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In Confidence

Office of the Minister for Climate Change

Chair, Cabinet Environment, Energy and Climate Committee

Final policy decisions for action on agricultural emissions

Proposals

1. This paper seeks Cabinet agreement on policy decisions to re uce g eenhouse
gas emissions from agriculture, including:

1.1 legislative amendments to be included in the Climate Change Response
(Emissions Trading Reform) Amendment Bill (the Bill); and

1.2 a joint Action Plan with the agricultural sector and iwi/Māori, administered
by the Ministry for the Environment and Min st y fo  Primary Industries.

2. This paper also appends an analysis of public submissions on the Government’s
policy and legislative proposals (Appendix 1); a egulatory impact assessment of
available policy options (Appendix 2); and the Primary Sector Leaders Group’s
proposal for a formal agreement (the Commitment, provided in Appendix 3).

Executive summary

3. Intervention  is  required  to  give  effect  to  the  Government’s  climate  change
ambitions and enable the agriculture sector’s contribution to the just transition to a
low-emissions economy  Action is required to incentivise agricultural emissions
reductions  and  inno ation  to  ensure  the  emissions  reductions  are  distributed
efficiently  and  equitably  across  the  economy  and  farmers  are  rewarded  for
reducing emissions.

4. I am seeking Cabi et decisions to give effect to the commitment in the Labour-
New  Zea and  First  Coalition  Agreement:  that  in  the  case  that  agricultural
emiss ons a  priced in the New Zealand Emissions Trading Scheme (NZ ETS),
they rec ive 95%   free allocation, and the equivalent proceeds are recycled back
nto the sector.  These decisions also relate to the commitment in the Labour-
Green Confidence and Supply Agreement, which identifies primary industries as
an  area  of  particular  focus  for  emissions  reduction  policy,  along  with  a
commitment to just transitions for regions and industries.

5. Over  16  July–13  August,  there  was  a  short,  focused  consultation  on  the
Government’s  proposed response to  the Interim Climate Change Committee’s
(Interim Committee) recommendations for action on agricultural emissions. The
Parliamentary Counsel  Office (PCO) is  currently preparing preliminary drafting
based on the legislative and policy proposals that were agreed by Cabinet for
short and focused consultation [ENV-19-MIN-0039 and CAB-19-MIN-0337 refer].
I now seek agreement to final decisions for action on agricultural emissions.
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11.2. Option 2: a formal sector-government agreement, based on the Primary
Sector Leaders Group’s proposal, He Waka Eke Noa: A Primary Sector
Climate Change Commitment (the Commitment), provided in Appendix 3.

12. Following consultation, I consider Option 1 preferable for its ability to provide an
investment signal and regulatory line of sight, as well as aligning the approach to
agriculture more closely with emissions pricing in other sectors of the economy.
For  these  reasons,  this  option  received  majority  support  from  environmental
NGOs  and  think-tanks,  universities,  agricultural  research  institutes  and  most
iwi/Māori organisations. Therefore, I also propose to amend the Act to:

12.1. apply  processor-level  surrender  obligations  on  livestock  and  fer iliser
emissions, for emissions from the year beginning 1 January 2021;

12.2. amend the level of free allocation to agriculture from 90% to 95% (as per
the Labour-New Zealand First Coalition Agreement); and

12.3. require  free  allocation  to  be  calculated  at  the  same time as  emissions
reporting occurs, thereby resulting in a net surrende  obl gation (i.e. ‘netted
off’).

13. Submissions  noted  a  processor-level  price  at  95%  free  allocation  does  not
recognise  the  full  suite  of  potential  mitigation  ctions  and  may  only  achieve
modest  emissions  reductions.  However,  pro essor level  obligations  may
encourage processors to look for aggregate avings across their supply chains
and  suppliers,  and  thus  balance  the  impacts  of  the  transition  across  the
agricultural sector.

14. As  per  the  Coalition  Agreement,  I  seek  Cabinet  approval  to  establish  an
Agricultural Emissions Fund (the Fund) to recycle funds equivalent to proceeds
from pricing agricultural emissions to support the implementation of the Action
Plan towards a workable a d effe tive farm-level  pricing scheme. I  also seek
Cabinet  approval  to  appoint,  alongside  the  Minister  of  Agriculture,  a  small,
representative  Governance  Group  responsible  for  overseeing  the  Fund  and
implementation of the Action Plan. The Governance Group would be supported
by a technical w rking group comprising members with relevant expertise from
the agricultural sector, iwi/Māori organisations and government agencies. This will
ensure  the  agricultural  sector,  rural  communities  and  iwi/Māori  are  closely
involved  in  how we as  a  country  choose  to  manage  the  transition  to  a  low-
emissions conomy.

15. To  prov de  the  agricultural  sector  and  rural  communities  with  certainty  and
stabil ty as they adapt to emissions pricing, I seek Cabinet’s agreement to hold
he level  of  free allocation  steady at  95% for  five years.  Decisions about  the
appropriate level after 2025 would be informed by the 2022 ministerial report and
specific advice on free allocation from the Commission, which will also advise the
government of  the day regarding free allocation rates for other sectors of  the
economy.

16. I  have also considered a formal  sector-government  agreement  for  the interim
period (Option 2). This could achieve greater buy-in from the sector. This option
received  significant  majority  support  from  farmers,  growers  and  industry
organisations,  as  well  as  iwi/Māori  organisations with  a  primary  sector  focus.
Submitters considered an agreement could leverage existing sector funding and
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partnership in the Action Plan, facilitated through MfE’s long-term Te Ao Māori
Strategy.

22. There are also risks in not moving fast enough. Many iwi/Māori submissions on
the Zero Carbon Bill have called for greater ambition, particularly on targets and
adaptation planning.

23. A just  and inclusive  transition must  also consider  the different  structures  and
drivers  of  our  rural  communities.  Lower  population  densities,  isolation,  longer
travel distances and the increased costs of goods and services pose additional
challenges and potentially disproportionate impacts for these communities when
responding to regulatory,  market  and environmental  change. Future farm level
policy design, therefore, needs to be informed by impacts on rural communities,
including  land values,  profits,  employment,  demographics,  social  services  and
community  resilience.  The  Government  has  many  options  to  e sure  a  just
transition, and indeed the Provincial  Growth Fund is already ncour ging new
economic  activity  in  the  regions.  The  Government  is  already  supporting  the
transition  to  high-value,  sustainable  land  uses.  We are  als  protecting  highly
productive soils from urban development and supporti g re iona  communities to
grow employment.

24. Following  Cabinet  agreement  to  these  decisions,  I  will  issue  further  drafting
instructions to PCO, and the agriculture text will e introduced to the House no
later than the end of October 2019.  This wi  enable the Select  Committee to
consider, and call for public submissions on, the griculture decisions and drafting
as soon as practicable. The Select Committee may choose to adopt the drafted
text itself, or it will be formally introduced as a supplementary order paper.

Background

New Zealand has committed to u gent climate change action 

25. Climate  change  poses  specific  threats  to  agricultural  production.  Increasing
temperatures and r infall are expected to cause more frequent severe weather
events, as well a  shif ing climate zones for many plant and animal species. The
costs  of  climate  hange-related  floods  and  droughts  in  New  Zealand  were
estimated at a total of $840 million over 2007-2017. These costs are expected to
increase due to en anced development in areas vulnerable to climate change.1

26. Globa  greenhouse gas emissions continue to  increase as  a  result  of  human
activities  including livestock farming. New Zealand has committed alongside 194
other co ntries under the Paris Agreement to limit average global temperature
ncrea e  to  2°C above  pre-industrial  levels  and  to  pursue  efforts  to  limit  this
in rease to 1.5°C. The effort to limit warming to 1.5°C aims to avoid the worst
long-term effects of climate change on people, the economy and the environment.

27. Severe  weather  events,  including  droughts  and  cyclones,  will  increase  as
atmospheric temperatures rise. The Government will be supporting the primary
sector to reduce its emissions and adapt to climate change, recognising that it is
in everyone’s interest to develop a sustainable and resilient agricultural sector.

