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IN-CONFIDENCE
10 February 2012 SH-10-8

Treasury Report: Emissions Trading Scheme Review 2011: Proposed
amendments to the Climate Change Response Act
2002

Executive Summary

1. The Minister for Climate Change Issues intends to bring a paper to conomic &
Growth Committee on 29 February seeking decisions on the firs pose
changes to the Emissions Trading Scheme (ETS) in response to tmmengétio

of the 2011 ETS Review Panel (the Panel), National Party ‘lliin

international policy developments, and further analysis.

2. These ETS-specific decisions should be considere e broader of climate
change policy issues, including the decision to t sions re iorvtarget
and/or participate in the second commitment p of-the Kyot [Treasury

Report T2011/1898 refers].

3. This report presents the most politicall and fi@ant proposed
changes, the linkages between the BEsury r cb mandations based on
current evidence, including:

a. The introduction of auction ere a ions for reducing the volume of
carbon units imported through the E { cing auctioning into the ETS or
transitioning to a {@- scheme, whieh.prohibits the import of credits.
Auctioning is } %&' preferred as n provide a spectrum of options that

capture mos nefits of & gstic scheme, while reducing the potential
risks.
b. i leme he ETS. Treasury supports slowing the

on of t% proposed by the Panel, as this will reduce costs to
S

s and support economic growth.
w ntrodchsetﬁng for pre-1990 forestry. Offsetting reduces the upfront
@ sts of on by almost 80% and increases landowners’ flexibility to put

land ta'its t value use. Treasury considers that offsetting should be
int d that an option to cap the total amount of offsetting be enabled in
le i@ ut not regulated at this time.

ancelfation of the second tranche of compensation to pre-1990 forest
owners. As the introduction of offsetting provides flexibility to those landowners
ost negatively impacted by the deforestation liability in the ETS, Treasury
considers that the whole of the second tranche should be cancelled. This one-off
@ reduction in costs will provide the savings necessary to make the package fiscally
neutral.

4. Ministers have agreed that the package of decisions should be fiscally neutral or
positive across the forecast period: reduced revenue from slowing the implementation
of the ETS and other decisions (currently estimated at $148 million) offset by savings
from cancelling the second tranche of compensation to pre-1990 forest owners (up to
$322 million for full cancellation). These impacts vary within the forecast period, with an
estimated net negative impact of $28 million in the 2014/15 year.
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Recommended Action

We recommend that you:

a

note that the Economic Growth and Infrastructure (EGI) Committee is scheduled to
consider a suite of decisions on the Emissions Trading Scheme on Wednesday 29
February

note these decisions on the ETS are linked to broader climate change policy issues,
including the decision to take an emissions reduction target and/or participate in the
second commitment period of the Kyoto Protocol [Treasury Report 11/1898 refe@&

consider the following proposed decisions, which are integral t
i.  Reducing the volume of international carbon units i% rough th

either through auctioning units or transitioning to a domestic sche e( sury

reducing the operating balance by a tota millio 2012/13-14/15

supports the introduction of an enabling provision for auctionin
ii. Slowing the implementation of the ETS t@ osts for ctors,
{Treasury supports).

iii.  Cancelling compensation to pr sters v &asnlve impact of up to
$322 million in the 201 1!12 omp y ntroduction of offsetting into

the ETS and to make the ge fisc ral or positive (Treasury
supports full cance!lat.ron to con rth iwi and other stakeholders).

discuss these issues wit] ury off' 01 r meeting scheduled for 4:30 pm on
Monday 13 February 2A -

consider wheth wnth for Climate Change Issues and other key

Ministers on the ina of consideration of this paper by EGI to discuss,
in pamcula es fo g with iwi and other groups on the cancellation of
the se t of co n for pre-1990 forest owners.

alo dy G
Mana

al Resources

©%

Hen Bill English
Minister of Finance
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Treasury Report: Emissions Trading Scheme Review 2011: Proposed
amendments to the Climate Change Response Act 2002

Introduction

1. InJuly 2011, Cabinet invited the Minister for Climate Change Issues to report to
Cabinet by February 2012 on proposed changes to New Zealand's ETS taking into
account the recommendations of the 2011 ETS Review Panel (the Panel}, National
Party manifesto commitments, international policy developments, and further analysis

AN

February seeking decisions on the most significant of these pro
Proposals for further, more technical amendments will be ¢
be brought to Cabinet later in March. Of the decisions f
February, the most politically sensitive and/or fiscally reléva
presented and assessed in this report.

