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Executive Summary

1. This briefing provides Ministers with analysis on the key issues raised in submissions to the
‘ETS review consultation, which closed on 11 May. The briefing has been prepared by both
agencies to tight time horizons by multiple authors. As a result it will not meet either
Ministry’s policy quality standards in terms of drafting or being free of errors. However, it is
provided now to facilitate discussion and decision-making.

2. Your direction, on the basis of this analysis, is required by 6 June to enable officials to draft a
Cabinet paper seeking final policy agreement to a package of amend ts {o the ETS ill
also assist officials in preparing materials for a meeting of Ministers t ace on 11 Ju

bt " Detailegdxanalysis ———
underpinning-this-summary-is-attached in-the-annexes. ecommendations-on-the .

basis of an analysis of submissions are to:

e Adopt the ETS Review Panel's recommend@]e ouf of \%gr 1" surrender
obligation and to maintain the $25 fixed pri ptic til 2045,
e Add fugitive coal seam methane to the.k ssionx ligible for allocation

for coal users.

e Clarify the circumstances in whi isters can &discretion to grant industrial
allocation to new activities &g\ references purpose of the Act, to reduce
risks of potential legal chal e\ej

e |ntroduce an explici r to allow tionirig within an overall cap and to seek
Cabinet agreeme h a powe exercised. :

e Specify that m Ing emis i 990 levels should form the basis of a default

maximum c@\

‘e Agree po oduced in the context of auctioning to provide for a
restricti e quant trternational units that may be surrendered. _
e C the intentio the cap is not to restrict the amount of NZUs allocated, and

Qg? only li the.number of NZUs available for auction to be a maximum number

any N ted.
@- Clarifi % cap excludes NZUs provided for removal activities, NZUs purchased

ernment under the $25 fixed price option, and NZUs given under a
t greenhouse agreement.

onfim decisions made in principle by Cabinet on the parameters for offsetting for
e-1990 forest, with the exception of the issue of allowing landowners who harvested

Q% in the first commitment period of the Kyoto Protocol to have the option to offset, which

is subject to ongoing analysis.

» [ntroduce a power to defer agriculture emissions subject to a review in 2014, but to
. consider whether this power should allow for deferral by up to 3 or up to 5 years.

= Provide for a power to extend the fixed price option beyond 2015 and align it with any
price ceiling in Australia, should linking with the Austratian Carbon Pricing Mechanism
occur, subject to a time restriction of up to 3 years on any extension.
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s« Remove the obligation to ‘hack’ NZUs with international units, extend the export ban
for non-forestry sectors whilst the fixed price option remains in place, and to align the
ETS with the latest Global Warming Potentials agreed internationally.

4.  With respect to the second tranche of allocation to pre-1990 forest landowners, the
consultation has underlined both the policy case for adjusting the allocation EN 1\&,@@\5

Wi Lo~ SARYAG) ond AR

A range of options for partial cancellation are set out in the briefing,\

. 1However, fiscal
savings for taxpayers from this option are very small. @ &

o __A pro-rata cancelation (say, of 50% of the second trapChe)

' were not based on actual land value i
6.  No partial cancellation option is without ri

expectations/ business planning will have factored |r<fm%ffenng rates of the Ol'lglr;\l
compensation.

o A flat rate (say, of 12 units per hectare) onthe hasi tha al categories are
no longer relevant as offsetting is availa ryone d (and the categories

nyc

are asked to indicate their
on the one hand against the

= will provide further advice on your
er legal advie d ahalysis of impacts on eligible individual

preferred position (including
landowners).
B. Based on consult ?@ ses, icommend allowing eligible landowners to re-
e

0

broad preference, weighing up [i{
policy case and fiscal benefits on

7.  Following an indication of your broa

apply for the less ctar pticn if a significant reduction in the second tranche
is agreed. '

9. Based o ommen ove and decisions already made by Cabinet on the
treatmen hetic Gases other more minor and technical amendments in the ETS,
an | i tlmat ovevall fiscal cost of the ETS amendment package would be around

r thef T :od to 2015/16, at a carbon price of $6.35.
catlve of the fiscal savings of the package of amendments would be around
m to r the forecast period at a carbon price of $6.35 depending on decisions
ad ond tranche.

he carbon price used in the current Crown accounts, but is likely to be closer to
tion used in the accounts in future. If the valuation used in the current accounts

0.47) were used, the costs would rise to around $193m and the savings would rise to
@ro nd $33m to around $356m.
1

hese fiscal estimates are indicative only, and are subject to further checking and
clarification prior to completion of the Cabinet paper.

Situation Analysis

13. In February, Cabinet agreed in principle, subject to consultation, to a number of changes to
the New Zealand Emissions Trading Scheme (ETS):

a. more gently phasing out the current 2 for 1’ surrender obligation in three equal steps
between 2013 and 2015 (as recommended by the ETS review panel),



b. maintaining the $25 fixed price option until 2015;

.(‘) .

providing for a more explicit power to auction NZUs to an overall cap on the supply of
NZUs;

o

providing for a more explicit power to place a quantitative restriction on the surrender of
international units;

o

the introduction of offsetting within the ETS as an option for pre-1990 forests;

f.  areview of the second tranche of free allocation to pre-1990 foresflandowners, wi e
option to reduce or remove the second tranche in recognitio& nefits ja?med
offsetting; :

g—providing-for—a—pewer—to—defer—the-stant—of—surre x&gﬂons fi scultural- -
greenhouse gases by up to 3 years, subject to a review in"2014

h. providing for a power to extend the fixed price ¢ ond 20 lign it with any
price ceiling in Australia should linking wit ralian '- icing Mechanism

occur, N

i. removing the obligation under cu @a settir& ack’ all NZUs with an
international unit; ) §

j- extending the ban on the e@ Z @ forestry sectors, whilst the fixed

price option remains in place:

Us
k. aligning the ETS with tional gr @) gas accounting standards, by adopting
the latest, internatj accepted ming potentials.

14. A public consultati ges closed on 11 May 2012. This consultation
consisted of a wri nsultatf
N?i“n%‘l;b r Pri ries and Ministry for Environment officials. Several

gl
p—
[=]

cument and a series of regional meetings and hui
e also h stakeholders during the consultation, including a meeting
eholders organised by Business New Zealand.

of s jssions in response to the written consultation has already been
%? nd Groser [Briefing 12-B-00690] refers. An updated summary is

Officials’ analysis of the issues raised draws both on these written
points made in the stakeholder meetings.

were received in response to the written consultation. Overall, in both
and at meetings, stakeholder views on the overall package of amendments
by the Government were mixed. Many agreed or agreed in principle with some or
the proposals put forward. However the majority of submitters had significant concerns

@ d particular proposals.
17 ab

inet will need to make final decisions on these proposals by early July [Briefing 12-B-
00618 on the timetable for ETS amendments refers], in order to maximise the chance that a
Climate Change Response Act amendment bill can be introduced and passed by the end of
this year. A small group of Ministers are also meeting on 11 June, which will provide an
opportunity to discuss the package of final recommendations to be put to Cabinet.

18. In order to ensure that officials can prepare the Cabinet paper seeking final decisions, and
prepare material for the meeting of Ministers on 11, officials require a response to this
briefing note by 6 June. Officials will prepare a draft Cabinet Paper on the basis of this
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response and the other proposed amendments that Cabinet have agreed (treatment of
Synthetic Gases and more minor and technical amendments}.

