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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 rel ucé g eenhouse
gas emissions from agriculture, including:

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

1.2  ajoint Action Plan with the agricultural sector and wi/Maori, 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“legulatory impact assessment of
available policy options (Appendix 2); and the Primary Sector Leaders Group’s
proposal for a formal agreementi(thes€ommitment, provided in Appendix 3).

Executive summary

3. Intervention is required 4o ‘give effect to the Government's climate change
ambitions and enable the agriculture sector’s contribution to the just transition to a
low-emissions economyg, Action is required to incentivise agricultural emissions
reductions andjinnojation 10 ensure the emissions reductions are distributed
efficiently and equitably, across the economy and farmers are rewarded for
reducing emissions.

4. | am seeking,Cabi et decisions to give effect to the commitment in the Labour-
New ZeaandFirst Coalition Agreement: that in the case that agricultural
emissons a ypriced in the New Zealand Emissions Trading Scheme (NZ ETS),
theyarec 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].
| now seek agreement to final decisions for action on agricultural emissions.
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6. Appendix 1 provides a full analysis of public submissions. There was general
support across all stakeholder groups for farm-level pricing as compared to
processor-level pricing. This included submissions from farmers, growers and
major industry organisations, but only if farmers are able to account for all on-
farm removals as well as sources. The majority of submissions strongly
emphasised the importance of collaboration with the agricultural sector.

7. Given the level of general public support and the Interim Committee’s
recommendations, | consider pricing (along with financial support to farmers) to
be the most efficient and cost-effective way to incentivise agricultural emissions
reductions and achieve our targets. Therefore, | propose to amend the pri cipal
Climate Change Response Act 2002 (the Act) to:

7.1. require farm-level reporting obligations on livestock emissionsyin the NZ
ETS, for emissions from the year beginning 1 January 2024;a 'd

7.2. price livestock emissions at the farm level and fertiliser ‘emiss ons at the
processor level in the NZ ETS from 2025.

8. However, given concerns around the feasibility and“eost e'fect eness of farm-
level pricing from 2025, | recommend providing some, flexibility in the Act. |
propose to amend the Act to require the Minister f4r C_mat&,Change and Minister
of Agriculture to table a report in Parliament, by, 2022 which | expect will be
informed by advice from the independent¢ClimaegzChange Commission (the
Commission) and must consider:

8.1. the most appropriate core design‘features for a farm-level pricing scheme,
including if any legislativesandyregu atory amendments are required; and

8.2. whether farm-level pricing is‘feasible from 2025, or if it should be deferred
by Order in Council, which'woud ena le processor-level pricing instead.

9. | recognise pricing alonegis'hot enough. It must form part of a broader policy
package to build the systems and capability required to implement the farm-level
pricing scheme and achiev , emissions reductions. In order to implement farm-
level pricing from 2028 | propose a joint Action Plan with the sector and iwi/Maori
to be administered by“the Ministry for the Environment (MfE) and Ministry for
Primary Industries (MP}). The Action Plan will need to recognise overlaps with the
Essential Fleshwaer programme, including integrated farm plans, to ensure
workablsmand effective policy on the ground.

10. [Pricing\agricultural emissions is not primarily a revenue tool. It is intended to put
the whole economy on a relatively level playing field, given that all other sectors
have faced emissions pricing over the last decade.

11.%n the interim period before 2025, there is also an opportunity to make progress to
incentivise agricultural emissions reductions and support the transition to a farm-
level pricing scheme. We consulted on two interim options to effect this transition,
both of which have their respective advantages and disadvantages:

11.1. Option 1: pricing livestock and fertiliser emissions at processor level in the
NZ ETS from 2021 (as recommended by the Interim Committee); and
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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, | 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/Maori organisations. Therefore, | also propose to amend the Act to:

12.1. apply processor-level surrender obligations on livestock and_feriliser
emissions, for emissions from the year beginning 1 January 2024

12.2. amend the level of free allocation to agriculture from 90% 10,95% (as per
the Labour-New Zealand First Coalition Agreement); and