Proposed changes: Fiscal impacts summa

@)

balance, as shown in the table bel
have been costed by officials to d

decides cancel and whe?era{n
N

2012/13:

fisga
However, within the forecast period the

3.  The ETS package is designed to be %

dependant on the proportion o

ble belo

se figurés.a

segond fr

p

he

cast period.

on the operating
ts the main items that

ubject to change, particularly

estry compensation Cabinet

cisi?«o?\ sue is taken in 2011/12 or
<

i

N

/iﬁu{\eq%el(decrease) in operating balance

2015/16
$ million @\ 2011!@ 2012113 | 2013114 | 2014115 outyears | Total
Transition phase—slo@lg& é >
implementation of the (34.3) {80.8) {32.9) - {(147.7)
Other sector-sp%fw N4
exemptions and p Is' (0.7) (1.4) (1.4) (1.4) (5.0)
Gas—sw thange Ie\(&
initiativ . 0.3 0.5 0.5 0.5 1.8
ETS carbdh fréthodoléay chands ° 1.1 25 5.7 8.4 176
m‘hﬁpact \én@es’ on
the ogerating baljl/‘gebh A (33.6) (79.1) (28.0) 75| (133.3)
Cancellation f\%\%pﬁﬁd tranche
of pre-199,0%;e)s ompensation 321.7 321.7
Impacy@ﬁhéogerating balance 321.7 (33.6) (79.1) (28.0) 7.5 188.4

Note:< THese estimates are based on the prevailing carbon price of $10.41, which, for consistency, will
b @ costing this package of decisions.

Sector-specific proposals are to change the points of obligation for synthetic gases in electrical
switchgear, and exempt certain small and isolated waste landfill operators from the ETS, as
recommended by the Panel.

Gas-specific levy increases include levies for Synthetic Gases on motor vehicle imports and
other goods, as recommended by the Panel.

Officials propose to update the methodology for calculating emissions (AR2-AR4) to align with

New Zealand's required international reporting from 2013, agreed by Parties to the United
Nations Framework Convention on Climate Change in Durban in December 2011. This

the agriculture sector.

- niethodological charige has the most significant impact on methane emissions, and therefore -
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4.  The table below shows preliminary estimates for operating costs for implementing
policy changes as provided by officials, the most significant being an auctioning
platform and forestry offsetting monitoring regime. These implications are subject to
cost-benefit analysis, and where possible cost pressures are expected to be funded
from existing baselines. Treasury is considering recommending a Contingency be
established for the significant items that may not be able to be funded through
baselines, so that Ministers can consider business cases at a later stage:

increase/(decrease) in operatingfgﬁdance / <
Sats1e /g?
$ million 201112 | 2012113 | 2013114 |2 Noutyears |\ Total)
Agency operating cost estimates {5.2) (1.6) \ﬂ\8) é\&b >, (10.5)
Proposed changes: Detailed analysis and reco t|ons @

R
Introducing auctioning into the ETS @
Proposal @ %
5.  Officials are proposing legislative %allow e ghetigning of New Zealand Units
(NZUs) by the Government an strictio e number of international

units imported into the ETS The nges the Crown to adjust the
volume of international u d cash rec h the ETS from 2015, e.g., in line
with a domestic or inter mlssmn n target.

Analysis ' @

6. There is a strong-case for redysl e volume of international units imported through

ditional target. The total cost of imported units is
between 2013-20 based on a $25 carbon price, or

nit purchasing should be avoided, as it results in a net cash
fro and. It also results in the accumulation of a Crown carbon unit
0

et th ver-supply in the global market and falling prices, may have
mlted lueand be difficult to sell.

Q% two options for addressing this problem, either auctioning units and retaining

)
Ne
=
O
@
(]
=]
-
[¢]
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-
~J
6
=
@©
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o
=
=]
14}
=3
=
0
1)
=
o
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3
e
=
Q
b
w

to the international carbon market, or making the ETS a domestic scheme akin to
arBon tax. The latter option would involve the Government effectively setting the

O ice, either by fixing the price or pegging it to an international carbon price.

The prevailing carbon price valuation is $10.41, the January 2012 Certified Emission Reduction
(CER) average price.
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9.  Table 1 details some of the trade-offs between an auctioning approach and a domestic
scheme:

(Featurest . Domest
Price Subject to international carbon
market prices, unless a tight
restriction is placed on imports.

