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Brief: 12-B-00845 (MfE); B11-859 (MP1}; ENV/CCH/GL/4 (MFAT)

Key Messages

1. Cabinet has agreed in principle, subject to consultation, to introduce offsetting in
the New Zealand Emissions Trading Scheme (ETS) based on the requirements
of the international Flexible Land Use (FLU) rule'. The recent public
consultation indicated that only pre-1990 exotic forests cleared from 2013 would
be eligible for offsetting. Landowners have requested that eligibility rules include
pre-1990 forest land harvested prior 2013 and currently unstocked (fallow land)g

2. Assuming that New Zealand’s domestic offsetting policy is co nt with th
requirements of the FLU rulef; .
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b) The fallow land is not classified as deforgsted before the-tand is offset (new
forest has to be established within 4 y arve - is classified
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! The FLU rule is now referred to in the international negotiations and IPCC as “carbon equivalent forests”.
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Brief: 12-B-00845 (MIE}; B11-859 (MPI); ENVICCH/GL/4 (MFAT)
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> current low carbon prices continue, | rs ma s it more viable and
cheaper to convert and pay the ET. rathertha through with the
process and cost of offsetting. _- Ry
Situation Analysis @ v

Trading Scheme ( €’international Flexible Land Use
(FLU) rule*. Th@ ssen ial fiscal costs should New Zealand
_signuptoase @Eommit
o ;

9. InMarch 2012, Cabine ed in prin @é ct to consultation, to introduce
an offsetting policy f pO for i e New Zealand Emissions
cansi Gith
%&9 b

eriod (CP2) and maximise the acceptability
from the p ners if New Zealand takes a commitment

outside :%Prot N
10. Inthe ation, off::\t;m\g was described as eligible only for pre-1990 exotic

forests este m 2013. This requirement was based on the interpretation
U rul ertainty on the future requirements of the international

5 ccouptin ance.
{1.Eive submi d attendees at some consultation meetings sought changes
to the.eligibility for offsetting to include pre-1990 forest land harvested prior to

2
. g% is estimated there could be about 5,000 to 10,000 hectares of pre-1990 forest

rrently unstocked (i.e. not yet facing deforestation liabilities).

12
arvested from 2010 where no land use decision to deforest or replant has
_ en made yet (i.e. fallow land). Some of these landowners have expressed
© some interest in offsetting. This briefing note provides advice on whether the
" FLU rule could be extended to apply to this land, associated issues, risks and
mitigation opportunities that arise.

3[ CANNRAE eder mednon 3 &0)  and & KD ]

4 F;ragraphs 37 to 39 of decision 2/CMP.7, decided in Durban, which contains the rules for Land Use, Land Use Change and
Forestry for CP2. See: http://unfcce int/resource/docs/2011/cmp7/eng/10a01. pdffpage=11
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Brief; 12-B-00845 (MfE); B11-859 (MPI); ENV/CCH/GL/4 (MFAT)

Advice
Interpretation of the international FLU rule

13. The FLU rule was agreed for a Kyoto Protocol CP2 framework and intended for
application from 1 January 2013 for countries participating in CP2. New Zealand
has not yet decided whether it will sign up to CP2. If New Zealand does sign up
to CP2, the existing CP1 accounting framework would be rolled over to CP2,

with the addition of the new forestry rules agreed at DurbanL
i\ O Lardes N = S (D @

.
3
'

acdy 2 (@) @
14. There are no impediments, however, to applying the@u\é domesti%“

the ETS. The application of the FLU rule needs to-be analysed bﬁf&o he
lE idance

existing international and domestic accougting <edti gs. %
estry{LULU §

identifies that deforestation starts with the onsat of the a¢ti . harvesting).
While the determination of deforestatic @ rs with genversjon, the emissions
s

are calculated from the point of ha : S eforestation
emissions which started in CP1 realise conversion has been
determined which could be in : a conseguence, there will be some of
these emissions not included ime o NFCCC review of CP1

S accounts.] Cowe\d Todes e Al@d Oy ;‘

For examplg, there may equirem o\\carry a debit over to CP2 accounts.
16. As part of the gen remen YLUCF accounting, Parties® were

required to defj i here the temporary removal of trees is not
considered fo be inthe absence of conversion evidence)’.
New Zeala d thi 4 years and this is mirrored in the ETS.
Deforestatio erefi imed when there is evidence that conversion has
occur%. stumps re d and paddocks established) or if after 4 years
the.lan has been harvested has not been replanted (fallow land).

17. Mrule
equir ions and removals from lands to be accounted for as part of
) nda Management®. The FLU rule is also explicit in that an offset
o.res%;t established and that the year of conversion must be reported

- \'D ! @ SOSND® o der cmochen - Sq\(_,l)q))

3 Accounting for Article 3.4 Forest Management emissions is mandatary in CP2. Forest managemenl accounling includes the
FLU rule.

6 Countries part of United Nations Framework Convention for Climate Change or the Kyato Protocol (UNFCCC}.
7 LULUCF Good Practice Guidance 2003 Section 4,2.6.2.1.