12.3. require free allocation to be calculated at the samegtime 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%, frée allocation does not
recognise the full suite of potential mitigation [ ctionsqand may only achieve
modest emissions reductions. However, @ro éssorlevel 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, Iwseek Cabinet approval to establish an
Agricultural Emissions Fund (the Fund) 1o recycle funds equivalent to proceeds
from pricing agricultural emigsSions taysupport the implementation of the Action
Plan towards a workable, al d £ffel tive farm-level pricing scheme. | also seek
Cabinet approval to appeint;alongside the Minister of Agriculture, a small,
representative Gevernance, Group responsible for overseeing the Fund and
implementation, of the Actien, Plan. The Governance Group would be supported
by a technical w' rkingagroup comprising members with relevant expertise from
the agriculturaksector, iwi/Maori organisations and government agencies. This will
ensure thef agricultural sector, rural communities and iwi/Maori are closely
involved_in hiow we as a country choose to manage the transition to a low-
emissions; xconomy.

15. To_provde /the agricultural sector and rural communities with certainty and
stabilty as'they adapt to emissions pricing, | 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. | 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/Maori organisations with a primary sector focus.
Submitters considered an agreement could leverage existing sector funding and
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capability; manage a diverse range of environmental outcomes, including
freshwater and biodiversity; and minimise financial and social impacts.

17. However, as it stands, the Commitment proposed by sector leaders does not
provide an appropriate level of accountability or legal enforceability, and it lacks
detail about how it would be implemented. If Cabinet decided to advance this
option, | consider it would need:

17.1. an annual review of progress in 2020-2022 by an independent monitor
(such as an auditing or consultancy firm), including a descriptiongef
progress towards meeting the proposed legislative timeframes for farm
level reporting and pricing, as well as recommendations to address.any
barriers to implementation; and

17.2. a regulation-making power to enable processor-level surrender obligatons
for both livestock and fertiliser emissions by Order in Couinci ‘at any time
prior to 2025, if the Minister for Climate Change in consulation"with the
Minister of Agriculture is satisfied there is insufficient progress towards
meeting the legislative milestones (having reg@sd to any report provided by
the independent monitor).

18. We would also need further discussions with the/ rimary Sector Leaders Group
to seek the sector leaders’ commitment to:

18.1. reflect the same governance model ™ s that“proposed for the Fund in
Option 1, with representation and techmical support from the sector,
government and iwi/Maori;

18.2. include in the Commitment Stenger support for a farm-level emissions
pricing mechanism from 2025, and if not achievable, acknowledgement
that the Government will' plice “imissi ns at the processor level from 2025;
and

18.3. cost the Commitme \t's Five-Year Programme of Action together with the
Government by“an agreed date and detail where additional sources of
funding will.come fromyif shortfall is identified.

19. This could take tme, ‘with uncertain outcomes. Given the need to provide
certainty and stability,"as well as the urgent need for action to reduce emissions
across the whole e onomy, | do not recommend Option 2.

21. 1 expect the Action Plan — common to both Options 1 and 2 — to embed a
commitment to the unique Crown-Maori relationships to ensure inclusive policy
development; reflect iwi/Maori aspirations for their land, assets and enterprise;
and avoid potential disproportionate impacts. This will involve early engagement
with key iwi/Maori representatives to set clear expectations and principles of
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partnership in the Action Plan, facilitated through MfE’s long-term Te Ao Maori
Strategy.

22. There are also risks in not moving fast enough. Many iwi/M&ori 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 farmilevel
policy design, therefore, needs to be informed by impacts on rural commuanities;
including land values, profits, employment, demographics, social semvices)and
community resilience. The Government has many options tefe surega 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. Wg arel als¢ protecting highly
productive soils from urban development and supportiag réfiona communities to
grow employment.

24. Following Cabinet agreement to these decisions, 4" will issue further drafting
instructions to PCO, and the agriculture text will “€ 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“igriculture decisions and drafting
as soon as practicable. The Select Committee may choose to adopt the drafted
text itself, or it will be formally infroddeed as a supplementary order paper.

Background
New Zealand has committed to u gent climate change action

25. Climate change goses specific threats to agricultural production. Increasing
temperatures and rginfalltare expected to cause more frequent severe weather
events, as well'af shifling 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 dueito en! anced development in areas vulnerable to climate change.’