]
Volume of Can be adjusted to broadly align | Any emissions would be meffg
emissions with a reduclion target through | through g& dir;
unit

international price.

reductions changing volumes auctioned. purchasin
A A
Fiscal implications | Auctioning will raise a cash asset, | Maximisés cagh asset, an@s
enue
Crown.

which will depend on volumes | the Erowihs net debt.

auctioned. Crown revenue is likely s could be set by the

to be wvalued at international O

prices. @ ﬁ

Fiscal risk Creates a unit-based asse ?MQ /(Z/reate sh-based asset that is
devolves price nots& rice fluctuations.

participants.
: o
ETS market design | Continues to i _ETS tg1{R the link to international
international cdrho ets. %% n markets.
3

N
tic

%

10. In the Treasury's vie wption arg analytically reasonably well balanced.
However, taking a b iew, alc »ﬁm is preferred as it can provide a spectrum of
mos@ heniefits of a domestic scheme, while reducing

' domestic scheme — particularly the potential to

the potential ris ciated
destabilise i rkets to a mechanism that could be perceived as akin
to a car t

11. Thede an ayctioning system is important. It needs to provide flexibility for the
m tto adj%?olume of units imported in line with an emissions reduction

Mini
ghead
lo

S
2

g areasonable degree of certainty for market participants.

ile al@

Environment (MfE) is proposing to hold a pilot auction in 2014,
intr ing auctioning in full from 2015. If the implementation of the ETS is
timately 12 million international carbon units will be imported across
urrently valued at $124 million. Ministers may wish to consider an earlier
i uction of auctioning to reduce the volume of imported units, subject to agencies
ving the capacity to successfully design and implement an auctioning scheme,

@ ! implications

13.  Introducing auctioning does not imbact on the forecast net revenue of the ETS and the
operating balance, but replaces unit revenue with cash revenue. This in turn reduces
the Crown's net debt.

14.  Auctioning will require investment in a sophisticated auctioning platform and operating
expenses. MfE has initially indicated that these costs will total $2.5 million in the
2012/13 year, and $0.5 million in 2013/14 and outyears. These costs are subject to a
business case and cost-benefit analysis.
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Recommendation

15.  Treasury recommends an enabling legislative provision to allow auctioning be
intfroduced so long as it provides flexibility for the Government in the design of the
mechanism. We would also suggest Ministers consider that full auctioning be
implemented earlier than 2015 in order to reduce the volume of international units
imported. This timeline is subject to agencies’ capacity to successfully design and
implement an auctioning regime.

Extension of the transition settings

Proposal
18. The Minister for Climate Change Issues may propose to p[emen

ETS by:
a. Progressively phasing out the one-for-two ob r non—f
sectors® over 2013-15 to a full obligation / 100‘V

introducing a full obligation in 2013, and

b. Maintaining the $25 price cap, rat emow %& cap in 2013.
17. This proposal, reflecting National P tion ma fé;t differs from the Panel's

recommendations, in that it @

a. Does not apply a progressive phase ulture between 2015-18, by

deferring decision |culture t

b Maintains a $

. ,in .alsmg the price cap by $5 per annum
between 2@ %
Analysis

i full obllg 013 would result in the ETS delivering emissions
ore ihan 30 percent on 1990 levels between 2013-15, well in excess of

al 2020 target. This would create costs for businesses and

ve any external reduction target potentially faced by the
@ c u stimated household expenditure cost impacts of the proposed
e nsition settings as compared with a full obligation in 2013.

18.

A erage household _’H $1 11 at $10 41/tonne

expenditure per annum | 5221 at $25/tonne $268 at $25/tonne
% of gross annual 0.1 % 0.1%

household income

Stationary Energy, Liquid Fossil Fuels, Industrial Processes, Waste, Synthetic Gases.