19. This briefing focuses on the package of proposals that were presented in the consultation
document. You should note, however, that a number of other matters which may impact ETS
amendments are still subject to ongoing consideration by officials. These are also referenced
in the advice helow.

Advice

20. Below is a summary of officials’ analysis of the issues raise consultatio%
recommendations for inclusion in the Cabinet paper seeking fi isions T

amendments.-Working-papers-containing-the-detailed-analysi
have-been- prepared by-officials and.are_available should_y
them. :

Transition measures @ §

21. The ETS current provides for two transition mea signe itigate the impact of the
scheme during the first years of its operation g the pefi conomic recovery:
o A ‘2 for 1' surrender obligatic < whic ows ETS participants from non-
forestry sectors to surrender it-for ev nes of emissions, effectively
reducing the obligation by ercent for ipants.

e A '$25 fixed price optian®, which allows-2 cipants in the scheme to meet their
obligation by givj overnme $25- per tonne of emissions, rather than
surrendering unitg. Thi ectiv@s the carbon price at $25.

22.  Under current ET
23. The ETS als oV

ongoi ection for firms undertaking the most emissions
intensive, {rad ed agti the economy through intensity based allocation. This
allocatio ively reduce TS costs associated with undertaking these activities by

ase es are due to end at the end of 2012.

60% or 90 pend%nﬁfhel emissions intensity, through a free allocation of units.

24, Mith th rb rice, the transition measures and industrial allocation determine
| and pat »’of the economic impost and emissions reduction incentive created by
O e ETS in m.
25:dnline xp et's ‘in principle’ decisions, the consuitation document proposed to:
o /PG

t the recommendation of the ETS Review Panel to phase out the 2 for 1
Q urrender obligation more gently in three steps from 2013 — 2015.

Extend the ‘$25 fixed price option’ to 2015, in light of uncertainty around the

@ international carbon price.
26. In addition, the ETS review panel recommended that officials explore whether certain
emissions costs that were currently excluded from calculations of eligibility for allocation

should be included. Notably these emissions sources were liquid fossil fuels and fugitive coal
seam methane.

Issues raised in consultation

27. A majority of submitters (around 66%) commenting on the issue in the written consultation
supported the proposal to phase out the ‘2 for 1' surrender obligation. Some of these
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28.

29.

submitters (around 20%) preferred to extend the ‘2 for 1’ further. Around 34% opposed the
proposal on the basis that the ‘2 for 1’ ought to end earlier.

By contrast, a majority of written submissions opposed continuation of the fixed price option,
calling for the fixed price to end or be increased incrementally over time. Of those
commenting, around 23% supported.

Submitters’ arguments for extending the ‘2 for 1' and fixed price option included the need to
moderate the cost impact of the ETS given limited progress internationally. Arguments
against included the risk of weakening incentives for emissions reductions and the impadton
afforestation incentives from the reduced demand for units.

allocation to emissions intensive, frade exposed indusiies.

Summary of analysis

32.

emissions sources specified above) or increase access tod
eligibility thresholds).

— increasing emissions and making it mor
Some submitters suggested that allocatia

rmational obligations.
arded to a completely new
ions vs the status quo.

likely to balance up the d comp s impacts for emitters; the impact on

afforestation incentive of net Z\zn\ or forestry NZUs; the impact on long term
incentives to invest'% e fiscal costs.

Addressing these i n turn, s note that:
e Carbo are Ji
fi rice> option. t businesses and households, the impact of the carbon
i ikely to be small as a proportion of overall costs. Estimates

impacts ETS at current carbon process on costs for businesses and

A decision on the optimal a@ach the @easur% and industrial allocation, is
r

emain low in the short term, and well below the $25

f
@) sehol een set out in previous briefings [for example, MfE briefing 12-B-

0624 &%
@- Co@l remain most significant for the companies undertaking the most

s-intensive, trade-exposed activities. There is a principled argument for
fircluding all emissions for which companies face ETS costs in allocation; although
& ing so may not be material for most allocation recipients, and will raise some
administrative complexities. Including liquid fossil fuels in stationary energy in

@Q particular will raise significant administrative complexities and will likely take some

time to implement, as identifying where the use of the fuel is part of the eligible
activity or not is particularly complex.

* Phasing out the ‘2 for 1’ in line with the Panel's recommendations would reduce
potential domestic demand for forestry units by around 25% in the period 2013-
15. Extending the ‘2 for one' would reduce demand for forestry units from emitters by
around 60% in the same period; and by 90% in the period 2016-20. Combined with
continuing uncertainty on international carbon markets (including the ability for
foresters to be able to export units after 2012) and the current low carbon price,
extending the ‘2 for 1" may impact significantly on afforestation incentives after 2012.
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» The Panel's proposed ‘2 for 1’ phase out is designed to maintain clear long
term incentives to invest in abatement by showing clearly how the ‘2 for 1’ will be
withdrawn over a number of years. Extending the ‘2 for 1" until 2020 would reduce
certainty for emitters about when the transition to full obligations will be, and may
reduce incentives for such investments.

« Given low carbon prices, maintaining the fixed price option until 2015 is unlikely to
affect short or long term abatement incentives. '

+« The fiscal costs for extending the ‘2 for 1’ are relatively hi round $298 r
the forecast pericd at a carbon price of $6.35) col ith th ne

relatively low fiscal cost ($5.9m over the forecas iod Yor Fugitive Seam

recommended phase out (around $90m over the forecas&%_g_r@_gf

$6.35). Changes to industrial allocation to include a%gibqﬂ erhissio are

Methane and $17.1m for liquid fossil fuels used-ih~stationary energy). As\the carbon

price is likely to remain low, continuing the fix ption is to raise fiscal
costs.

34. With respect to the concern that the availabik ation nceptivise new emissions
intensive activities; officials note that, ev @Ilocatio bon price should be an
increasing a factor in investment decisi I econgrmic activity over time. New activities

will have economic benefits as well 43 cting o m‘% . Officials do not recommend

that Ministers seek to take a vie@a ce o awarding allocation to particular
new activities is desirable.

35. Officials note that Mini ady hav@tion on whether to make regulations
igiblefor aI[. wever, this discretion is potentially open to

prescribing a new activi

legal challenge. In duce fega 8 and increase flexibility, officials propose that
the circumstancesii the Mi discretion can be used be clarified by allowing the
Minister to consider t urpo Act in making his decision. :

Summary of n endations x

36. On ance>based he issues raised in consultation and analysis, officials recommend
inet é\%% agreement to:

The a%{mommended ‘2 for 1" phase out, as proposed in the consuitation. This
O pr moother transition for the economy as a whole to full obligations in the
; but mitigates the high fiscal costs and other significant downsides for

@ment incentives associated with simply extending the ‘2 for 1'.

ontinuing the fixed price option to 2015, as proposed in the consuitation, as this is

Q unlikely to raise fiscal costs or reduce incentives (given low carbon prices).

Increasing industrial allocation to coal users by amending the coal factor used in
industrial allocation to cover costs associated with fugitive coal seam methane
emissions.

¢ Clarifying the circumstances in which the Minister's discretion to grant industrial
allocation to new activities can be used by adding the purposes of the Act to the list of
issues the Minister can consider.