26. Globa' greenhouse gas emissions continue to increase as a result of human
activitieg' 'including livestock farming. New Zealand has committed alongside 194
otherjcontries 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
inyrease 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 pathways? towards limiting warming to 1.5°C:

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

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

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

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

29. The Paris Agreement also commits countries t6 St pregressively ambitious
nationally determined contributions (NDCs) to, t e4glofal response on climate
change. New Zealand’s first NDC set by the p'evio's.gfvernment, also known as
the ‘2030 Target’, is to reduce net greenhouse'@as emissions by 30% below 2005
levels by 2030.

The role of agriculture presents agunique challenge for domestic action

30. Meeting our targets will require ‘ayfundamental shift across all sectors of the
economy and society, includiigy agricultue. In 2017, the primary industries
accounted for 11% of New Zealand’s GDP. However, methane and nitrous oxide
emissions from agriculturé compris¢d almost half (48%) of total emissions.

31. The agriculture séctor tincluding horticulture, plays a pivotal role in New Zealand’s
economy and seciety, In the'year ended June 2019, agriculture and horticulture
exports contributed an“istimated $39.4 billion to the economy. The dairy industry
is New Zealand’s Thrgest export earner. It contributed $18.1 billion of export
revenue for{ he year ending June 2019 and employed 48,000 people across the
country. 2

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

0% o kiwifruit production.* A large proportion of Maori 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 Maori: 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 Maori agribusinesses making change to more environmentally
sustainable and higher-value production;

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

33.3. protecting high-value food exports and updating our official @ssurfinces
system.

34. On-farm behaviour change is already happening across the country. Bhe sector
has made progress in the last decade to improve land-usegoutcames, 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, produ€tion growth could
have resulted in a total agricultural emissions increase of almost 40% (to 2014).

35. However, more targeted and widespread actiopis‘n€eded. It is not enough simply
to slow emissions growth or reduce emissions intensity; we must reduce the total
volume of emissions. Gross agricultural emistions 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 environmentalfregulations in development are expected to
contribute to agricultural emistions reductions, but not enough to meet our gross
biogenic methane targets', Without new policies aimed directly at reducing
agricultural emissiofys, théy osts of any gap between net emissions and our
current and futu.© NDGCs could fall inefficiently and inequitably on taxpayers and
other sectors efithe’economy.

We consulted 'on the Government’s response to the Interim Climate Change
Committee’myrec ymmendations on agriculture

37. Cabinet task id the Interim Climate Change Committee (Interim Committee) with
demelopngsevidence, analysis and recommendations for reducing agricultural
emissons [ENV-18-MIN-0042 and CAB-19-MIN-5042 refer]. The Interim
Committee 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 petitechnically feasible
or cost-effective right now, given overall sector capabil ty &&nd\ challenges for
compliance and enforcement. The Government also ¢ensu ed on two proposals
to support the move to farm-level pricing in the interim,peried before 2025:

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

40.2. Option 2: the Primary Sector Leaders)yGroup’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 todprice livestock emissions at farm level and
fertiliser emissions at processor.level for the period from 2025, with a review in
2022

41. The large majarity ofysubmitters supported taking action to reduce agricultural
emissions. In general, ‘farm-level pricing of livestock emissions was supported
across all stakeholdergroups as compared to processor-level pricing. The major
agricultural lerganisations supported a pricing mechanism as part of a broader
policy pmekage, to incentivise agricultural emissions reductions — but only if
farme's a‘erable to account for all on-farm removals as well as sources. The
Ministerfof Agriculture and | have directed officials to report back in six months’
fime “n ‘hew 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. | 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, | 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 woud 4e
mandatory at the farm level for livestock emissions from 1 January 2024 (and
would continue at processor level for fertiliser emissions). | consider (hisd* likely
to be the most efficient and effective means of achieving our targetsyand ensuring
the agricultural sector’s contribution to the transition to a low-emiS§sionsieconomy.