5 ME analysflsEafsedfofn Statistics New Zealand's Household Economic Survey (2010) and

current carbon price calculations.
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20. It could be argued that current low carbon prices justify removing any transition
settings, in order to raise the effective carbon price and incentivise emissions
reductions domestically. Any benefits of this approach are expected to be minimal, as
the carbon price is a small component of relatively inelastic petrol and electricity
commodities.” Carbon price modelling undertaken by officials estimates that between
2013-15 a $25 carbon price would reduce emissions in the energy sector (including
transport) by two percent of New Zealand's gross emissions over this period.®

21.  Economic modelling has suggested that, as a result of New Zealand's export-centric
national economic welfare when trading partners and other key c s.do not &

emissions profile, aggressive domestic climate change policies resz%% anet loss in

undertake similar policies.®
22. Table 3 shows the estimated price effects of removing thg%@ setting %

versus the current 1:2 obligation. The actual price impac epend on ho

with no transition settings.

companies in each sector pass on carbon emission . G
f\_ "\--:':__:::
Table 3: Price impact on petroleum and electricity pri@ rent 1:4?5@95{@1 as compared
- } ]

\Commodity

eitiny

Average petroleum price | 1.4 cents at $18 4 “7-cénts at $10.41/tonne
increase per litre 3.3 cents at N 6.5 cents at $25/tonne
Average electricity price | 0.3 centsa 1@%1!Mnne®& 0.5 cents at $10.41/tonne
increase/ KWh 0.7 cents at $Zb/fonne AN 1.3 cents at $25/tonne

23. Maintaining the $25 pri @ovide e {rite insurance for ETS participants, by
shifting upward pric@ T3 participgnts to the Crown. If the international price
. e

rose above $25 wn n purchase more international units to meet an
obligation, then eed to the difference between $25 ETS cap and the
international price at vol nits. The magnitude of this fiscal risk depends on

whether the is subjg missions reductions target requiring international
units a ce of unit%2 t obligation. Current price forecasts indicate that EU
iiCremain below'$25 in the short term.

scal i slowing the implementation of the ETS would result in a negative
impact ating balance of $206 million across the forecast period, including
$206 injthe 2014/15 year.

MKennedy, D., & Wallis, |. (2007.) *Impacts of fuel changes on New Zealand transport.” Land
Transport New Zealand. :

Based on SPRAT-2 MfE modelling tool, taking into account gross emissions at $0 and $25
prices.

Stroombergen, A., Schilling, C., & Ballingall, J. (2009, May.) “Economic modelling of New
Zealand climate change policy.” New Zealand Institute of Economic Research Inc. and
infornetrics.

1% - -MfE-analysis based on MED Energy Data File (2010).
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25. Maintaining a $25 price cap presents fiscal risks for the Crown, if the Crown is subject
to an international obligation or was to allow trading of domestic ETS units for
international units. The Treasury would recommend removing the exchange of
domestic for international units if the international price rose above the price cap, to
avoid the risk of arbitrage.

Recommendation

26. The Treasury recommends extending the transition settings as proposed by the ETS

Review Panel to reduce costs on emitters, and maintain the $25 price’cap through tg
2015. The Treasury also recommends removing the ability to trad ic units
international units, if the international unit rises above the price

Introduction of offsetting for pre-1990 forestry & %
Proposal
27. Under the existing ETS, pre-1990 forest owner 'E ccrue heir trees

grow, nor are they required to pay a carbon lia arves $ the land is
deforested and put to a new use. Should noc owners are
responsible for surrendering credits eq ock of the forest prior
to harvest. This deforestation Ilablllt price, may be
prohibitive and thereby limit the flexi

d u e
28. As some pre-1990 forest land m etter s ernattve land uses, e.g.,
agriculture, and it would be-esgnomni aIIy s o keep land forested when it
could be used more pro um the Pa ended that offsetting be introduced
for pre-1990 forestry 2 # Offs allow a pre-1990 forest owner to
deforest, so long as and u?tl arbon stock-equivalent forest were

establlshed els e Nat manifesto commits to introduce offsetting
from 2013.

29. Varlatlo cap etting, restriction on harvest based on the age of
trees, r quirem ent ardless of the age of the original forest at harvest, the

offsetf ai talned for'a full rotation length.

or emissions and removals from pre-1990 forestry in the second
f the Kyoto Protocol. It is proposed that offsetting in the ETS be
e requirements as the FLU rule, in order to eliminate any liabilities for
might arise from a different definition.

30. and a@}%’ secure the Flexible Land Use (FLU) provision in the rule set
nlng a

Anal
s shown in Table 4 below, on a per hectare basis, offsetting significantly reduces the
front costs of deforestation for pre-1990 forests under the ETS. Were a forest owner
requ&red to buy the land for the offset forest, offsetting decreases upfront costs by
nearly 80%.
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Table 4: Cost-benefit analysis of the status quo and offsetting for individual forest owner
converting original forest land to dairy farming."