37. On balance, officials recommend against including liquid fossil fuel use in stationary energy
to the list of eligible emission sources eligible for allocation, given the administrative



complexities involved and low materiality for most allocation recipients. However, officials
note that the ‘in principle’ arguments for inclusion are likely to remain strong.

38.  If Ministers wished to provide further assistance to mitigate the cost impacts of the ETS in the
short term, officials recommend that these be targeted at emissions-intensive, trade-exposed
industries {those at or near the threshold for free allocation). MfE officials have previously
outlined some possible options for this [Briefing 12-B-00624 refers).

Supply of NZUs after 2012

39. The consultation document proposed to introduce a mechanism thr islatio &
allow the Minister for Climate Change Issues to: \m}
) T - ) N ~—
e _auction NZUs within an overall cap on the amo_unt_o&@__ llacatad @ foned, ..
and :

e place a restriction on the proportion of inte @J | units a articipant can
surrender.
|
d

40. These proposals were designed to ensure that} had < ility over the supply
of NZUs within the ETS, so that ETS parti @ not %urchase and surrender
more international units than was necessanfor Ne eet its international targets

sw Ze
or equivalent level of domestic effort. AV
Issues raised in consultation @

41.  Slightly more submitters di with th to auction NZUs within an overall cap

than agreed or agree le. [ty more submitters agreed or agreed in
principle with the pro estrict {he.praportion of international units an ETS participant
can surrender tha

42, A common ¢ <Faised ose who agreed and disagreed with the proposed
amendme ,O%kt if t implemented this would increase regulatory and market
uncertai is\Vis becal:% Government would be able to make changes through

regulations woulghonly need to give 12 months notice of a change. Another common

cor % that eWation did not provide sufficient information for some submitters

Jake ain informedasseSsment of the proposals.

Some submi % o proposed alternative ways for the Government to increase the supply

of NZU in;g ea?)of auctioning, including allocating units for free to projects which reduce

emisst % erwise increasing free allocation.

Sum nalysis _
4 ials consider that the problem definition set out in the March Cabinet paper [12-C-00035]

¢mains a valid one. The submissions do not raise significant challenges to that problem

definition, although they propose alternative solutions and seek more certainty over how
powers will be used, particularly in respect of the volume of units to be auctioned and the
level of the restriction on international units.

45.  Ministers will need to balance calls for more certainty with the need for flexibility given
uncertainty in the international environment. In particular, after 2015, it is unclear what
international obligations, if any, New Zealand might face after 2015 or what level of domestic
effort New Zealand might want to commit to. Similarly, it is likely that any auction mechanism



will need to be refined and tuned in the early years of its operation, as the Government and
participants get to grip with its operation.

46. Officials note that the Act already allows NZUs to be sold. |t also allows for restrictions on
international units through regulations. These powers are therefore already available. The
proposals agreed to in principle by Cabinet are designed to reduce uncertainty over their
application, by specifying more clearly how and why they will be used.

around volumes of units to be auctioned, as this decision will requirg>more analysi

47. With respect to auctioning, it is difficult to see how more certainty could be provided now
consultation. However, certainty could be increased in two ways &

-—Spemfylng a-backstop-basis-for-a-cap-in-the-primary legl ed-on-maintaining -

1990_emissions, reflecting the maximum_possible n NZUs s 2d 10 the
market. This would maintain Government flex1b1hty to a cap..in the regulations
below this level.

» Increasing the notice period for amendln & a ions gpecifyidyg the supply cap;
for example, from one year to at lea e years Sut would reduce the
Government's flexibility to respond c nges

circumstances.
48. Officials recommend that a backsto a cap is d in the legislation. Officials
ulati

still believe that the current prop out the level of the cap in each
year for a five year period, but wnth ptlon ment to amend these regulations
with one year’s notice, prov right ba[ ainty and flexibility.

49. With respect to the re mter |ts officials note that a strong part of the
argument raised by in fa ch a restriction relates to a desire to increase
NZU prices above nal pr r than the problem definition of greater flexibility

over volumes onal g A number of submitters pointed out that a well
designed aucti WI|| in itself encourage ETS participants to buy NZUs
atthe a ing aucti o address the purchasing problem.

n

50. ance Slde th consultatlon responses, officials do not believe that a restriction

ona! u ssary in the context of auctioning, assuming that Ministers wish
e thaith stic price continues to reflect the international price. Government
s

the using existing regulatory powers if experience indicates that such a
re trlctlon@ d to support an auction in future - noting that Ministers would need to
appr decision carefully and with due consultation. Further consideration might be

her constraints need to be put around the use of this power in future.

51. bep of alternatives to auctioning were proposed by submitters to address the problem
jon. Officials note that these alternatives would increase the supply of NZUs but either:

» do not offer the flexibility that auctioning to a cap would offer {and therefore offers no
guarantee that they would increase supply by the required amount, e.g. increasing
existing free allocation rates), andfor

» raise additional fiscal costs, in a context where auctioning is fiscally neutral (e.g. free
allocation to projects that reduce emissions), and/or

e require government, rather than the market, to set the price — effectively transforming
the ETS into a carbon tax and losing the associated efficiencies of a trading scheme
(e.g. closing the scheme to international markets and relying on the fixed price
option).



52. On balance, therefore, officials consider that auctioning remains the most efficient and
flexible means of addressing the problem described to Cabinet.

Other issues identified by officials

53. Outside of consultation, work on drafting instructions with Parliamentary Counsel Office has
identified two issues:

» What to do to address risks that any cap on the total number of NZU:
breached, if levels of allocation are unexpectediy in ex}f@he cap. |

instances, the chances of this occurring are relatively low
(such as errors and corrections in levels of allocation) ar

balance officials recommend that the proposed i

Clarified such that the cap does not resfrict the a ]
limit the number of NZUs available for auctlon s option is
consistent with the current purpose and 3 ‘ j.e. uncapped,
intensity-based). In addition the cap will e ritrent does not auction an
unlimited amount of NZUs in the case Wh ion, he cap. If allocation
were in excess of the cap, then ther

o Which NZUs should be exclu . s propose to clarify that the
cap excludes NZUs issued d fo a her purpose, such as for removal
activities (e.g. post-1989 urchas om the Government under the $25
fixed price option and NZ n unde tiated greenhouse gas agreement

(NGA). Removal g NZUs sho Xcluded as they relate to emission

reductions rather ual emissions, For the other two purposes, given these
involve relativ amoun s, and the uncertainty and administrative
compIeX|ty inclu hase ZUs in a cap officials believe these should be

excluded ca cuals will ensure that the Cabinet paper clearly
d[Stlﬂg ued and NZUs subject to the cap, and the link with
an ns redu

Summary af rec end fons

e offici & that, in the Ilght of the consultation responses, auctioning NZUs

n overalb¢ap femains the most appropriate mechanism for avoiding the unnecessary

@/@ ase i ional units and the loss of economic welfare this entails. Officials
ec

om abinet be asked to agree that:
@Iicit power is introduced to allow auctioning within an overall cap

is power is exercised, subject to further work and consultation with effective parties

Q in 2012
@ » The forward certainty implied by Cabinet's previous in principle decisions be

maintained — i.e. regulations setting out caps for each year over a five year period but
subject to amendment with 1 year's notice

* The Act is amended to specify a backstop basis for a cap, based on maintaining
emissions at 1990 levels setting out the maximum possible amount NZUs supplied to
market

» There sheuld be no restriction on the quantity of international units that may be
surrendered -
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e The cap does not restrict the amount of NZUs allocated but does limit the number of
NZUs available for auction less NZUs allocation

» The cap excludes NZUs provided for removal activities, purchased from the
Gaovernment under the $25 fixed price option and NZUs given under a negotiated
greenhouse gas agreement.