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

Getting to farm-level pricing will take some time, and | 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 plaee By2025. It recommended further work to
develop emissions calculation toolstand antappropriate method of free allocation,
as well as building the administationysystem. These are essential features to
ensure farmers have the tools afd advice to be responsive to farm-level pricing.

47. Flexibility around timeframis is“also critical, given the concerns around technical
feasibility and cost-effeétiveness of farm-level pricing. There are many detailed
policy considerttionsiyet to be worked out, which will help to determine the core
legislative and regulatoryydesign features of the farm-level pricing scheme.

48. Therefore, Ifalso 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
Deceniber 202270n the feasibility of farm-level pricing. | expect the report will be
informed{by advice from the independent Commission and that it must consider
thé"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. | 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 development a d@ccuracy of
systems for estimating, reporting and verifying emissiens.

50. | also propose to allow some flexibility around the exact'start'dates for mandatory
farm-level reporting and surrender obligations on lives eck‘emissions, by allowing
these to be deferred by Order in Council by any!pefiodfnecessary 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 ohligations'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 farmérs, and growers. A 2018 survey by MPI found
significant gaps in farmers’funderstanding 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 als@, some overaps with this farm-level policy package and the
Essential Freshw ter piickage, soon to be announced for public consultation. The
key freshwateFpropesals 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 newgNational Environmental Standards to place interim restrictions on land
use intensification (applying from mid-2020); and

523" new requirements for stock exclusion and addressing sediment
discharges.

53. | propose that officials develop a plan of action (the Action Plan) together with the
agricultural sector and iwi/Maori. 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;

10
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53.3. increased farm advisory capacity and capability;

53.4. capacity-building tools and support for Maori 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 pricings#®eheme_dhere
are opportunities to get started before 2025 and make progress 40 incentivise
agricultural emissions reductions and support the interim transition to farm-level
pricing. | considered and consulted on two proposals(for.an “interim policy
measure:

55.1. Option 1: pricing livestock and fertiliser emissions 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 @f getting' o the same result of farm-level pricing —
but each has its own advantagesiand disadvantages. In assessing both options, |
have considered the Governmentsyovera ching objectives for climate change
policy, including leadership at’home and internationally; a productive, sustainable
and climate-resilient econem ;&nd | just and inclusive society.

57. The Parliamentary Counsel Office (PCO) is currently preparing preliminary
drafting for both optiens en,t \e basis of the legislative proposals that were agreed
by Cabinet for public ¢ensultation. Either option would be supported by the Action
Plan to be developad in“ellaboration with the sector and iwi/Maori.

In the interim, [ recommend the Interim Committee’s recommendation of pricing
livestock and fertiliser emissions at processor level in the NZ ETS (Option 1),
compleménted,by a commitment to free allocation stability and a mechanism
for the sect{r toinfluence 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. | 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, | 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/Maori submissions (both writte| and
oral) favoured this option, emphasising the importance of a strong partner hip
approach and support for Maori landowners. However, it is worth noti®g, iwi
organisations with specific interests in Maori agribusiness and theprimary sector
stated a preference for Option 2.

61. There was some concern emissions pricing would placeadded financial and
social pressures on the sector and rural communities, pd ticuarly as a result of
land-use change and the conversion of farming to forestryydHowever, separately
through the Zero Carbon Bill departmental report, | amypropésing measures to
ensure a balanced approach to afforestation. My pr. posad approach will help
ensure we as a country strike the right balancé” bétween gross emissions
reductions (e.g. from energy and transport) and neaendissions (including forestry
sequestration).

62. Furthermore, as per the Coalition Agreement, free allocation would be provided to
agricultural processors at 95%.dhedAct currently calculates free allocation on the
basis of production output (i.e. meat, milksand fertiliser production) and | intend to
retain this in the Act. Free alloeationiat 95% would ensure that costs are modest
and mitigate the risk of advelse 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,
| propose to keep thiy, free“al ocation rate at 95% for five years. | also propose any
decisions on the phasi-out of free allocation to agriculture must be informed by
the 2022 ministeriayreport and advice from the Commission (as these decisions
will be in other segtors of the economy). The phase-out rate of free allocation to
agriculture isycurrently set at 1% per year in the Act, but this is temporarily
suspendedwntila date to be confirmed by Order in Council.