1 Frame,  D.  et  .al.  2018.  Estimating  financial  costs  of  climate  change  in  New  Zealand.  Available  at:
https://treasury.govt.nz/
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28. Two separate amendments have already been agreed by Cabinet to the Climate
Change Response Act 2002 (the Act) to drive the domestic transition required to
achieve this ambition:

28.1. The Climate Change Response (Zero Carbon) Amendment Bill (the Zero
Carbon  Bill)  establishes  an  independent  Commission  and  sets  the
following  domestic  emission  reduction  targets  consistent  with  modelled
global pathways2 towards limiting warming to 1.5°C:

28.1.1. all greenhouse gas emissions, excluding biogenic methane  to
reduce to net-zero by 2050;

28.1.2. biogenic methane emissions to reduce by 24-47% below 2017
levels by 2050; and

28.1.3. in the interim, biogenic methane emissions to educe by 10%
below 2017 levels by 2030;

28.2. The Climate Change Response (Emissions Trading Reform) Amendment
Bill  (the  Bill)  makes  a  targeted  set  of  impr vem nts  to  strengthen  the
overall operation of the NZ ETS, including forestry

29. The  Paris  Agreement  also  commits  countries  to  s t  progressively  ambitious
nationally  determined  contributions  (NDCs)  to  t e  glo al  response on climate
change. New Zealand’s first NDC set by the p evio s g vernment, also known as
the ‘2030 Target’, is to reduce net greenhouse gas emissions by 30% below 2005
levels by 2030.

The role of agriculture presents a unique challenge for domestic action

30. Meeting  our  targets  will  require  a  fundamental  shift  across  all  sectors  of  the
economy  and  society,  including  agricultu e.  In  2017,  the  primary  industries
accounted for 11% of New Zealand’s GDP. However, methane and nitrous oxide
emissions from agriculture compris d almost half (48%) of total emissions.

31. The agriculture sector, including horticulture, plays a pivotal role in New Zealand’s
economy and society  In the year ended June 2019, agriculture and horticulture
exports contributed an stimated $39.4 billion to the economy. The dairy industry
is  New Zealand’s  l rgest  export  earner.  It  contributed  $18.1  billion  of  export
revenue for he year ending June 2019 and employed 48,000 people across the
country 3

32. The p imary sector is also a core component of the Māori economy, whose total
asset base s estimated at over $50 billion. Māori own 50% of the fishing quota,
40% of forestry, 30% of sheep and beef production, 10% of dairy production and

0% o  kiwifruit production.4 A large proportion of Māori land is still considered to
be undeveloped, underdeveloped or underutilised.

Government  intervention  is  required  to  incentivise  agricultural  emissions
reductions in an integrated, holistic manner

2 Intergovernmental Panel on Climate Change. 2019. Special Report on Global Warming of 1.5 degrees (SR15).
3 Ministry  for  Primary  Industries.  2019.  Situation  and  Outlook  Primary  Industries.  Available  at:
http://www mpi.govt nz/news-and-resources/economic-intelligence-unit/situation-and-outlook-for-primary-
industries/   
4 Chapman Tripp. 2017. Te Ao Māori: Trends and Insights. Available at: https://www.chapmantripp.com/ 
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33. We  are  already  investing  in  integrated,  productive  and  sustainable  land  use.
Budget 19 dedicates $229 million to protect and restore at-risk waterways and
wetlands and provide support  to  farmers and growers to  use their  land more
sustainably. We also know awareness and capability are particular challenges for
climate change mitigation. $122 million of this funding is set aside for:

33.1. providing information, tools and on-the-ground advice to support farmers
and  Māori  agribusinesses  making  change  to  more  environmentally
sustainable and higher-value production; 

33.2. improving on-farm emissions data and upgrading decision and regu atory
tools; and

33.3. protecting  high-value  food exports  and updating  our  official  assur nces
system.

34. On-farm behaviour change is already happening across the country. The sector
has made progress in the last decade to improve land-use outcomes, including
measures to improve freshwater quality. As a result of these wider productivity
and efficiency gains, the sector has also improved overall emiss ons intensity by
an average of 1% per year. Without these measures, production growth could
have resulted in a total agricultural emissions increase of almost 40% (to 2014).

35. However, more targeted and widespread action is needed. It is not enough simply
to slow emissions growth or reduce emissions intensity; we must reduce the total
volume  of  emissions.  Gross  agricultural  emis ions  increased  by  13.5%  over
1990-2017; methane and nitrous oxide emissions increased by 7.5% and 28.8%,
respectively. The main drivers of change over this period were a 650% increase
in the application  of  synthetic  nitrogen fertiliser  and the dairy  herd population
increasing by 90%.

36. Existing trends and environmental  regulations in development are expected to
contribute to agricultural emis ions reductions, but not enough to meet our gross
biogenic  methane  targets  Without  new  policies  aimed  directly  at  reducing
agricultural  emissio s,  the  osts  of  any  gap  between  net  emissions  and  our
current and futu  NDCs could fall inefficiently and inequitably on taxpayers and
other sectors of the economy.

We consulted on the Government’s response to the Interim Climate Change
Committee’  rec mmendations on agriculture 

37. Cabinet task d the Interim Climate Change Committee (Interim Committee) with
de elop ng  evidence,  analysis  and  recommendations  for  reducing  agricultural
emiss ons  [ENV-18-MIN-0042  and  CAB-19-MIN-5042  refer].  The  Interim
Comm ttee  considered  the  full  suite  of  options  to  deliver  efficient  emissions
reductions consistent with a just transition, including but not limited to emissions
pricing in the NZ ETS.

38. The Interim Committee delivered its recommendations report on 30 April 2019.
Farm-level  pricing  was  recommended  as  the  best  way  to  incentivise  on-farm
emissions reductions, because it  puts emissions at the forefront of investment
decisions and other important farm business considerations. It also gives farmers
the  autonomy  and  flexibility  to  determine  the  most  efficient,  cost-effective
mitigation practices relative to their specific farms.
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39. We  agreed  with  the  majority  of  the  Interim  Committee’s  recommendations,
including  farm-level  pricing  from 2025,  and  proposed  the  following  legislative
changes for short, focused consultation over July/August [ENV-19-MIN-0039 and
CAB-19-MIN-0337 refer]:

39.1. pricing livestock emissions at the farm level and fertiliser emissions at the
processor level from 2025;

39.2. enabling voluntary farm-level reporting on livestock emissions from 2023;

39.3. requiring mandatory farm-level reporting on livestock emissions from 2024

39.4. requiring responsible ministers to table a report in Parliament by 2022 on:

39.4.1. the  feasibility  of  farm-level  pricing  from  2025  (and  whether
processor-level pricing is necessary by default); and

39.4.2. any legislative and regulatory amendments req ired.

40. Emissions pricing at the farm level is the ultimate aim, but not technically feasible
or  cost-effective  right  now,  given  overall  sector  capabi ty  and  challenges  for
compliance and enforcement. The Government also consu ed on two proposals
to support the move to farm-level pricing in the interim period before 2025:

40.1. Option 1: pricing both livestock and fertil ser emissions at the processor
level in the NZ ETS (the Interim Commit ee’s recommendation);

40.2. Option  2:  the  Primary  Sector  Leaders  Group’s  proposal  for  a  formal
agreement with the Government, ncluding specific commitments to reduce
agricultural emissions and support he move to farm-level pricing.

Comment

I  propose to  amend the Act  to  price  livestock  emissions  at  farm level  and
fertiliser emissions at processor level for the period from 2025, with a review in
2022

41. The large majority of submitters supported taking action to reduce agricultural
emissions.  In general,  farm-level  pricing of  livestock emissions was supported
across all stakeholder groups as compared to processor-level pricing. The major
agricultural  organisations supported a pricing mechanism as part  of  a broader
policy  p ckage  to  incentivise  agricultural  emissions  reductions  –  but  only  if
farme s a e able to account for all  on-farm removals as well  as sources. The
Minister of Agriculture and I have directed officials to report back in six months’
time n how emissions pricing (or a separate policy mechanism) could account
or non forestry offsetting, including shelterbelts and other on-farm planting.