Pre-1990 forest offsetting

55. The consultation document outlined a proposal to introduce offsettin an option fo -
1990 forest landowners with a design that mirrored the settings oft Land ru

agreed at Durban. Specifically, the consultation proposed that:

liabilities as long as a new forest was established elsewh

e the new forest would need to be at [east the s same carbon
stock as the forest harvested within the us% engt @

s the option would only apply to pre-189 este
¢ only direct planting was permitted f bhshm&h new forest.
Issues raised in consultation
56. Some forest land owners have mc@ intere 990 forest offsetting, if it became

available as they have pote version - ny of these owners have commented

on the design of offsettin ested e folléwirg requirements to be changed:
» [ncluding Ian 1 to be offset.

o Using ree of nati cies for offsetting.
e Allo 'ng . g po st to be used as offset forest.
cforested p 0 forest land to be used to establish an offset forest,
Ihg the 9 e' only to estimate carbon equivalence for offsetting (and not to
ent 0 9 years).

estry offsetting policy proposal put to Cabinet excluded pre-1990 forest land
tha ested in CP1 and currently unstocked (i.e. not yet been converted). This
was developed based on:

A conservative interpretation of the Flexible Land Use rule in the Durban text;

Uncertainty on the requirements of future international accounting guideline for
flexible land use in CP2 (guidelines currently in development); and

e Implications for CP1 accounting if such land was excluded from offsetting in the
guidelines in CP2.

58. However, we are aware of the desire to offer pre-1990 forestry offsetting as an option to
forest landowners who harvested in CP1. Officials agree that this is, in principle, desirable,

! The 9 year rule in section 186 in the CCRA requires he estlmation of deforestation emissions when lrees cleared are 8 years or
younger as if the irees cleared were of the age and species of the oldest trees of the predominant species during the previous 9 years.

11
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as it would maximise access to the benefits offered by offsetting. Based on discussions to
date, it seems likely that the interpretation of the Flexible Land Use rule in the Durban text
and its application in this context is likely to be most critical. Officials are in conversation with
MFAT legal advisors on this issue and further advice will be provided prior to Cabinet
consideration.

59. Other requests raised by submitters are likely to be more problematic, as it would involve
significantly departures from the Durban rule which would involve fiscal costs should New
Zealand sign to CP2 or take an emissions reduction target:

« Allowing existing post-1989 forest as an offset forest contravéreéA
this land to be a newly established forest. Existing pos '

continuetobe earning credits (whether the |land is inthe ETS or not that'is™
already accounted under article 3.3. is required. to rémiain in nting and

. cannot be changed to article 3.4 for offsetting.

s Allowing natural regeneration of indigen = for th I| ment of an offset
forest would not be considered as a di sd ting and/or seeding
which is required under the foré lles for %0 forest land in CP2.
Landowners could however use tmg pecies which would require
a greater area to achieve the lvale c hetime period permitted.

e requir n
| ferest is (dccopnted
under article 3.3. of the Kyoto Protocol, for which New Z3aland curri%iz; will
%ﬁ a

60. The application of the S-year rule tting w. ded in the consultation document

or part of the March Cabine per B Mi ). The 9-year rule will be applied to
estimate the carbon equiv that the n rest will need to achieve.?

61. Some submitters Indl cern t @ 90 forestry offsetting will cause land use
intensification and ater quality. These concerns have been raised
by submitters and ultatio ngs, and by local authorities.

62. Officials dr w entlo

the CC isia lon until d water management rules in the regional plans are in
place. O on5|der that ile these concerns are valid, the CCRA should not apply
sp &w equ:re ed at achievng RMA outcomes. If Ministers agree that this is a

se, fu from Government may be required outside the ETS to address

here wa@ mentary on the availability of the pre-1990 forestry offsetting policy in the

nd owners have practical constraints that will prevent them to take up
off %the short term. Officials consider these concerns could be addressed by
i the intention to keep offsetting as long as the Flexible Land Use rule is allowed
%natonally

fy of Recommendations

B4. Further work is being undertaken on the impact of allowing forest landowners who harvested
in CP1 to take up the option of pre-1990 forestry offsetting and advice will be provided prior
to the meeting with your colleagues on the 11 June.

65. Officials recommend that Cabinet be asked to confirm all other parameters for the offsetting
policy that they agreed in last March 2012. Officials also recommend that the pre-1990

% The 9 year rule in section 186 in the CCRA requires the estimation of deforestation emissions when trees cleared are 8 ysars or
younger as if the trees cleared were of the age and species of the oldest trees of the predeminant species during the previous 9 years,
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offsetiing policy is designed to remain in the CCRA while the Flexible Land Use rule is
allowed internationally.

66. Officials request Ministers consider if further work is required to address the issues raised by
the Waikato Regional Council.

Second Tranche of Pre-1990 Forest Land Allocatioh

of compensation to pre-1990 forest land owners in light of the mtroduc f offsetting,

67. The consultation document sought feedback on whether Government should adjust the lg
it did adjust the level of compensation, which of the following three prefﬁga:l angl >

why: /\

o—A-full-remeval-of-the- second tranche-of-pre~1990 for ensat:on hgible .

landowners.
e A reduction of the second tranche of pre-1990 com e@or all eligible
landowners. Examples were provided of is\go u[d b&@ luding allocating

all landowners 11 NZUs per hectare, all se he allocations on a
pro rata basis by an appropriate perc

e Only removing the second tr re-19 re compensation for those
landowners who take up offse
68. If a partial reduction was preferred, ents w on the most desirable way to do
it. Further, if the Governme ided to elt or remove the second tranche, then
feedback was sought on all ndowner: re eligible for the less than 50-hectares
exemption, but who h to ta ﬂ- on, to revisit their choice. They would be
required to forfeltt ranc ocation, and return the units issued in the first
tranche.
Issues raised in
69. Of those sponded tc%questlon of whether to adjust the level of compensation in

light troductheﬂmg, nearly all submitters did not support it. A number of
re cite

@ Introg iisettlng was not considered a rationale for adjusting the second tranche;
did

ot'thange the original basis for the allocation

overnment is reneging on its promise, agreement or contractual obligations with
andowners

&
@- o Adjusting the compensation was unfair and unacceptable
[ ]

Inter-sector equity- agriculture does not face emissions liabilities and other sectors
have the ‘2 for 1'; while pre-1990 forestry faces full obligations

ginal compensation was too little or negligible in the first place

 Inability to benefit from offsetting because thejr land has long-term forestry leases,
they lack capital or for other reasons.

70. If Government were to adjust the allocation, then cancelling the second tranche only for
those who take up offsetting was strongly preferred overall, on the basis of fairness. It was
noted that this was recommended by the ETS Review Panel.
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71. A few submitters supported option 1 or full cancellation of the. second tranche. One reason
provided was that with current carbon prices it is considerably cheaper than originally
envisaged to change land use, and another was that compensation provided the incentive to
not replant.

72. A few submitters supported option 2 or partial cancellation of the second tranche. Several
suggested partial cancellation should be based on the potential land use change (to altow for
it), or the value of the offset land (reduced compensation for lower value offset land).