64. Therefore, | 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, | 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. | note the above proposals would apply only to free allocation to agrigulture ‘and
not to other sectors eligible for industrial allocation.

67. There are also concerns a processor-level price does not recognise oyreward the
full suite of actions farmers can take to reduce emissions. Econa@mic modelling
found current emissions prices coupled with 95% free allo€atien‘watild achieve
limited emissions reductions (around 0.26% of total, agr cultural emissions per
year), assuming modest drops in milk and meat produ-tion andé/a small increase
in afforestation. The model allows for on-farm efficieney myasures as described in
the 2018 Biological Emissions Reference Group (BERG) report®; however; it
assumes these measures would not be takentup th ough a processor-level
pricing scheme. Clearly we will need to dotmore it the medium-long term to
reduce emissions.

68. As per the Coalition Agreement, the equalent proceeds from pricing agricultural
emissions in the NZ ETS couldybe“recy led back to the sector to encourage
mitigation, innovation and planting ef foresry. Total funding would be equivalent
to the net value of units allocatedyandysurrendered (approximately $40-50 million
per annum at current emissionsg#ev(ls and carbon prices).®

69. | propose Cabinet agree t\ establish an Agricultural Emissions Fund (the Fund)
as a Crown memoranda,account to recycle funds equivalent to proceeds from
pricing agricultdral,emissions’in the NZ ETS to support the implementation of the
Action Plan towirds “a, workable and effective farm-level pricing scheme,
including:

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

69.2. fdeyveping 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 Maori landowners;

69,4 _ffinancial 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. | also seek Cabinet approval to establish, alongside the Minister of Agriculture, a
small Governance Group of government, sector and iwi/Maori 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/Maori organisations and relevant
government agencies. | 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. | will report back to
Cabinet to confirm the funding and governance arrangements.

71. | note regulatory amendments will be required in 2020 to support processor: leyel
obligations from 2021, including updating emissions factors and settinggallocative
baselines. | recommend these regulations be updated as soon as possible;and |
will return to Cabinet for approval to consult with affected stakehelders on these
proposed amendment regulations.

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

72. There are some advantages to a formal sector-governmenjyagfeement. It could
achieve greater buy-in from the agricultural sector andyruril 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/Maori submissions preferfed Opten 1 those with specific primary sector
interests, including Maori ag. businéss owners, supported Option 2. However, by
proposing that Option 1 include,the sector in decisions about how proceeds are
recycled, | am takingasteps,to ensure strong sector cooperation and capability
improvements.

74. In the Commitment, seetor leaders have committed to reprioritising $25m of
annual levy fundingtessupport climate change mitigation and adaptation, as well
as raising additional funding, if required, under a co-investment approach with
governmént. The,Commitment also expressly recognises the value of tikanga and
matadranga Maori, as well as the importance of partnership with iwi/Maori 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. | 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 moniter
(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 surfnder
obligations for agriculture by Order in Council at any time prior 10 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 pri€ingy having regard to
any report provided by the independent monitérin making this decision.

78. |1 would also recommend officials conduct further discussions with the Primary
Sector Leaders Group to seek sector leaders’ commitmentto:

78.1. reflect the governance model proposedfor he Fund in Option 1, including
both representation and technical supp it fromthe sector, government and
iwi/Maori; and

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

79. Ensuring that there is sufficie \tffund ng to implement the Commitment’s Five-Year
Programme of Action is \\n ‘important part of moving to a farm-level pricing
scheme. | have consideéred ‘options to legislate that the Commitment raise annual
funds equivalent, to that raised under Option 1, including introducing a new levy
on agricultural acivitiesiin the Act and/or an additional regulatory ‘backstop’ that
is triggered ifithe sectonis unable to raise equivalent funds.

80. | have weig ed the pros and cons of legislating these options. Neither one is
attractife, givenithe challenges and delays associated with increasing agricultural
levies_gener il uncertainty over the amount of funding required and an overall risk
ofdlesing seftor buy-in. Instead, if Cabinet were to advance this option, | 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
fromif 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. | 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.

| 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.