Current ETS Ofisetting

= Costs ($ per hectare)
Deforestation liability -18,900
Conversion io pastoral -18,800 | Conversion to pastoral -19,800
Emissions liability for agricultural Emissions liability for agricultural
production -440 | production -440
—- Offset forest land -4,300
Total cost -39,140 | Total cost -24:53Q
= _Benefits ($ per hectare) RS A il D>
Deforest log sales +43,100 | Deforest log sales ¢ 7.« \#43,100
Net income from agricultural Net income from agricultural” >
production +28,200 | production CAN, 428,200
B Net income from offsetforest +850
| Total benefit +71,300 | Total benghit ) - N\ 472,150
Net = = +32160 [ Net > ¢ > NN\~ +47,610
NNy
32. These benéfits to individual forest owner @ pme at %he Crown in the
event that offsetting exceeds expected {gveisand NewZealand'is subject to rules as
currently agreed under the Kyoto Préf
33. Higher than anticipated timber and and prj drive increased harvest in the

have advised that it is ikely t
levels.
Fiscal implications % %

34.

whole of the pre-1990 forest esta igh
for younger forests. Ho fficials a

cted uptake of offsetting, e.g.,
of Agriculture and Forestry (MAF)
g will occur at or below expected

MAF has indi§ated-that, upon the final design of the offsetting policy,

operat implementati could amount to between $4-5 million over five years,
with approkimately 50% expegted in the first year. These costs are subjectto a

ase an st-benefit analysis.

ational costs, the only fiscal costs arising from the introduction of
ked with New Zealand's participation in the second commitment
6 Protocol. Under Kyoto, offsetting is linked with the harvesting of

pre-1 orests more generally.i  LwWiine\dh wrde! Seckhe— 5“\@&\!

% .
endation

As offsetting decreases the upfront costs of conversion for landowners by 80% thereby
enabling the flexibility of use that will promote higher value land utilisation and
economic growth, Treasury considers that offsetting should be introduced into the ETS,

i

MAF analysis. Assumes original forest deforested at age 28; forest owner must purchase land
for offset forest; 87% of pastoral land used for dairy and 13% for sheep and beef farming;
carbon price of $25; surrender obligation for agricultural emissions from 2015. Costs of
establishing and maintaining the offset forest are included in net income. All estimates on the
basis of net present value using 8% discount rate where future cash streams are expected,
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37. With respect to scheme design, it is clear that an alignment with the FLU provision will
minimise fiscal risks to the Crown in the event that New Zealand is party to the second
commitment period of the Kyoto Protocol or undertakes a domestic emissions
reduction target with Kyoto-like accounting rules. As the international rule sets a
standard for environmental integrity and trading partners are likely to see these rules as
the baseline for acceptable treatment of forestry emissions, Treasury considers that an
alignment with this rule is in the best interest of New Zealand in the long run,
regardless of New Zealand's taking up a legally-binding commitment in the short-term.

38. Treasury considers that a cap on offsetting or a restriction on the age of the coriginal &

forest at harvest should be provided for in legislation but not enact is stage.
Officials have advised that it is unlikely that total harvest and de 1o for o I
in the pre-1990 forest estate will exceed expected levels and entafion

offsetting will be further complicated by the use of a cap.

39.

Lofres) é‘b
40. The so-called first tranche 1 milkie @cmed over 2008-12 and the
second tranche of 34 mi Us were i t be distributed post-2012. Based

on current application tion, value of the second tranche is estimated
at 31 million NZUs 22 m|I .. thel current carbon price of $10.41

41. Allocation to pr orest 0 as done on the basis of the size, age, and
purchase d fores%

42, As off pre-1990 significantly decreases the upfront costs faced by
forest should they rest, the Panel recommended that the Government
m duc claw-b |510n for the second tranche of pre-1990 forestry allocation if

is |nt roch. ce d taken up by an ETS participant. The National Party
sto c a’review the second tranche of compensation for pre-1990 forest

Q owne \ of the introduction of offsetting.

g 3 The n of the second tranche, either in whole or in part, represents one of the
o ainly the largest opportunity for fiscal savings in the suite of proposed

es 0 the ETS. As Ministers agreed and the National Party manifesto commits to

eutrality for the tomplete package of ETS amendments, the Minister for Climate

hange Issues suggests that cancellation could be done on a pro rata basis to provide

fficient savings to pay for the costs incurred by other components of the package.