73. Many submitters commented that adjusting the second tranche would result in r%

willingness to invest or reinvest in forestry.

e[yimp@-the—-—
Maori/Crown relationship, and-be a breach of good faj gr_e_vious%m ents.
Iwi/Maori cited specific barriers they face through the lack ilable land for Bifgﬁffing, and
the difficulties presented by the Te Ture Whenua Maori 1993 (TTW

. 74 . Submitters_alsc_ stated. that-adjustment..or—cancellation_wo

50 hectares of pre-1990 forest land. Both agre if the leve gllocation is reduced,

then eligible landowners should be able to r hoic
Summary of Analysis § & :
76. The introduction of offsetting does ¢ the ru 0; ;re-1990 forest land, and can be
expected to reduce the impact of t on land , albeit that offsetting is not without
cost. Therefore, it is approp hat the governn ow review previous decisions on the

75. Two submissions directly addressed the issue of triént o ers with less than

second tranche of the fores @
77. The basis for the cur ilocation ts tssible impact the pre-1990 forestry ETS rules

may have on the re-19 and. The loss in land value originates from the
encumbrances.pla the la limit the opportunity to convert to a higher value land
use. The Con'm;a‘ resu[ti\% mments indicate much of the pre-1990 forest may
already in, thel best Ian%l nd have limited conversion potential; therefore that few

parties a osition to benatit from offsetting.
78. F wt has oWzalue alternative use, the impact of the ETS can be expected to
e.Jmpact of ral encumbrance the ETS rules creates, and possible perception
O : efere % ts. The impact of encumbrances are in the order of 5-15%, and for the
) the@ of 10% is expected to be appropriate. On that basis, the average
nc

u inmpact could be $166 per hectare (assuming an average pre-1990 forest land
val 60 per hectare®).
79. ever, submissions indicated some misunderstanding and a level of confusion regarding

allocation. For example, submitters have assumed that the allocation was intended to
@- r deforestation liabilities in full (which would have negated the point of the pre-1990
orestry rules to limit deforestation).While the link between the pre-1990 deforestation rules

and the allocation was made in publications and presentations, and was in legislation, this
may not have been consistently understood. Many consider the allocation as an entitlement.

80.

Widneld undel Secho SA@YR)

¥ Recent Overseas Investment Office transactions for pre-1930 forest land, 2010 and 2011,
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[ Widd woel Sechom sABYD B

81. Maori/ iwi submitters raised a number of specific issues, including:

e Treaty Settlement. The CCILG submitted that Minister Groser acknowledged
sensitiviies around some issues such as Treaty settlements. The Ngati Apa
submission states that it negotiated its settlement in part on the basis that it was to
receive NZU's to their full value C_

e ardel Seaten @&@@

= @

* Disproportionate impacts on Ma use nd is disproportionately
Maori owned, iwi submitters h any the allocation may have a
disproportionate effect on Ma

Secho— 5"1@.

e Ability to take mg, ' unlikely to be used through Maori forestry
as it is unli es w Iand available to offset deforestation. It was
also stated is contr |kanga to purchase or rent other lands to which there
is no éniia associations with, which further prevents offsetting
N] fore ri land are currently or will soon be coming out of lease

nts Even station of such lands is likely to require external financing
r smg particularly if there is any decrease in the second tranche
atlon

oadly, at does have a higher-value use, submissions have indicated that
ttlng sible option for land use change for many landowners due to practical
onstr financial limitations to take up this option, including not having sufficient

capi e up-front.
Sum% ecommendations
@ consultation has highlighted that the three broad options available to Ministers remain
alid. Officials have presented a range of options for partial adjustment of the second tranche
and outlined the risks and benefits of each. Ministers will need to weight up the wider
fiscal/leconomic considerations against the legal and relationship risks presented in these

options. Given the range of issues fo address there is no clear cut case either for or against
cancelation.

84.

Wineld unded Secha~S =A@ o
536 ¥()
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85.

86.

Em%hh@a ondel Sechars SR A SARYAN ) N

It remains the case that an argument could be made to cancel the compensation in full
because the introduction of offsetting has a direct impact on property values (because land
can now be put to best use). The majority of submitters believe that their land is currently in
best use, therefore the impact on land values would not have been high.[_

LWineld u~der Seathe~ S @0—N

|
Whilst acknowledging the policy case for full cancellation, Minister ffer a
of the second tranche in recognition of the relationship it wishes in with

and to respond to submitters concerns that offseiting is not vytﬁ & ] Th]S@gm\u

in~3-broad-ways:

A%

* A pro-rata cancelation (say, of 50% of the sec ranch¥g), whic knmjges that
expectations/business planning will have fact e differ of the original
compensation. @ @

A flat rate (of say, up to 12 units per the e original categories

are no longer relevant as offsafii vai[ab{&e ryone equally (and the

categories were not based on %ﬂ value i ts\n any case).

A targeted fund to support ¢ g (bas 0% of the value of the second
tranche), which would targe se wh alue has been most impacted and

who wish to convert. @
&2
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Summary of options to modify the pre 1990 allocation - second tranche

Tranche

. =A@~

%

+ Relationship risks {forestry sector and@&&é % J:

Option Risks / Impacts (the contents of this column Fiscal impact
derive from legal advice and are subject to ($ Million)4
legal privilege)

A. Cancel all of the 2nd T, - T\ $196.2

b witneld undel Seciho— §

N

B1. Partial cancelation: pro-

e FEquitable on the basis %ﬂ‘i initial

rata 50% of the second
tranche to all forest owners

cormpensation

conmr—uh,

\{v

124

B.2. Partial compensation:
flat amount of compensation
e.g. up to 12 units to all

9D

W

&

the> basis
icipants

+ Inequitable (o is ot fntial co

e Could be i equat&%
oﬁseﬁin@ all pr
D

<96)n)

" iineld mdy@é:%
S~
WsatitH)

12 units = $98.1

« Parameters and quantum would be difficult to

: N
B.3. Cancel a Ind -\G@ﬂd be considered better targeting of | $98.1
Tranche but establish a compensation — if land value is considered
offsetff rt fung % key argument
% o it$ (eg, 5O% s Addresses the concerns made by a number

of submifters
e Could address national as well as individual
x interests
Q \iteld urded
o)

@ . Sechon AR
B.4. Cancel all of the 2nd « Could reactive fund and would account of | Would depend
Tranche and create a case- specific issues as they arise on fund
by-case compensation fund | © Possible equity issues — depending onfocus | parameters

* Ata carbon price of $8.35. Note that all savings will be in the 12/13 financial year, except oplion c where there fiscal savings may be
spread across a number of years depending on when/if offsetting is taken up by participanls
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define and forecast
» Reactive rather than pro-active response to
consultation

C. Cancel for all owners who | ®= Lowest risk option - $1.0-%$16.5
take up offsetting (they
return NZUs they were
allocated when they

deforest). 5

S

88. Overall, there are no options of full or partial Q safion tha
recommend that ministers indicate their preference’a hey ’-&;- cfals to provide further
advice on their preferred options (inclu 'er leg vice’ and some analysis on
individual impacts) before making a fin ion < %

89. Based on the consultation responges, er, off'A%B ommend allowing landowners to
re-apply for the less than 50 hecta mption se of a significant reduction in the
second tranche. While this paight _have adminjstiati omplexities, it reduces the impact of
any decision on the seco on smaller{afiddwners.

