb 2012 Cabinet paper, there will not

be any significant % e pe?ﬁe\ the' Act.
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