New Zealand did not elect to account for Forest Management activities in CP1, and would need to do so in CP2 to include
FLU.
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Brief: 12-B-00845 (MfE); B11-859 (MP1); ENVICCHIGL/4 (MFAT)
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Opportunity to take up offsetting in the ETS
20. Some CP1 fallow land would have been harvested for a t2 or 3 years by

2013.] LN\ el =

@

21. At the current low carbon prices ($ ETS deforestation
liabilities (for mature trees) would e sa e estimated
comparative net benefit of offse idering hp ifed time to establish
the offset forest for fallow lan -2 yea Iow cost of current
liabilities, some landowners m SIder iable to convert and pay the

commitment period

ETS Ilablllty rather thar@[ng
National accounting @ 990 \j and harvested in CP1 across

22. In CP1, pre-19
(liabilities}),
Article a

e Nation

b y{%“\
@ ©

gf LA unde/ Seche SA@YS )

events have no accounting obligations
eal elect to account for emission from
ities un 2 Kyoto Protocol. All harvesting events however are
al ntory report. About 55% of the total carbon in a
forest is reported @s harvest emissions in the year of harvest, with the
; ' '%m the decay of harvest residues reported in the

]
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Brief: 12-B-00845 (M{E); B11-859 (MP1); ENV/CCH/IGL/M (MFAT)

23. New Zealand has obligations to report emissions under the UNFCCC through
the national inventory. It also has accounting obligations under the Kyoto
Protocol. Considering the CP1 international guidance for reporting and
accounting, there are three possible outcomes for the land harvested in CP1
which remains fallow until the end of CP1:

Outcome from Treatment in reporting and accounting
harvestin CP1

A. Replanted Land is freated as a harvest event in CP1 and emissions repo
from 2013 in the inventory (as New Zealand has no acc bligat @

(within 4 years harvest emissions in CP1).

of harvest) From 2013, any ongoing emissions a ovals from
replanted forest will be reported an d for un ed4
Forest management in CPZE.Q&@%%%V(@K%\\ §§

B. Confirmed as | Land is treated as deforestati éﬁ ng in CP orted as

deforestation | such in CP1. g%

from 2013 b

(land anﬁ{a»\

converted or

not replanted

in 4 years) From 2013, %g net m&
Article 3. S tlon)

%wﬂl be accounted for under
3%6;
Note this ap hi |s

ki 3@y L
def on that o

with the accounting of
r to 2008 and excluded from CP1.
C. Offset from e/ <eche ;
2013 (new @ )f\)\) l

forest @ :
established hen th

s offset from 2013, any ongoing net emissions will
under Article 3.4 Forest Management as well as

within 4‘years. | be ac
vats: rom the new forest (offset planting) in CPZ&M}’T\»—)—-(_\GJ.
Dev; Mof C Practtce Guidance
nter ental Panel on Climate Change (IPCC) has started the
rocessy/pgﬁ g LULUCF methodological and accounting guidance for CP2.
ce is expected in February 2013, finalised in October 2013 and will
sidered for adoption by Kyoto Protocol Parties in November 2013. It is
f\\ rther negotiations may need to occur.
~ international CP2 guidance that will apply to Forest Management in CP2. As
such New Zealand will be nominating two New Zealand scientists as lead and

f
e o~ S
g »-\eko\ wrdel Sechne— A3\
aranteed that Parties will agree to adopt the guidance at that time and
\25// Itis in New Zealand's best interests to be involved in the development of the
contributing authors. The IPCC will decide by 29 July 2012 on author selection.
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Brief: 12-B-00845 (M{E); B11-859 (MP1); ENVICCH/GLIM (MFAT)

26. There will also be two opportunities to review the guidance. An expert review is
planned in February 2013 and a Government review in June 2013{__
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CP1 true-up reviemc

28. Forthe ex e@ ational Inventory of CP1 (submitted in
April 2014), i d to demonstrate an acceptable approach and
level itoring to veri forestation. Current guidance states that in the

absencgeftand gonversion evidence, harvested lands remain classified as
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Brlef: 12-B-00845 (MfE), B11-859 (MPI); ENVICCHIGL/4 (MFAT)

Next steps

36.

37.

As explained in the advice above, there are ongoing processes to define the
implications of including land harvested in CP1 in the offsetting policy in the
ETS. These processes clarify the risks and help reassess New Zealand's
position through time.

Ministers may like to consider the following opportunities for future decisions:

N

yo;
Process Time Possible outcomes and decjc?'é s é\
ETS legislation December | None §
enacted including 2012
offsetting for land S
harvested in CP1 .
CP2 Good Practice | November N4
Guidance adopted 2013
by Parties

2012 New Zealand’s
inventory submitted
to UNFCCC

@14

Expert review o
2012 inventory{ C-

Septe
S

N
%

]
}
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Brief: 12-B-00845 (MfE); B11-858 (MPI); ENV/CCH/GL/4 (MFAT)

Recommendations
38. Officials recommend that you:

a)

b)

c) LQ\J(\m\ﬁe,\d u-\c&ﬁ( =y
S G
Sa@(

d)

st M
t limatean Minister for Climate Change Issues
fort n ment Minister of Trade

\\9 /12012
Jo %
imate Change Ambassador
7 @ of Foreign Affairs and Trade

Mike Jebson Hon David Carter
Director Resource Policy Minister for Primary Industries
Ministry for Primary Industries

EWV Hon Tim Groser
3

/ /2012
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