90. Landowners taking u i ion w d to agree to full cancellation of the second

tranche, and to rep% n they received in the first tranche.
Agriculture v
91. (

The con document n at government wished to review, in 2014, the application

of suyrrend ligatigns to agricultural emissions in 2015. This would be subject to two

c % W '

ere a tgies available to reduce those emissions

@ int@ competitors are taking sufficient action on their emissions in general.

92. 0 a nclusions of the review to be implemented, the consultation document
pr apower that would enable government to defer the entry of agricultural emissions
% three years. This power would be flexible, and allow for different treatments of

re

nt gases or agricultural activities.
@ry of Analysis

93. Of the 71 submitters with a view on the agricultural deferral power, 42 were opposed to the
deferral and 29 supported it.

94. The key issues raised by submitters are presented in the table below.
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Support (29) - Opposed (42)

Submitiers » Farmers « Forest owners and

» Agricultural industry associations

organisations e Forest managers and
Processors

« Non-Government

Organisatior}s; %
Key Issues ¢ I[mpacts on international . Eduityb t

ors
competitiveness — = . e \ 9_¥

¢ _ Lack of practical mitigation = "

technologies

» Defer entry until conditions are @chn
met ) ntin
@ long te

) inv

Points of « Appropriate to differentia Wgaseséﬁ%&rs
agreement » Criterion used for th iento defer ne&d fusther clarification and
should be set in ]g‘c{a {\\

95. There was agreement am mitters t propriate to differentiate among gases
and sectors. This discr er e government to distinguish between where
mitigation is practi ill be j aland's best interest, and where no action is
practical. %

96. Many support 2 hose, said that the criteria were “vague” and open to

interpretatith, criteri he government flexibility to respond to any unforeseen
& next two y Officials agree that the criteria should be set in legislation

in Iiw CabinWﬂnciple decision.
97. submi o supported the deferral believe that a 3-year deferral is not long

of
g , and t cditure should not enter the ETS until the conditions proposed in the
QR-‘. uitati cument are met, or not at all.
88. If the

of agriculture into the ETS was deferred for up to five years, there would be

a during the forecast period arising from a reduction in units surrendered. The
st is estimated to be $37.9m across 2014/15 and 2015/16 at a carbon price of $6.35

o ndted in MfE Briefing 12-B-00624]. This rises to $36.4m in the financial year ending 30

@ 2020

Mcial Year 2014/2015 | 2015/2016 | 2016/2017 | 2017/2018 | 2018/201% | 2019/2020

Total agricultural
participants net 12.86 25.02 27.84 307 33.51 36.36
liability ($ millions)

99. Ministers may want to consider amending the original recommendation in principle, that was
to provide for a maximum deferral of three years, to extend the time frame to allow a deferral
for up to five years (i.e. to 2020).
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100. The Minister for Climate Change [ssues will be obliged to make a statutory decision to either
use or not use the deferral power, having regard to the matters in the empowering provision.
The consuftation indicates a split in opinions among agriculture and other sectors, and
highlights the risk of a legal challenge by way of application for judicial review.

101. Submitters raised others matters, outside of the consultation, including supporting a farm-
level point of obligation and the need for incentives to reduce emissions simitar to the Carbon
Farming Initiative in Australia.

Summary of Recommendations

102. On balance, based on the issues raised in consultation and nég\/sk |c|als§£
~ introducing a power to allow deferral of surrender obligations>te agrieultural.amissior ora

specified-period; subject to areview in2014:
103. Officials seek your view on whether you wish the leng eferral un 0

e Up to 3 years (as per the previous in princi ion) @
» Upto 5years. @

Other issues

introducing a power to allow deferral of surrender ob[lgat& {héultural

104. The other proposals in the consultati

* Providing for a power toe e fixed .ge- ption beyond 2015 and align it with
any price ceiling i tralia shoy \m with the Australian Carbon Pricing
Mechanism occu

« Removing t @Q nt ETS settings to back’ all NZUs with an
internation ' .

. Exten of NZUs from non-forestry sectors, whilst the fixed
ema|
. S lnternational greenhouse gas accounting standards, by
ng the 9 ernatlonally accepted global warming potentials.

ers who commented on the proposed extension of the fixed price option
reed with the proposal to provide for an extension of this option to allow
ur, provided this would be of benefit to New Zealand. The central concerns
o the impact of the extension, and linking more generally, on carbon market liquidity
the ability for domestic unit holders to sell units overseas.

ajority of those who commented on the proposed removal of the NZU backing obligation
disagreed with the proposal. The main reason for the opposition to the proposal was the
perception that ETS forestry participants would no longer be able to sell units overseas and
as a result no longer get the best price for their carbon sequestration. The other reason for
opposition to the proposal was the opinion that removing backing would damage the
environmental integrity of the scheme, with one submitter comparing removing backing to
printing money.

107. A majority of submitters who commented on the proposal to extend the ban on exports from
non-forest sectors supported it. Those who supported the proposal noted that it benefited the
forestry sector and would protect emitters and government in the event that the international
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carbon price exceeds the $25 fixed price. The submitter disagreeing with the proposal said
that holders of NZUs should be able to exploit market opportunities for their assets.

108. There was no strong majority either way on the proposal to adopt the most up to date Global
Warming Potentials into the ETS. Arguments from those that supported the proposal
included the need to adopt consistent infernational rules and common standards (e.g. to
facilitate linking with other trading schemes). Other submitiers were concerned about the
additional ETS cost the new GWPs would impose on certain activities.

Summary of analysis &

109. A majority of submitters did not raise strong concerns with the, proposat’to pro

ority. . ide fgr a
power o extend the price cap fo enable linking with Aust ~or to’exten > pan’ on
exports from non-forest sectors. Officials consider that policy justificati these —

proposals remains valid.

110. However, we concur with submitters that linking wi i he use of the
power to extend the price cap) should be subje ' inta anglysis. One of the
concerns raised was the concern that the po st-entled extension of the

price cap.T: W24 u~ael

111. Officials note that part of the concern the removing the requirement to ‘back’ NZUs
stems from a misunderstanding of impact of ision. Removing this requirement
would not remove the facilit where in t ; he government to allow NZUs to be
swapped for AAUs for ¢ ecision @%ﬁer this facility can be maintained after
2012 (for example, if atand is n Second Kyoto Commitment Period) can be

ject to a separate decision.

round environmental integrity, officials note that the
would bring us into line with the way in which other
Australian Carbon Pricing Mechanism and EU Emissions

introduction of\aycfioning wit
internati atifhg schem
Trading } ensure inte
i nt fistal cos itheut adding significantly to integrity, providing auctioning within a

taken separately u g legi
112. With respect t‘l th erns r

infroduced
i fespe pdated Global Warming Potentials, officials note that these represent
3 |atest/aCientific consensus internationally and will continue to ensure the ETS remains
i international reporting and any future international obligations.

s Taised about the relatively late notice given to sectors just about to incur surrender
ns (notably waste) around increases in obligations arising from the new GWPs are
e compelling. However, officials note that, if Ministers adopt the panel's proposed ‘2 for 1’
hase out (see above), the initial impact of the increase GWPs will be mitigated.