MfE has not yet settled on a definitive recommendation on how or how much of the
second tranche should be cancelled.

12 Owners of forests bought on or before 31 October 2002 that qualify as pre-1990 forests would
be allocated an estimated 60 NZUs per hectare. Those who purchased their forest after
31 October 2002 would receive 39 units per hectare. In addition, 18 units per hectare would be
provided for post-2008 Treaty claimants who receive Crown Forest Licence land.
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Analysis

44. As described in the previous section, offsetting in the ETS both reduces the cost of
conversion by eliminating the deforestation liability for pre-1990 forest and increases
the flexibility of land use. However, offsetting may not be attractive to all pre-1990
forest owners as approximately 75% of the pre-1990 forest estate is best suited to
forestry.” Only approximately 6% of the total estate or 70,000 hectares, at the outside,
is considered better suited for much higher value iand uses.

45. That only a fraction of the pre-1990 forest estate is actually better sui
value land uses calls into question the fitness for purpose of the o
package provided to forest owners. The purpose of the allocati
forest owners for the impact on the value of theirland as a r
imposed by the ETS. The variation in these impacts acro
clearly varied widely, but it was considered too difficult t

targeted fashion. @
46. By distributing compensation to all forest owner, * !ess of t

he aetual impact on
their land values, the original compensation p dercg ed those owners
Cl

with land suited to higher value use and either s mpe or compensated
unnecessarily landowners with no ince iforest. a bility of an offsetting
option provides an economical alternative totose forest o s who were most
the seco e reduces or eliminates
e Ia did not suffer by virtue of the
47. The ETS package may ived as 3 v@ i nsfer from the forestry sector to the
industrial and energy S, B8 ancelation of the second tranche may provide
the savings necess @ hstantial costs of reducing obligations for
> and liquid fossil fuel sectors.

the stationary el%
Legal advice

,-—@@
QY
@ x@ Wiad unded Secho~s

@% Saa) o STE)

©

ETS.

L |

MAF analysis.

13
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D;the\d\ uder Sectiors SAAY) a~d SO@ENYL) 1

M&3ori issues

49. The Iwi Leaders Group on Climate Change have previously supported the introduction
of offsetting as providing greater flexibility to develop iwi land. However, as all iwi ma
nof be in a position to take up offsetting and/or those iwi able to utilise offsetting [__

|w1\w~a& urde/ Seche~S SAYAYl) od Sa@YR)

P 3
ithﬁa‘fﬁ@j

50. Should Cabinet decide that a partial or whole cancellation of the
ENE

desired, the timing of announcement, consultation, andfor n
to be carefully thought throughl_. (W-neld. u~der
51. To achieve fiscal neutrality across the packag es, 0 |timate between
50-60% of the second tranche would nee elled vould realise savings
akin

T a
of between $160-200 million at the curr price @ A Were compensation
to be cancelled for only those forest % i

Fiscal implications

g up.e , an additional savings
of between $1-31 million could be

W

52. The Panel's recommendation, to-¢ange| compe &)s ly for those forest owners that
take up offsetting, would r in highly ungertain Savings and prevent the proposed
'@‘o e

package from being fisc entire second tranche is currently

ETS expenses on the operating balance when the decision takes

estimated at up to $322°milli

53. A cancellation 0@0 d trar%@le or in part, would result in a reduction

sitive j

effect. Sho akinet decj el all or part of the second tranche, the savings
will be respg the the decision takes effect, i.e., 2011/12 or 2012/13.
Itis | 10 note that while this canceliation may provide the bulk of the savings
necess ffset the costs ef other proposed changes in the package, savings from
W e second.tranche will be recognised in one lump sum in a single fiscal year

ts fro e posals will be distributed across the forecast period.
@ ndatj x |
5 Trea

ders that the second tranche of compensation for pre-1990 forest
0 %‘ould be clawed back in full. Offsetting provides an option for pre-1990 forest
s which confers greater flexibility in [and use and allows foresters to significantly
the costs of deforestation. The original allocation plan was a blunt mechanism

at is forecast to overcompensate all pre-1990 forest owners generally and distribute
@ nefits among forest owners unequally.

[ W eld Urder Sechoms, AR ond %{"@Yssi) 1
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