2. In  general,  the  agricultural  sector  was opposed to  a processor-level  price  on
fertiliser  emissions.  They  believed  a  single  price-based  mechanism  could
undermine the consideration of nitrogen fertiliser use as part  of  a whole farm
system  approach.  However,  horticulture  and  other  lower-emitting  agricultural
industries believed the administrative costs of pricing fertiliser emissions at the
farm level  outweighed  the  benefits.  Some fertiliser  organisations  supported  a
hybrid approach to enable a choice about where the point of obligation would sit.

43. Agricultural  processors  (including  dairy  factories,  abattoirs  and  fertiliser
manufacturers and importers) are already required under the Act to report on the
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emissions  of  certain  agricultural  activities  in  each  calendar  year.  However,
currently the Act prevents processors from surrendering units in relation to those
activities.  I  note  the  Act  also  currently  defines  agricultural  participants  and
activities  that  may  face  obligations  and  receive  free  allocation  at  both  the
processor and farm level, as well as allowing for obligations on both livestock and
fertiliser emissions to be swapped from processor level to farm level by Order in
Council.

44. Taking into account the public submissions received, I propose to amend the Act
to enable farm-level pricing of livestock emissions and processor-level pricing of
fertiliser  emissions in  the  NZ ETS from 1  January  2025.  Reporting  wou d be
mandatory at the farm level for livestock emissions from 1 January 2024 (and
would continue at processor level for fertiliser emissions). I consider his i  ikely
to be the most efficient and effective means of achieving our targets and ensuring
the agricultural sector’s contribution to the transition to a low-emissions economy.

45. Although there was limited support for pricing fertiliser emissions a  the processor
level,  I  believe  this  is  necessary  to  avoid  imposing  significant  additional
administrative  costs  to  government  and  the  sect r  without  also  providing
additional incentives. I propose we continue to review the benefits of a farm-level
or hybrid approach, if the science develops enough to demonstrate the impacts of
on-farm variables (e.g. soil type, regional variation  on m igation incentives.

Getting  to  farm-level  pricing  will  take  some time,  and  I  propose  legislative
milestones to signal the transition

46. The Interim Committee noted establishing a farm-level pricing scheme would take
some  time,  but  could  be  in  place  by  2025.  It  recommended  further  work  to
develop emissions calculation tools and an appropriate method of free allocation,
as well  as building the administ ation system. These are essential  features to
ensure farmers have the tools and advice to be responsive to farm-level pricing.

47. Flexibility around timefram s is also critical, given the concerns around technical
feasibility and cost-effectiveness of farm-level pricing. There are many detailed
policy consider tions yet to be worked out, which will help to determine the core
legislative and regulatory design features of the farm-level pricing scheme.

48. Therefore, I also propose the Act be amended to require the Minister for Climate
Change and Minister of Agriculture to table a report in Parliament no later than 31
December 2022 on the feasibility of farm-level pricing. I expect the report will be
informed by advice from the independent Commission and that it must consider
the mos  appropriate:

48.1. arm-level  pricing  mechanism,  including surrender  obligations in  the NZ
ETS or a levy/rebate scheme;

48.2. definitions of farm-level participants and agricultural activities;

48.3. methodologies for calculating on-farm emissions and removals;

48.4. level, method of calculation and phase-out rate of free allocation (or rebate
process in an equivalent levy/rebate scheme), which must be informed by
advice  obtained  by  the  Minister  for  Climate  Change  from  the  Climate
Change Commission;
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48.5. mechanisms to calibrate methane relative to other greenhouse gases and
recognise  on-farm  removals  (including  but  not  limited  to  forestry,
vegetation and plantings);

48.6. organisation(s) with responsibilities for administration; 

48.7. data and information requirements to run the scheme, including how that
data is used, shared or published by the administrator;

48.8. processes, materials and tools to guide engagement with the scheme; and

48.9. any required legislative and regulatory amendments for the above.

49. I do not propose to amend the Act to enable voluntary farm-level reporting in the
NZ ETS from 2023, but rather to facilitate this through guidelines de eloped as
part of the Action Plan. There would not be enough time after the 2022 report is
tabled to develop the necessary supporting regulations, should farm evel pricing
proceed in 2025. Nevertheless,  voluntary reporting guidelines wil  be a critical
step in the lead-up to farm-level pricing to test the developme t a d accuracy of
systems for estimating, reporting and verifying emissions.

50. I also propose to allow some flexibility around the exact start dates for mandatory
farm-level reporting and surrender obligations on lives ock emissions, by allowing
these to be deferred by Order in Council by any pe iod necessary and as many
times as  necessary.  As a  result,  farm-level  pricing  o  livestock  emissions will
apply from 2025, unless that start date is deferred by an Order in Council,  in
which case processor-level surrender obligations would apply instead.

A plan is needed to build capacity and prepare farmers for farm-level pricing

51. An integral part and challenge of implemen ng a farm-level pricing scheme will be
building  the  capability  of  farmers  and growers.  A  2018  survey by  MPI  found
significant  gaps in  farmers’  understanding of  their  on-farm emissions:  14% of
livestock farmers surveyed had estimated their livestock emissions, but only 2%
in the last two years knew their on-farm emissions.

52. There  are  also  some  over aps  with  this  farm-level  policy  package  and  the
Essential Freshw ter p ckage, soon to be announced for public consultation. The
key freshwater proposals of particular relevance to agricultural greenhouse gas
emissions include:

52.1. the requirement for all farmers to have freshwater farm plan modules that
are th d-party certified by 2025;

52.2. new National Environmental Standards to place interim restrictions on land
use intensification (applying from mid-2020); and

52.3. new  requirements  for  stock  exclusion  and  addressing  sediment
discharges.

53. I propose that officials develop a plan of action (the Action Plan) together with the
agricultural sector and iwi/Māori. The Action Plan, jointly administered by MfE and
MPI, will build the necessary on-farm systems and capability to support farm-level
pricing from 2025. Supporting measures could include:

53.1. a climate change module in any requirement for integrated farm plans;

53.2. tools for estimating emissions at the farm level;
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53.3. increased farm advisory capacity and capability;

53.4. capacity-building tools and support for Māori landowners;

53.5. incentives for early adopters; and

53.6. recognition of on-farm mitigation (e.g. small plantings, vegetation). 

54. The  Action  Plan  will  need  to  consider  integration  with  the  new  freshwater
requirements  for  farmers,  growers  and  landowners,  particularly  in  relation  to
rolling out  integrated farm plans and other  tools  to  support  farmers’  decision-
making and avoiding the duplication of effort.

I have considered two options for getting started in the interim period be ore
2025, and there are trade-offs that need to be balanced

55. Although it will take some time to implement a farm-level pricing cheme  there
are opportunities to get started before 2025 and make progress to incentivise
agricultural emissions reductions and support the interim transition to farm-level
pricing.  I  considered  and  consulted  on  two  proposals  for  an  interim  policy
measure:

55.1. Option  1:  pricing  livestock  and  fertiliser  emissi ns  in  the  NZ  ETS  at
processor level (as recommended by the In erim Committee); and

55.2. Option 2: a formal agreement with the ecto  with commitments to reduce
agricultural emissions and support the move to farm-level pricing (based
on the Primary Sector Leaders Group’s proposal provided in Appendix 3). 

56. Both options are different ways of getting o the same result of farm-level pricing –
but each has its own advantages and disadvantages. In assessing both options, I
have  considered  the  Government s  overa ching  objectives  for  climate  change
policy, including leadership a  home and internationally; a productive, sustainable
and climate-resilient econom ; and  just and inclusive society.

