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On 12 September 2018, you emailed the Office of the Minister of Transport®HonPhil Twyford, requesting
various documents under the Official Information Act 1982 (the Act). Ond/\September.2018, the following
part of that request was transferred to the Ministry for the Environmgént:

13/07/2018 Improvements to the NZ Emissions TradingScheme MFE

We are releasing the document to you in part and it is encleSed, with redaetions made under s 9(2)(f)(iv) of
the Act in order to maintain the confidentiality of advice tendered by Ministers.

You have the right to seek an investigation and review by the Ombudsman of this decision. Information
about how to make a complaint is available at www.ombudsman.parliament.nz or freephone 0800 802

602.

If you have any queries, please feel freeé\to contactour Executive Relations team.

Director, Climate Change






Context

* A number of improvements are being proposed to the NZ Emissions Trading
Scheme (NZ ETS).

* A review of the scheme in 2015/16 found that it had failed to drive emissions
reductions and was in need of reform.

* The NZETS puts a price on greenhouse gas emissions and covers all emissions
except agriculture. The current carbon pricetis'$21.80.

 ENV will consider two papers on 31 July'=’one on improvements to the overall ETS
framework and one specifically.on forestry settings.

* Consultation on the proposed changes to the NZ ETS are timed to follow
consultation on the.Zero“Carbon Bill.

e The NZETS is theGovernment’s primary tool to reduce emissions, and will play a
central role in a.just transition to a low emissions economy.



NZ Emissions Trading Scheme Review

 Avreview of the NZ ETS was initiated in response to the new Paris Agreement on Climate
Change in 2015/16.

* The review of the found the NZ ETS does not have the tools ta’effectively meet our
2030 target (or future climate change targets under the Zero Carbon Bill).

* Inresponse to this, four in-principle Cabinet decisions.wére taken by the previous
Government to:

a) introduce auctioning of units, to align the supply of units in the NZ ETS to our
climate change targets

b) limit participants' use of international units if the NZ ETS were to reopen to
international carbon-markets

c) develop a different-price ceiling to eventually replace the current $25 fixed price
option

d) coordinatedecisions'on the supply settings in the NZ ETS over a rolling five-year
period.

* Taken togetherthese decisions form the basis of a ‘cap’ on emissions.



Proposals for consultation

A package of changes are now being proposed for the NZ ETS..These changes will
improve the overall credibility, integrity and operation of the scheme.

 The proposals cover the following issues:

1. How the supply of units is managed in the scheme: these changes focus on
improving the overall framework of the NZ ETS and implementing the in-
principal decisions taken in 2017.

2. Improvements to forestry: these changes aim to improve incentives for
forestry and the operation of the-scheme for forestry participants.

3. Strengthening market integrity: these changes aim to improve the
information available to ETS participants and how risks are managed in the
NZ carbon market:

4. Operational improvements: these changes focus on improvements to the
compliance and.penalties regime, as well as other operational changes.



Issues not being consulted on now

e The proposals for consultation do not include:

= Whether or not to include agriculture in the NZ ETS —a decision on agriculture
will follow advice from the Climate Change Commission in 2019

= The specific settings of the NZ ETS — this includes:
* the level of the new price ceiling and.associated reserve auction volume
* the amount of units to be auctioned
* orthe level of the limit on intérnational units.

These decisions will need-to be made following the outcome of the ZCB process.
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