Summary of recommendations

115. On balance, based on the issues raised in consultation and analysis, officials recommend
that the Cabinet paper confirm previous in principle decision to:

a. Provide for a power to extend the fixed price option beyond 2015 and align it with any
price ceiling in Australia should linking with the Australian Carbon Pricing Mechanism
QCCUr.
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b. Remove the obligation under current ETS settings to ‘back’ all NZUs with an
international unit.

c. Extend the ban on the export of NZUs from non-forestry sectors, whilst the fixed price
option remains in place.

d. Align the ETS with international greenhouse gas accounting standards, by adopting the
latest, internationally accepted global warming potentials.

116. In the case of the power to extend the fixed price option, officials reepmmend that e
restriction of up to 3 years be placed on the extension. Any furth sion beyomd
time restriction would need to be subject to legislative change. 0

DOAN
Risks-and Mitigations /ﬁ \\</ W

117. This analysis has been undertaken to tight time horizo iven'tne time
have focussed on the proposals that were included i sultatio
subsequently been raised by Minister Groser's o have n
other issues raised by stakeholders. As a res gitim
may have been missed, given the volume -. 6ns recelv

118. :

s

Asand)

119. The timetable for completi ext Cab r seeking final policy decisions on ETS
amendments is also ofﬁci ot have a response from you on these
rat5
intro

recommendations el it is Ii% X abinet consideration will be delayed, leading to

raised by submitters

a similar deferral i of le duction.

Financial, Re}g)u%and L ive Implications

120. Initial in%&stimates fgo\a\g\l%'lpact of the recommendations set out in this paper, plus
those.alrea gree parately by Cabinet, are summarised in the table below. The overall
fi w of the dWént’s is likely to depend significantly on decisions made about the
%tmnc .osts are presented at a carbon price of $6.35. However, as noted
elsswhere | hﬁ% efing, this is not the price currently used within the Crown accounts.

12 hese estimates are indicative only. Further refinement and checking will be needed prior to
theiri % ih the final Cabinet paper.

&
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indicative net fiscal impact of proposed policy changes ($ milfion) - $6.35 Carbon Price

Increase/(decrease) in operating balance

201112

2012113

201314

2014115

2015186

Total

Fiscal Costs

Transition phase — gradual
phase-out of 2:1 surrender
obligation

(20.9)

(49.2)

(20)

(90.1)

Increasing allocation to coal
users by amending the coal
factor used in industrial
_|_allocation to cover costs
associated with fugitive coal

(1.5)

(1.5)

-seammethane emissions—

Adopting the Australian
approach to industrial allocation
for the activity "manufacture of
carbon steel from cold ferrous
feed”

(0.2)

S

Excluding layer hens from the
ETS (not including admin. cost
savings)

@ _

(0.017)

(0.025)

Extending the Pre-1890 tree
weed exemption to 2015/16

%{\E&

7
(1@

N

(1.27)

(4.44)

Emissions Trading Scheme
Review implementation
contingency

{8. 74%@

(2.213)

(2.180)

(15.233)

Total Fiscal Costs

B2

(3(\34.265)

(25.191)

(5.167)

(116.598)

%)

f!.@l Savi

ngs

Updating emlssmns

with new Global
Potentials

> 1203

2707

5.973

8.940

18.823

Second Tranche Bption:
savin

ull ce Iatlon
seco ‘anc

196.2

196.2

Whe 0
aco of
per he@

O ]

107.3

107.3

land
ption: pro-
ellation or
based on 50% of
anche.

Second
rata 5059
offs

98.1

98.1

SECOF
cPranche Option:
from cancellation of the

d tranche only for those

who take up offsetting.

1-16.5

1-16.5

Landowners with <50 ha
swapping allccation for
exemption (i.e. return of st
tranche of pre-1990 forest
allocation)

0.343

0.69

0.343

1.376

Total Potential Fiscal Savings

1-
196.2

1.203 -
1.546

2.707 -
3.397

5.973 -
6.316

8.94

19.823 -
216.299
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Consultation

122. Treasury, Office of Treaty Settlements and MED officials were informed in the process of
developing this paper.

Next steps

123. Based on the policy preferences you set out in response to this briefing note, officials will

begin drafting a Cabinet paper for decision in late June / early July.
124. Senior Ministers are meeting on 11 June to discuss preferred poli @s for i

77777777 the June Cabinet paper. It is likely that Ministers will wish to cans} ange ofi aptigns at
this meeting. However, your steer on policy preferences following. this briefing vill dssist
officials in preparing material for consideration af this meefifig: R -

Recommended Actions $ &

We recommend that you:

1. Note the tight timescales involved in finalisi gree %package of amendments
to be made to the ETS if amendments are-to bhe passed thisyean

2. Note that officials need direction from y .6 June i --. et paper is to be finalised in time
to allow Cabinet consideration in late arly J

3. Note that your response to thig briefing will al icials in preparing materials for the
meeting of senior Ministers-on ne; b@l ters are likely to wish to consider a range

of policy options at this

Transition Measures a

strial A n '
4. Agree that the paper ifal policy agreement to ETS amendments confirm the
panel's rec@? d phase%brl the 2 for 1', as proposed in the consultation (i.e. 67%

g

obligation i 83% obligation.in 2014).

binet paper seeking final policy agreement to ETS amendments agree to
rial allocation to coal users by amending the coal factor used in industriaf
allgeation(to cover costs associated with fugitive coal seam methane emissions.

v A Yes / No
offici end against simply extending the ‘2 for 1' to 2020, given the high
@ ificaint downside in terms of abatement and afforestation incentjves.

Yes [ No

<>ee that the Cabinet paper seeking final policy agreement to ETS amendments agree to
arify the circumstances in which the discretion to grant industrial allocation to new activities
can be used, by adding the purposes of the Act to the list of issues the Minister can consider

Yes / No

8. Agree that the Cabinet paper seeking final policy agreement to ETS amendments confirm the
continuation of the fixed price option to 2015.

Yes [ No
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Supply of NZUS after 2012

9. Note that a common concern, raised by both those who agreed and disagreed with the
proposals for powers to introduce auctioning to a cap, and a place a quantitative restriction on
international units, was a desire for more certainty about how these powers will be used.

10. Agree that the Cabinet paper seeking final policy agreement to ETS amendments seek explicit
agreement to introduce a power for auctioning within an overall cap.

Yes /'No
11. Agree that the Cabinet paper seeking final policy agreement to I@Pgndme se
agreement that this power is exercised, subject to further wor_k_aaq_%i_iqq with ‘effeCiive

parties in 2012.
Yes [ No

12. Agree that the Cabinet paper seeking final policy agre ETS anigrtdthegts confirm the
mechanisms. that will provide forward certainty abo is powerwill.be used: regulations
setting out caps in each year for a five year perio ubject-ta ment with 1 year's
notice. @

Yes / No

13. Agree that the Cabinet paper seeki policy /agr: %’ t to ETS amendments seek
agreement to amend the Act to spec sis for possible backstop cap based on

maintaining 1990 emissions.