57. The  Parliamentary  Counsel  Office  (PCO)  is  currently  preparing  preliminary
drafting for both options on t e basis of the legislative proposals that were agreed
by Cabinet for public consultation. Either option would be supported by the Action
Plan to be develop d in ollaboration with the sector and iwi/Māori.

In the interim, I recommend the Interim Committee’s recommendation of pricing
livestock and fertiliser emissions at processor level in the NZ ETS (Option 1),
complemented by a commitment to free allocation stability and a mechanism
for the sect r to influence how proceeds are recycled

58.  consider Option 1 provides a stronger investment signal and regulatory line of
sight. t  introduces a policy lever to price and manage emissions immediately,
helping  shape  investment  decisions  and  contributing  towards  meeting  targets
from the start of the 2020s. Processor-level obligations also help encourage all
processors to work with their suppliers to reduce on farm emissions, whereas at
present some may be doing this more than others. I also consider this approach
to  be  a  more  efficient  and  equitable  approach  by  aligning  more  closely  with
emissions pricing in other sectors of the economy.

59. Therefore, as an interim measure, I  recommend pricing livestock and fertiliser
emissions at processor level in the NZ ETS by amending the Act to:
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59.1. apply processor-level  surrender obligations for both livestock and fertiliser
emissions, for emissions from the year beginning 1 January 2021;

59.2. amend the existing level of free allocation to agriculture from 90% percent
to 95% (to give effect to the Coalition Agreement); and

59.3. require  free  allocation  to  be  calculated  at  the  same time as  emissions
reporting occurs, resulting in a net surrender obligation.

60. Non-farmer/industry submissions expressed a firm preference for this option for
the same reasons of regulatory and investment certainty, economic efficiency and
fairness stated above. A slight majority of iwi/Māori submissions (both writte  and
oral) favoured this option, emphasising the importance of a strong partner hip
approach  and  support  for  Māori  landowners.  However,  it  is  worth  noti g  iwi
organisations with specific interests in Māori agribusiness and the primary sector
stated a preference for Option 2.

61. There  was  some concern  emissions  pricing  would  place  added  financial  and
social pressures on the sector and rural communities, pa ticu arly as a result of
land-use change and the conversion of farming to forestry  However, separately
through the Zero Carbon Bill departmental report, I am proposing measures to
ensure a balanced approach to afforestation. My pr pos d approach will  help
ensure  we  as  a  country  strike  the  right  balanc  between  gross  emissions
reductions (e.g. from energy and transport) and ne  emissions (including forestry
sequestration).

62. Furthermore, as per the Coalition Agreement, free allocation would be provided to
agricultural processors at 95%. The Act currently calculates free allocation on the
basis of production output (i.e. meat, milk and fertiliser production) and I intend to
retain this in the Act. Free allocation at 95% would ensure that costs are modest
and mitigate the risk of adve se effects, including potential impacts on profitability
and international competitiveness, and emissions leakage.

63. To ensure certainty and stability for the agricultural sector and rural communities,
I propose to keep th  free al ocation rate at 95% for five years. I also propose any
decisions on the phas -out of free allocation to agriculture must be informed by
the 2022 ministeria  report and advice from the Commission (as these decisions
will be in other sectors of the economy). The phase-out rate of free allocation to
agriculture  is  currently  set  at  1% per  year  in  the  Act,  but  this  is  temporarily
suspended until a date to be confirmed by Order in Council.

64. Therefore, I also recommend amending the Act to:

64.1. specify that any phase-out of free allocation to agriculture must start no
earlier than 1 January 2025;

64.2. require the Commission to provide the Minister for Climate Change with
advice on the phase-out of free allocation to agriculture by 1 March 2022,
including recommendations on the end date for the temporary suspension
and the level and phase-out rate of free allocation at farm level; and

64.3. require that,  if  regulations are made in future affecting the level  of  free
allocation to agriculture, the Commission must prepare advice on phase-
out and provide the Minister for Climate Change with a report detailing its
recommendations for those regulations.
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65. It will also be important to take into account the sector’s ongoing improvements in
emissions intensity and avoid the risk of ‘over-allocation’ (wherein free allocation
to agricultural participants could end up exceeding obligations). Therefore, I also
propose to amend the Act to require the Minister for Climate Change to:

65.1. set allocative baselines for agricultural activities through regulations;

65.2. consider and update these allocative baselines through regulations no later
than five years after the date in which they are last updated; and

65.3. in setting these allocative baselines through regulations, have regard to th
most recent available greenhouse gas inventory. 

66. I note the above proposals would apply only to free allocation to agriculture and
not to other sectors eligible for industrial allocation.

67. There are also concerns a processor-level price does not recognise o  reward the
full suite of actions farmers can take to reduce emissions. Economic modelling
found current emissions prices coupled with 95% free allocation would achieve
limited emissions reductions (around 0.26% of  total  agr cultural  emissions per
year), assuming modest drops in milk and meat produ tion and a small increase
in afforestation. The model allows for on-farm efficiency m asures as described in
the  2018  Biological  Emissions  Reference  Group  (BERG)  report5;  however;  it
assumes  these  measures  would  not  be  taken  up  th ough  a  processor-level
pricing scheme. Clearly  we will  need to  do more in  the medium-long term to
reduce emissions.

68. As per the Coalition Agreement, the equ valent proceeds from pricing agricultural
emissions in  the NZ ETS could be recy led back to  the sector  to  encourage
mitigation, innovation and planting of fores ry. Total funding would be equivalent
to the net value of units allocated and surrendered (approximately $40-50 million
per annum at current emissions ev ls and carbon prices).6

69. I propose Cabinet agree t  establish an Agricultural Emissions Fund (the Fund)
as a Crown memoranda account to recycle funds equivalent to proceeds from
pricing agricultural emissions in the NZ ETS to support the implementation of the
Action  Plan  tow rds  a  workable  and  effective  farm-level  pricing  scheme,
including:

69.1. rolling out in egrated farm plans that include a climate change module;

69.2. deve oping a tool to estimate on-farm emissions and removals to enable
fa m-level emissions reporting and pricing;

69.3. advice and support for farmers and Māori landowners;

69 4 financial support for mitigation efforts;

69.5. recognition of existing high-performing farms; and

69.6. research and development (in lieu of sector’s current contribution through
the Pastoral Greenhouse Gas Research Consortium).

5 Dairy mitigation practices include farm-specific changes, such as reduced fertiliser use, change in supplement
feed,  reduced  cow numbers  with  no  change in  milk  production  per  cow,  once-a-day  milking,  and  planting
forestry on effective milking platform. Sheep and beef mitigations (based on Reisinger et al.,  2017) include
reduced stocking rate while maintaining production, removal of breeding cows and planting forestry on pasture.
6 Total proceeds will depend on how regulations are set and the actual emissions in a given year.  Note the
Interim Committee initially estimated proceeds at $47 million.
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70. I also seek Cabinet approval to establish, alongside the Minister of Agriculture, a
small  Governance Group of  government,  sector  and iwi/Māori  representatives
responsible for overseeing the Fund and implementation of the Action Plan, which
will be supported by a technical working group comprising members with relevant
expertise  from  the  agricultural  sector,  iwi/Māori  organisations  and  relevant
government agencies. I propose that Cabinet delegate decisions regarding the
design of the Fund and its Governance Group to me, the Minister of Agriculture,
Minister for the Environment and the Minister of Forestry. I  will  report back to
Cabinet to confirm the funding and governance arrangements.

71. I note regulatory amendments will be required in 2020 to support processor level
obligations from 2021, including updating emissions factors and setting allocative
baselines. I recommend these regulations be updated as soon as possible, nd I
will return to Cabinet for approval to consult with affected stakeholders on these
proposed amendment regulations.

I consider the sector leaders’ proposal (Option 2) lacks the necessa y level of
accountability and enforceability

72. There are some advantages to a formal sector-governmen  ag eement. It could
achieve greater buy-in from the agricultural sector and rur l communities. It could
also enable the sector to manage a diverse range f environmental outcomes,
including freshwater and biodiversity,  and could mitigate the short-term risk of
their cumulative financial impacts.

73. A significant majority of farmers, growers and industry organisations supported
this option. They considered sector cooperation and capability would be essential
for meeting the proposed legislative mile tones and ensuring farm-level pricing
and other proposals will  be workable and effective on the ground. While most
iwi/Māori  submissions  preferred  Opt on  1  those  with  specific  primary  sector
interests, including Māori ag business owners, supported Option 2. However, by
proposing that Option 1 include the sector in decisions about how proceeds are
recycled, I  am taking steps to ensure strong sector cooperation and capability
improvements.

74. In  the  Commitment,  sector  leaders  have  committed  to  reprioritising  $25m  of
annual levy funding to support climate change mitigation and adaptation, as well
as raising additional funding, if  required, under a co-investment approach with
government. The Commitment also expressly recognises the value of tikanga and
mātauranga Māori,  as well  as the  importance of  partnership  with  iwi/Māori  to
deliver on the Commitment’s key actions and milestones.

75.  belie e  the  Commitment  as  it  stands currently  lacks  a  significant  degree of
accountability and legal enforceability. Sector leaders have not yet committed to
unconditional  support  of  emissions  pricing  from  2025;  their  proposal  puts  a
number of conditions on how a pricing mechanism would be implemented. As a
result, the proposal provides less short-term assurance of agricultural emissions
reductions and less investment predictability.

76. For  example,  in  2018,  the  UK  Climate  Change  Commission  reviewed  the
effectiveness of the UK government’s land use policy in meeting climate change
goals. They found that the existing policy framework, which involves an industry-
led voluntary approach to emissions reduction in agriculture, is not on track to
deliver the required levels of emissions reduction.
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77. If Cabinet were to advance this option, we would need to bolster accountability in
the Commitment,  and its legal enforceability, as much as possible. This could
take time, with no guaranteed outcome. I would recommend amending the Act to:

77.1. include an annual review of progress in 2020-2022, including a description
of  progress  towards  meeting  the  legislative  milestones  for  farm-level
reporting  and  surrender  obligations,  as  well  as  recommendations  to
address any barriers to implementation;  

77.2. require the Minister for Climate Change to appoint an independent monitor
(such as an auditing or consultancy firm) to complete the annual review
by 30 June of 2021, 2022 and 2023 for each of the years prior; and

77.3. create  a  regulation-making  power  to  apply  processor-level  sur nder
obligations for agriculture by Order in Council at any time prior to 2025, if
the  Minister  for  Climate  Change  in  consultation  with  the  Minister  of
Agriculture is satisfied there is insufficient progress towards meeting the
legislative milestones for farm-level reporting and pricing  having regard to
any report provided by the independent monitor in making his decision.

78. I  would also recommend officials conduct further discussions with the Primary
Sector Leaders Group to seek sector leaders’ commitment to:

78.1. reflect the governance model proposed or he Fund in Option 1, including
both representation and technical supp rt from the sector, government and
iwi/Māori; and

78.2. include in  the  Commitment  stronger  support  for  a  farm-level  emissions
pricing mechanism from 2025,  and if  not  achievable,  acknowledgement
that the Government will price emiss ons at the processor level from 2025;
and

79. Ensuring that there is sufficie t fund ng to implement the Commitment’s Five-Year
Programme  of  Action  is  n  important  part  of  moving  to  a  farm-level  pricing
scheme. I have considered options to legislate that the Commitment raise annual
funds equivalent to that raised under Option 1, including introducing a new levy
on agricultural ac ivities in the Act and/or an additional regulatory ‘backstop’ that
is triggered if the sector is unable to raise equivalent funds.

80. I  have weig ed the pros and cons of legislating these options. Neither one is
attracti e, given the challenges and delays associated with increasing agricultural
levies  gener l uncertainty over the amount of funding required and an overall risk
of losing se tor buy-in. Instead, if Cabinet were to advance this option, I propose
hat the Government work with the sector to cost the Five-Year Programme of
Action by an agreed date and detail where additional sources of funding will come
from if a shortfall is identified. While this does not guarantee additional funding,
the proposed co-governance model should hold the sector accountable, including
on  its  commitment  to  raise  additional  funding,  if  necessary,  through  a  co-
investment approach with government.

81. I  acknowledge that  this  approach could also increase the risks of  delay. This
could  be  mitigated  by  setting  an  agreed  deadline  for  negotiations  to  be
completed.  If  this  deadline  is  not  met,  there  remains  the  ‘backstop’  option  of
introducing processor-level obligations in the NZ ETS at any time.
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82. I consider the above proposals (along with the 2022 report) would strike a better
balance between encouraging sector buy-in and ownership of the climate change
challenge,  at  the  same  time  as  providing  regulatory  backstops  if  there  was
insufficient progress towards meeting legislative milestones.

Consultation

83. A short, focused consultation took place for four weeks over 16 July–13 August.
This included roadshows, technical workshops and hui led by officials from the
MfE and MPI in a total of 18 urban and regional centres.

84. Consultation material  included the public discussion document and the Int rim
Committee’s  report  and technical  appendices,  as well  as various online tools.
Despite it being calving season, there was strong attendance at public meet ngs
from farmers, growers and industry organisation representatives  A t tal of 3,976
written submissions were received.

85. As noted, submissions generally supported the proposal or a farm level pricing
scheme as compared to processor-level pricing, provided that a  removals were
accounted for as well as sources. However, non-agricultural bmitters, including
individuals,  NGOs,  think-tanks,  universities  and  research  institutes,  tended  to
prefer Option 1 over Option 2, compared to agricu tural s ctor submitters.

86. Consultation also included a range of targeted material to provide information and
seek  feedback  on  iwi/Māori-specific  impacts  There  were  two  hui  held  in
Wellington and Rotorua as requested specifically by representatives of Ngāi Tahu
and  Te  Arawa.  Iwi/Māori  submission  both  written  and  oral,  supported
recognition  of  Te  Tiriti  and a  st ong par nership  approach in  the  Action  Plan
towards farm-level pricing, but were divided over Option 1 and Option 2 in the
interim. A slight majority of iwi/Māori o ganisations favoured Option 1, compared
to a minority with specific interests i  the primary sector who preferred Option 2.

87. The  Environmental  Prote tion  Authority  (EPA),  MPI,  Ministry  of  Business,
Innovation and Employment  Ministry of Foreign Affairs and Trade (MFAT), Office
for Māori Crown Rela ions – Te Arawhiti, Te Puni Kōkiri and the Treasury were
consulted on the p oposals in this paper. The Department of Prime Minister and
Cabinet was informed.

88. MPI consider  a farm-level livestock emissions pricing scheme is likely to be the
most effect ve means of delivering on the Government’s objectives in the long
term.  H wever, implementing a farm-level emissions pricing scheme by 2025 will
be challenging, and significant work is needed in partnership with the sector to
determ ne  whether  a  farm-level  scheme  can  be  technically  feasible  and
administratively cost-effective.

89 MPI  considers  that  either  Option  1  (a  processor-level  ETS)  or  Option  2  (a
modified formal sector-government agreement) would serve as a viable option in
the interim.

90. As the options currently stand, MPI considers Option 1 has technically greater
merit,  as  it  introduces  a  policy  lever  now  to  price  and,  therefore,  manage
emissions over  time,  impacting  investment  decisions and contributing towards
meeting New Zealand’s targets from the start  of  the 2020s.  However,  it  could
present risk to future buy-in from agriculture stakeholders to the Government’s
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adaptation  planning,  as  well  as  a  greater  reflection  of  Te  Tiriti  o  Waitangi
principles and tikanga and mātauranga Māori. This feedback must be considered
alongside concerns from Māori primary sector groups regarding the ambition of
the  2050  biogenic  methane  target  and  the  potential  distributional  impacts  of
policies on Māori land use and development.