Yes /| No
14. Note that some submiﬁ@osed @ ways to increase the supply of NZUs instead
in hapd forN

ZUs to reduce the scale of the problem.

of auctioning; or wa%
15. Agree that thes wes an ysidered further as auctioning remains an appropriéte
mechanism a ece i%&asing of international units.
SR _ ' Yes / No
16. Not: ﬁt\a\i\t? ning doWaise additional fiscal revenues.
re

a
17. e a at the cap could be breached if allocation increases substantially in
icula % if an under-allocation occurs due to an error which is subsequently

gorrected (i.g{ aft e auction for that year have concluded).
18. Agree abinet paper seeking final policy agreement to ETS amendments seeks
-agr that the intention of the cap is not to restrict the amount of NZUs allocated, and

i y limits the number of NZUs available for auction.
Yes / No

@ree that the Cabinet paper seeks final agreement to all of its previous in principle decisions
in relation to auctioning with the following changes in order to clarify these previous decisions:

» the cap should relate to all NZUs auctioned and allocated, but would exclude NZUs
issued in general, or transferred for any other reason (such as removal activities)

e the list of matters the Minister must have regard to when determining ‘the amount of
NZUs to be auctioned and the overall cap’ should only relate to 'the overall cap’

s the list of matters the Minister must have regard to when determining the overall cap
should include the emissions covered by the ETS and other ETS design settings
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»_ the regulation making procedures (including consultation) set out in s30(H) should
apply to regulations introducing auctioning and any regulations setting a cap.

Yes / No

20. Agree that the Cabinet paper seeking final policy agreement to ETS amendments notes that
further consultation will commence on the detailed auction design settings (consistent with a
previous decision made by Cabinet).

Yes INo

21. Agree that the Cabinet paper seeking final policy agreement to endments s
agreement not to introduce a restriction on international units in th f auctﬁn%g\an
o

this*wiII-not-form*partof“the'consuItation‘on‘the-detaiIed‘auctio% i

be offset is not consistent with international rules

23. Note that further advice will be provided @ asibility of allsying pre-1990 forest land
harvested in CP1 to be eligible for offsetti t he meefing with your colleagues on the 11
June.

24. Note that officials are currently WO@ more * {': d\implementation issues of offsetting
and that comments made through {he consultatje 2

25. Agree that offsetting polic in in the €CRAlegislation while the international forestry

rules allow the Flexible .

| % Yes / No
26. Agree that the lication of the\8-year rule for offsetting will be to estimate the carbon
equivalency p qﬁ%\ts. x

Offsetting O
22. Note that allowing existing post-1989 forests and r:g% enerati

Yes / No

with her further analysis/work is required in the Waikato Regional Council

% Yes !/ No

Seco he of Pre-1990 Forest Allocation
2

27. Note the.iss raised W&ikato Regional Council in relation to the impacts on the region
that witl b used use intensification from the pre-1990 forestry offsetting policy.
2 s\whet

that a vast majority of submitters did not support an adjustment to the level of

pensation in light of the introduction of offsetting.

30. Note that if Government were to adjust the allocation, then cancelling the second tranche only
for those who take up offsetting was strongly preferred by submitters.

31. Note that concerns were raised about the link between offsetting and the second tranche and
that these included the belief that offsetting does not address the impact on land values, and
that offsetting has limited value either because land is already in the best use or because
participants will not be able to offset because of the financial or other constraints.

32. Note a number of submitters raised the potential impacts if some or all of the second tranche is
cancelled, including financial and property rights impacts.
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33. Note that submitters were concerned that changing the allocation would disincentivise
investment and re-investment in forestry, and damage the Government's relationship with the
sector.

34. Note that Iwi have raised a number of concerns around partial or full cancelation these
included:

« The potential impacts on treaty settlement deeds

e The disproportionate impacts on Maori and therefore on, the Governments
relationship with lwi

« Limited ability to take up offsetftirg gnﬁqtipg silrmlrir to issyes-fo eneral@ﬁ
although Maori may have some unique issues re: land Ay, o~
35 Iteid umj&a( Scehons SA@Ye() FRNSAGELR) ‘%‘ )

36. Note that officials considered the following options 1?;(/5/%; n the s 2o .nche.

Option (\ \@V impact ($ Miilipn)5
-

A. Cancel all of the 2nd Tranche $196.2

) -

| i~

B1. Partial cancelation: pro-rata 50% of t \a@nd tran %oénb $98.1
forest owners \

B.2. Partial compensation: flat a@ of compa@%ﬂ\@j& 11 or 11 units= $107.3

12 units to all 12 units = $98.1

B.3. Cancel all of the 2™ Tr ut est 'éQ_a)éﬁfSetting support | $98.1
fund with % of the uni %)

B.4. Cancel all of t ¢=b d‘Tranche Xe%e a case-by—case TBC
compensation/@n

C. Cancel for“ﬁ\(g}?ers who take up offsetting (they return NZUs | $1.0 - $16.5
they werﬁaﬂo% wher@sy /dfforest).

SO\
3@ ¥ ~ed Secnems STRYRN ok SaiGYy-)

-

38. Indi referred option/s (outlined above) to adjusting the second tranche

39. cials to provide further advice on your preferred option/s (including further legal
some analysis on individual impacts) by 11 June '

Yes / No

% Al a carbon price of $6.35. Note that all savings will be in the 12/13 financial year, except option ¢ where there fiscal savings may be
spread across a number of years depending on when/if offsetting is taken up by participants
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40. Agree that, if Cabinet agrees to a full or partial cancellation of the second tranche, to allow
landowners to re-apply for the less than 50 hectares exemption, on the basis that, in taking up
this option, they would need to agree to full cancellation of the second tranche, and to repay
the value of the allocation they received in the first tranche.

Yes /{ No
Agricufture
41. Agree that the Cabinet paper confirm the previous in principle decisio@duce a

allow deferral of surrender obligations for agricultural emissions; s% eview |

Sy ]

2014
e RNERER—— No
42. Indicate whether you wish the length of deferral under the powenrfo, be: '

a. Up to 3 years (as per the previous in principn).
@ @ Yes / No

b. Upto 5 years.
& Yes / No
Other Issues %
43. Agree that the Cabinet paper confir e previous e decision to:
* Provide for a pow end the i lee option beyond 2015 and align it with
any price ceili tralia she linking with the Australian Carbon Pricing
Mechanism ; @
« Remove %? ation current ETS settings to 'back’ all NZUs with an
internatt t.
e e ban o xport of NZUs from non-forestry sectors, whilst the fixed
fon remains ace.
Wn the T%?nternational greenhouse gas accounting standards, by adopting
@ e lates ionally accepted global warming potentials.
Yes /No

44.!: ree th ase of the power to extend the fixed price option, Cabinet be asked to agree

a time ioh of up to 3 years be placed on the extension.
‘ Yes / No

45 Note'that an initial indicative estimate of the total fiscal costs raised by the recommendations
ve and decisions already made by Cabinet is around $117m over the forecast period to
2015/16, at a carbon price of $6.35.

46. Note that an initial indicative estimate of the fiscal savings raised by the recommendations
above and decisions already made by Cabinet is $20m to $216m over the forecast period to
2015/16, at a carbon price of $6.35, depending on decisions made on the second tranche of
pre-1990 forest allocation.
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47. Note that $6.35 is not the carbon price used in the current Crown accounts. If the valuation
used in the current accounts ($10.47) were used, the costs would rise to around $193m and
the savings would rise to around $33m to around $356m.

Stuart Calman &
Director, Climate and Risk @
-———Ministry-for-the-Environment - % N

Mike Jebson 2
Director, Resource Policy
Ministry for Primary Industries

Hon Simon Bridges @ Date

Acting Minister for Climat@ sues

Hon Nathan G
Acting Mi@ griculture and Forestry

Date
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