Legislative implications

117. As agreed by Cabinet,  the Parliamentary Counsel  Office (PCO) is  preparing
preliminary legislative drafting for both Options 1 and 2, which will assist draft tex
on agriculture to be included shortly after the introduction of the Bill to the House
of Representatives.

118. Many  of  the  farm-level  policy  decisions  require  further  complex  and  robust
analysis, and I have recommended leaving the current settings in he Act until
after the 2022 ministerial report. I note a number of regulations w ll be required
throughout 2023/24 to enable mandatory reporting from 2024 and pricing from
2025 for livestock emissions at farm level. If the 2022 rep rt con iders significant
changes are needed to the default settings, further legisla ive hanges may be
required in this period.

119. I will issue further drafting instructions to PCO, ba ed on the decisions agreed
by Cabinet  in this  paper,  and propose the agriculture text  be provided to the
Select Committee considering the Bill no later than the end of October 2019. This
will enable the Select Committee to consider, and call for public submissions on,
the  agriculture  decisions  and  drafting  as  soon  as  practicable.  The  Select
Committee  may  choose  to  adopt  the  drafted  text  itself,  or  it  will  be  formally
introduced as a supplementary order paper (SOP).

120. In order to ensure the scop  of the Bi l is broad enough to incorporate decisions
on agriculture, I propose Cabinet agree to include the 2025-onwards proposals in
the Bill at its initial introduc ion. In line with the decisions in this paper, the Bill as
introduced would apply obligations to fertiliser emissions at processor level and
livestock emiss ons at farm level from 2025. The later draft text (or SOP) would
then include the detail and settings on the interim period (2020-2024) and any
other  necessary  improvements.  Nevertheless,  we  should  announce  the  full
package as soon as possible to ensure it operates as a cohesive whole.

Regulato y imp ct analysis

121 A Quali y Assurance Panel with representatives from MfE, MPI and the Treasury
Regulatory Quality Team (RQT) has reviewed the Regulatory Impact Assessment
(RIA) “Reducing greenhouse gas emissions from the agriculture sector” produced
by MfE and dated September 2019.

122. As a part of its assessment, the Panel also considered the Interim Committee’s
report, Landcare Research’s modelling report prepared for MPI, a supplementary
cost-benefit analysis done by MfE and a selection of stakeholder submissions.

123. The Panel considers that the RIA meets Cabinet’s Quality Assurance criteria.

124. The Panel notes that while the nature of the policy area means that the analysis
can be complex, the analysis is sound.
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125. The Panel considers the summary section of the RIA should have included more
discussion  of  the  potential  net  benefits  of  options  for  a  farm-level  scheme.
Analysis  of  this  is  covered  in  the  Interim  Committee’s  report  and  Landcare
Research’s modelling, and in the RIA’s multi-criteria analysis, but a clear upfront
summary would have aided clarity and improved confidence in the potential of a
farm-level scheme. The potential viability of a farm-level scheme is an important
element in deciding whether to have an interim scheme.

126. Notwithstanding the consultation the Interim Committee had already undertaken,
the Panel  notes that  the four  weeks’  consultation period was unusually  short
While comprehensive submissions were provided by a wide range of organis d
interest groups, the short  period would have inhibited submissions from s me
individuals. It will be important for officials to consult further during imp ement tion
of  the  interim  approach,  whether  this  is  the  processor-level  scheme  or  the
industry agreement. Consultation will also be key to understanding the impacts of
the farm-level scheme.

127. RQT considers that the information and analysis summarised in the RIA meets
the quality assurance criteria.

Human rights

128. There  are  no  inconsistencies  between  the  proposa s  in  this  paper  and  the
Human Rights Act 1993.

Gender implications

129. There are no significant gender implicatio s in this paper.

Disability implications

130. There are no significant d sability implications in this paper.

Publicity

131. I propose to nnounce the decisions in this paper, once agreed by Cabinet, for
consideration during the Select Committee stage as soon as possible.

Proactive Release

132. I inten  to release this paper proactively once agreed by Cabinet, subject to
edac ions as appropriate under the Official Information Act 1982.

Recommendations

Th  Minister for Climate Change recommends that the Committee:

Background

1. Note  the Interim Climate Change Committee (Interim Committee) made several
key recommendations for action on agricultural emissions;

2. Note short, focused consultation on the Government’s proposed response to the
Interim Committee’s recommendations occurred over 16 July–13 August, which
prompted a total of 3,976 submissions;
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3. Note the Parliamentary Counsel Office (PCO) is preparing preliminary drafting on
the  basis  of  legislative  proposals  that  were  agreed  by  Cabinet  for  short  and
focused consultation [ENV-19-MIN-0039 and CAB-19-MIN-0337 refer];

A farm-level emissions pricing scheme

4. Note  there was general  support  across all  stakeholder groups for a farm-level
price on emissions as part of a broader policy package to incentivise agricultural
emissions  reductions,  provided  that  all  on-farm  emissions  removals  could  be
counted as well as sources;

5. Note the Act currently defines agricultural participants and activities that may fa e
obligations and receive free allocation at both the processor and farm level

6. Note that agricultural processors (including dairy factories, abattoirs and ert iser
manufacturers  and  importers)  are  already  required  under  the  Climate  Change
Response Act 2002 (the Act) to report emissions from certain ag cultur l activities
in a calendar year, but the Act currently prohibits obligations in he NZ ETS in
relation to these activities;

7. Note the Act allows for obligations on both livestock and fer liser emissions to be
swapped from processor level to farm level by Order in Co ncil;

8. Note the policy intent to price livestock emission  at the farm level and fertiliser
emissions at the processor level from 2025, w th fl xibility to review the eventual
farm-level pricing mechanism and design, as well  as the requirement that both
livestock  and fertiliser  emissions are  priced at  t e  processor  level  in  the New
Zealand Emissions Trading Scheme (NZ ETS) if farm-level pricing is not deemed
feasible or cost-effective by 2025;

9. Note  that flexibility around timeframes in legislation is required, given the core
farm-level policy design features are yet to be determined and there are some
concerns around the feasibili y and cost-effectiveness of implementing farm-level
pricing;

10.Agree to amend the Climate Change Response Act 2002 (the Act) to:

10.1. apply farm level s rrender obligations on livestock emissions and processor-
level  obligatio s  on  fertiliser  emissions,  for  emissions  from  the  year
beginn ng 1 January 2025;

10.2. requ e mandatory farm-level reporting obligations on livestock emissions in
he NZ ETS, for emissions from the year beginning 1 January 2024;

10.3. am nd the level of free allocation to agriculture in the Act from 90% to 95%,
a  per the Labour-New Zealand First Coalition Agreement;

10.4. require  free  allocation  to  be  calculated  at  the  same  time  as  emissions
reporting occurs, with the resulting allocation net off  against the relevant
surrender obligation, thereby resulting in a net surrender obligation; and

10.5. enable the proposed timeframes in recommendations 10.1 and 10.2 to be
deferred  by  Order  in  Council  by  any  period  and  as  many  times  as
necessary, in which case processor-level surrender obligations would apply
from 2025 under the same settings (including 10.3 and 10.4 above);
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17.3. require that, before regulations are made in future affecting the level of free
allocation to agriculture:

17.3.1. the Commission must prepare advice on phase-out and provide the
Minister for Climate Change and the Minister of Agriculture with a
report detailing its recommendations for those regulations; and

17.3.2. the Minister must consider the recommendations of the Commission
prior to making regulations affecting the level of free allocation to
agriculture;

17.4. require the Minister for Climate Change to:

17.4.1. set allocative baselines for agricultural activities through regulations;

17.4.2. consider and update those allocative baselines through regulat ons
no later than five years after the date in which they are st updated;
and

17.4.3. in  setting  those  allocative  baselines  through  regulations,  have
regard to the most recent available greenhou e gas nventory;

18. Note the above proposals apply only to agricultural activit es and are not intended
to apply to other activities or participants eligible for industrial allocation;

19. Note  agricultural  processors  have  been  epo ting  livestock  and  fertiliser
emissions  in  the  NZ  ETS  since  2012,  al owing  adequate  time  for  those
participants to become familiar with NZ ETS repo ting requirements;

20. Agree to amend the Act:

20.1. so that agricultural  processors (for both livestock and fertiliser emissions)
would  be  subject  to  NZ  ETS  penalt es  regimes  from  their  first  year  of
surrender obligations in the NZ ETS;

20.2. to retain the transitional p ovisions for penalties to farmers (for both livestock
and fertiliser emission ), meaning they are not subject to these penalties in
their first year of surrender obligations in the NZ ETS but would be subject to
penalties from the r second year of surrender obligations;

A joint and integrated Action Plan towards farm-level pricing

21. Note an integral p rt and challenge of implementing a farm-level pricing scheme
will be building the capability of farmers, growers and other land users;

22. Note that Budget 19 allocated $229 million to a Productive and Sustainable Land
Use Package, which specifically included $122 million to:

22.1. p ovide information, tools and on-the-ground advice to support farmers and
Māori agribusinesses making change to more environmentally sustainable
and higher-value production; 

22.2. improve on-farm emissions data and upgrade decision and regulatory tools;
and

22.3. protect high-value food exports and update our official assurances system;

23. Note  the  overlaps  between  the  proposals  in  this  paper  and  the  Essential
Freshwater package and the need for an integrated on-farm approach;
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31.5. incentives for existing high-performing farms; and

31.6. research and development (in lieu of sector’s current contribution through
the Pastoral Greenhouse Gas Research Consortium);

32. Authorise the Minister for Climate Change and Minister of Agriculture to appoint
a small Governance Group of government, sector and iwi/Māori representatives
to  oversee  the  Fund  and  implementation  of  the  Action  Plan,  which  will  be
supported  by  a  technical  working  group  comprising  members  with  relevant
expertise  from the agricultural  sector,  iwi/Māori  organisations and government
agencies;

33. Agree to delegate decisions regarding the design of the Fund and its Governance
Group to the Minister for Climate Change, Minister of Agriculture, Min ster f r the
Environment and Minister of Forestry;

34. Note  the Minister for Climate Change will report back to Cabinet to confirm the
funding and governance arrangements for the Fund;

35. Note that New Zealand’s international trade obligations w  n ed to be taken into
account in the design and implementation of the Fund;

OR Option 2: A formal sector-government agreement (not preferred)

36. Agree to develop a formal sector-government agreement based on the Primary
Sector Leaders Group’s proposal, He Waka Eke Noa: A Primary Sector Climate
Change Commitment (the Commitment) provided in Appendix 3;

37. Note  the Commitment as it stands lacks accountability and legal enforceability
mechanisms,  as  well  as  a  sa isfactory  degree  of  commitment  to  agricultural
emissions reductions and farm-level pricing from 2025;

38. Agree to  bolster  accountability  and  en orceability  in  the  Commitment  by
amending the Act to:

38.1. include an annual rev ew of progress in 2020-2022, including a description
of  progress  towards  meeting  the  legislative  milestones  for  farm-level
reporting  and  o ligations,  as  well  as  recommendations  to  address  any
barriers to impleme tation;  

38.2. require the Minister for Climate Change to appoint an independent monitor
(such a  an auditing or consultancy firm) to complete the annual reviews by
30 June of 2021, 2022 and 2023 for each of the years prior; and

38 3 create  a  regulation-making  power  to  apply  processor-level  surrender
obligations for agriculture to commence by Order in Council at any time prior
to 2025, if the Minister for Climate Change in consultation with the Minister
of  Agriculture  is  satisfied  there  is  insufficient  progress  towards  meeting
these legislative milestones, having regard to any report  provided by the
independent monitor in making this decision;

39. Agree to further discussions with the Primary Sector Leaders Group to seek the
sector leaders’ commitment to:

39.1. reflect  the governance model  in  Option 1,  including a  small  Governance
Group of government, sector and iwi/Māori representatives to oversee the
funding and implementation of the Commitment’s Five-Year Programme of
Action,  which will  be supported by a technical  working group comprising
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50. Note a number of regulatory amendments are likely to be required throughout
2023/24  to  enable  mandatory  farm-level  reporting  from  2024  and  farm-level
pricing from 2025 for livestock emissions;

51. Authorise the Minister for Climate Change, in consultation with the Minister of
Agriculture as appropriate, to further clarify and develop policy matters relating to
the amendments proposed in this paper, in a way not inconsistent with Cabinet’s
decisions;

52. Note  the decisions in  this  paper  will  be  introduced in  two stages in  order  to
ensure the scope of the Bill is broad enough to permit inclusion of the proposed
amendments for agriculture either through Select Committee or a supplementary
order paper (SOP):

52.1. at introduction on 23 September, the Bill will include farm-level obligat ons
on  livestock  emissions  and  processor-level  obligations  on  fertiliser
emissions at 2025; and

52.2. during Select Committee, the draft text will include Cabin t decisions on the
interim option, as well as any other consequentia  imp ovements;

53. Agree legislative drafting will be introduced to the House of Representatives for
inclusion in the Bill no later than 31 October 2019

54. Agree that, to facilitate timely implementation of Cabinet s decisions, the Minister
for  Climate  Change  may  share  this  Cabinet  paper,  drafts  of  further  Cabinet
papers on related issues, drafting instructions to the PCO, subsequent drafts of
amendments and related documents with the Environmental Protection Authority
as a key agency in the proposed amendm nts;

55. Note  amendments  to  secondary  egulati ns  will  also  be  required  in  2020,
including updating emissions factors and setting allocative baselines, to support
processor-level obligations fr m 1 J nuary 2021;

56. Note the Minister for Clima e Change will return to Cabinet in 2020 to agree the
proposed amendment regula ions for consultation with affected stakeholders;

57. Invite the Ministe  for Climate Change to return to Cabinet in 2020 for approval to
consult on the updated emissions factor regulations in 2020;

Regulatory Impact Statement

58. Note the easury’s Regulatory Quality Team considers the attached regulatory
impact assessment (Appendix 2) meets the quality assurance criteria;

Publicity and proactive release

59. Agree to announce all decisions in this paper as a whole cohesive package, once
agreed by Cabinet, for consideration during the Select Committee stage as soon
as possible;

60. Note the Minister for Climate Change intends to release this paper proactively,
subject to redactions as appropriate under the Official Information Act 1982.

Authorised for lodgement.
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Hon. James Shaw

Minister for Climate Change
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Appendix 1. 

Submissions Analysis

31

381nyb2ptx 2019-09-13 10:05:28

Draft version of Submissions Analysis withheld as final version is to be publicly 
released at the same time as this cabinet paper.

Proa
cti

ve
ly 

rel
ea

se
d



Appendix 2. 

Regulatory Impact Analysis
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Appendix 3. 

He Waka Eke Noa: A Primary Sector Climate Change Commitment
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I N  C O N F I D E N C E
ENV-19-MIN-0047 

Cabinet Environment, 
Energy and Climate 
Committee
Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and 
handled in accordance with any security classification, or other endorsement. The information can only be 
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Action on Agricultural Emissions: Final Policy Proposals

Portfolio Climate Change

On 12 September 2019, the Cabinet Environment, Energy and Climate Committee agreed to 
recommend that Cabinet:

Background

1 note that the Interim Climate Change Committee (I terim Committee) made several key 
recommendations for action on agricultural emissions

2 note that short, focused consultation on the government’s proposed response to the Interim 
Committee’s recommendations occurred ov r 16 July–13 August 2019, which prompted a 
total of 3,976 submissions;

3 note that the Parliamentary Cou sel Off ce (PCO) is preparing preliminary drafting on the 
basis of legislative proposals hat were agreed by Cabinet for short and focused consultation 
[ENV-19-MIN-0039];

A farm-level emission  pric ng scheme

4 note that there was general support across all stakeholder groups for a farm-level price on 
emissions as p rt of a broader policy package to incentivise agricultural emissions 
reductions, rovided that all on-farm emissions removals could be counted as well as 
source ;

5 note th t the Act currently defines agricultural participants and activities that may face 
bligations and receive free allocation at both the processor and farm level, 

note that agricultural processors (including dairy factories, abattoirs and fertiliser 
manufacturers and importers) are already required under the Climate Change Response Act 
2002 (the Act) to report emissions from certain agricultural activities in a calendar year, but 
the Act currently prohibits obligations in the NZ ETS in relation to these activities; 

7 note that the Act allows for obligations on both livestock and fertiliser emissions to be 
swapped from processor level to farm level by Order in Council;
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8 note that the policy intent to price livestock emissions at the farm level and fertiliser 
emissions at the processor level from 2025, with flexibility to review the eventual farm-level
pricing mechanism and design, as well as the requirement that both livestock and fertiliser 
emissions are priced at the processor level in the New Zealand Emissions Trading Scheme 
(NZ ETS) if farm-level pricing is not deemed feasible or cost-effective by 2025;

9 note that flexibility around timeframes in legislation is required, given the core farm-level 
policy design features are yet to be determined and there are some concerns around the 
feasibility and cost-effectiveness of implementing farm-level pricing;

10 agree to amend the Climate Change Response Act 2002 (the Act) to:

10.1 apply farm-level surrender obligations on livestock emissions and process r-level 
obligations on fertiliser emissions, for emissions from the year begi ning 1 January 
2025;

10.2 in the event that farm-level surrender obligations on livestock missi ns are not 
implemented by 2025, apply surrender obligations f r liv st ck emissions at the 
processor level;

10.3 require mandatory farm-level reporting obligati ns on livestock emissions in the 
NZ ETS, for emissions from the year beginning  January 2024;

10.4 amend the level of free allocation to agricultur  in the Act from 90 percent to 
95 percent, as per the Labour-New Zealand First Coalition Agreement;

10.5 require free allocation to be calculated a  the same time as emissions reporting 
occurs, with the resulting allocation net off against the relevant surrender obligation, 
thereby resulting in a net surr nder bligation;

10.6 enable the proposed timefra s in paragraphs 10.1 and 10.2 to be deferred by Order 
in Council by any period and as many times as necessary, in which case 
processor level urrende  obligations would apply from 2025 under the same settings
(including p ragraphs 10.3 and 10.4 above);

11 note that ther  may not be enough time to establish regulations to support voluntary 
farm-level rep rting rom 2023 (in the lead-up to farm-level pricing of livestock emissions 
from 2025)  ut this could be facilitated by establishing guidelines;

12 agree to amend the Act to require the Minister for Climate Change and the Minister of 
Agricul ure to table a report in Parliament by 31 December 2022 on the farm-level pricing 
s heme for both livestock and fertiliser emissions, which must consider the most 
appropriate:

12.1 farm-level pricing mechanism, including surrender obligations in the NZ ETS or a 
different levy/rebate scheme;

12.2 definitions of farm-level participants and agricultural activities (who should be a 
participant and which activities should be covered);

12.3 methodologies for calculating emissions and removals;
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17.2.1 the Commission must prepare advice on phase-out and provide the 
Minister for Climate Change and the Minister of Agriculture with a report 
detailing its recommendations for those regulations;

17.2.2 the Minister must consider the recommendations of the Commission prior 
to making regulations affecting the level of free allocation to agriculture;

17.3 require the Minister for Climate Change to:

17.3.1 set allocative baselines for agricultural activities through regulations;

17.3.2 consider and update those allocative baselines through regulations no lat r 
than five years after the date in which they are last updated;

17.3.3 in setting those allocative baselines through regulations, hav  reg rd to the 
most recent available greenhouse gas inventory;

18 note that the above proposals apply only to agricultural activities and are not in ended to 
apply to other activities or participants eligible for industrial allocation

19 note that agricultural processors have been reporting livestock and fertiliser emissions in the 
NZ ETS since 2012, allowing adequate time for those participan s to become familiar with 
NZ ETS reporting requirements;

20 agree to amend the Act:

20.1 so that agricultural processors (for bo h livestock and fertiliser emissions) would be 
subject to NZ ETS penalties regimes from their first year of surrender obligations in 
the NZ ETS;

20.2 to retain the transitional provi ions for penalties to farmers (for both livestock and 
fertiliser emissions), meaning th y are not subject to these penalties in their first year
of surrender obligations in the NZ ETS but would be subject to penalties from their 
second year f su render obligations;

A joint and integrated ction Plan towards farm-level pricing

21 note that an integral part and challenge of implementing a farm-level pricing scheme will be 
building the c pability of farmers, growers and other land users;

22 note that Budg t 2019 allocated $229 million to a Productive and Sustainable Land Use 
Package, whi h specifically included $122 million to:

2.1 provide information, tools and on-the-ground advice to support farmers and Māori 
agribusinesses making change to more environmentally sustainable and higher-value
production;

22.2  improve on-farm emissions data and upgrade decision and regulatory tools;

22.3 protect high-value food exports and update our official assurances system;

23 note that the overlaps between the proposals in the paper under ENV-19-SUB-0047 and the 
Essential Freshwater package and the need for an integrated on-farm approach;

24 agree that officials will develop a joint Action Plan with the agricultural sector and 
iwi/Māori, which will be administered by the Ministry for the Environment and Ministry for
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35 authorise the Minister for Climate Change, in consultation with the Minister of Agriculture 
as appropriate, to further clarify and develop policy matters relating to the amendments 
proposed in the paper under ENV-19-SUB-0047, in a way not inconsistent with Cabinet’s 
decisions;

36 note that the decisions in the paper under ENV-19-SUB-0047will be introduced in two 
stages in order to ensure the scope of the Bill is broad enough to permit inclusion of the 
proposed amendments for agriculture either through Select Committee or a supplementary 
order paper (SOP):

36.1 at introduction on 23 September 2019,  the Bill will include farm-level obligations 
on livestock emissions and processor-level obligations on fertiliser emissions at 
2025; 

36.2 during Select Committee, the draft text will include Cabinet decisions n the i terim 
option, as well as any other consequential improvements;

37 agree that legislative drafting will be introduced to the House of Represen atives for 
inclusion in the Bill no later than 31 October 2019;

38 agree that, to facilitate timely implementation of Cabinet’s decision  the Minister for 
Climate Change may share the paper under ENV-19-SUB 0047, drafts of further Cabinet 
papers on related issues, drafting instructions to the PCO, subs quent drafts of amendments 
and related documents with the EPA as a key agency in he pr posed amendments;

39 note that amendments to secondary regulations will also be required in 2020, including 
updating emissions factors and setting alloca ve baselines, to support processor-level 
obligations from 1 January 2021;

40 note that the Minister for Climate Chang  will re urn to Cabinet in 2020 to agree the 
proposed amendment regulation  for consultation with affected stakeholders;

41 invite the Minister for Climate Change to return to Cabinet in 2020 for approval to consult 
on the updated emissions f ctor regulations in 2020;

Next Steps

42 invite the Minister for Climate Change, in consultation with the Minister for the 
Environment a d oth r relevant Ministers, to provide further advice to Cabinet on 
16 Sep embe  2019 on:

42.1 th  extent to which any phase-out of any allocation to agriculture is specified in 
egislation;

42.2 options relating to the pre-2025 period, including financial implications.

Vivien Meek
Committee Secretary

Hard-copy distribution (see over)
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Present: Officials present from:
Hon Kelvin Davis
Hon David Parker (Chair)
Hon Nanaia Mahuta
Hon Stuart Nash (part item)
Hon Shane Jones
Hon James Shaw
Hon Eugenie Sage

Office of the Prime Minister
Officials Committee for ENV

Hard-copy distribution:
Minister for Climate Change
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