84.

85.

86.

87.

88.

89

90.

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.

Consultation material included the public discussion document and the,Int rim
Committee’s report and technical appendices, as well as various ahlinegtools.
Despite it being calving season, there was strong attendance at public“meet ngs
from farmers, growers and industry organisation representativest'A t ital ‘0¥ 3,976
written submissions were received.

As noted, submissions generally supported the proposal for 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“ssbmitters, including
individuals, NGOs, think-tanks, universities andgresearchy institutes, tended to
prefer Option 1 over Option 2, compared to agricu tusal s* ctor submitters.

Consultation also included a range of targeted materialto provide information and
seek feedback on iwi/Maori-specific impactsi,There were two hui held in
Wellington and Rotorua as requested specifically by representatives of Ngai Tahu
and Te Arawa. Iwi/Maori submissioni, both written and oral, supported
recognition of Te Tiriti and a stieng par nership approach in the Action Plan
towards farm-level pricing, but.weresdivided over Option 1 and Option 2 in the
interim. A slight majority of iwi/Maori o’ganisations favoured Option 1, compared
to a minority with specific interests it the primary sector who preferred Option 2.

The Environmental Prote tion Authority (EPA), MPI, Ministry of Business,
Innovation and Employment Ministry of Foreign Affairs and Trade (MFAT), Office
for Maori CrownRelaiions — Te Arawhiti, Te Puni Kokiri and the Treasury were
consulted on the pieposals in this paper. The Department of Prime Minister and
Cabinet wag' informed:

MPI considerya farm-level livestock emissions pricing scheme is likely to be the
most gffectwve means of delivering on the Government’s objectives in the long
term. "Héweyver, implementing a farm-level emissions pricing scheme by 2025 will
be challenging, and significant work is needed in partnership with the sector to
determne whether a farm-level scheme can be technically feasible and
administratively cost-effective.

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.

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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ultimate long-term environmental and economic objectives, both on climate
change and fresh water.

91. MPI believes that Option 2 has the advantage that it achieves greater buy-in from
those that will be most directly affected by agriculture climate change policy —
landowners, growers and farmers. However, sector leaders have not yet
committed to unconditional support of emissions pricing from 2025. MPI
considers this should be addressed by:

91.1. requiring unconditional support for emissions pricing from 2025 from these
involved in the Commitment’s Programme of Action,;

91.2. introducing a backstop — a regulation-making power to brng ¥ .2
processor-level pricing scheme by Order in Council at any time pvier to
2025, in the event that the agreement and its key milestones,are not being
met; and

91.3. setting out and costing the Commitment’s Five-Year Programme of Action
together with the sector by an agreed date .and @detai where additional
sources of funding will come from if shortfall is identiied.

92.

we are aware, the inclusion of agriculture in scheme Is the first of its kind
globally. New Zealand’s international trade obligations will also need to be taken
into account in the design and implemen ation of the Agricultural Emissions Fund.

93. The EPA has signalled throughout the p licy process that without funding, the
EPA will not be able to operatenalise” any of the climate change reform
proposals, including implementing*ya s rrender obligation for agriculture
processors in the ETS.

94. The EPA has adop ed a deficit budget operating model for the 2019/20 year. This
is approvad bwthe EPA Board, and includes an operational deficit of $0.66
n The EPA has been operating at a net deficit for the last two
Inancial years. In order to meet the 1 January 2021 effective date for climate
hange proposals, including detailed scoping for action on agriculture, system
build and preparatory work needs to begin as soon as possible.

Financial implications
Farm-level pricing scheme
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95. The costs of implementing a farm-level scheme from 2025 will depend on the final
design of the scheme. Fully assessing these costs and impacts will not be
possible until more detailed analysis of different design options is carried out.
Future decisions on the feasibility of farm-level pricing, including free allocation,
will need to be informed by impacts on rural communities including land values,
profits, employment, demographics, social services and community resilience.

96. The annual administration costs of a farm-level pricing scheme from 2025 will
vary depending on the number of participants; the level of complexity of the
allocation methodology; and the level of compliance.

The Action Plan

97. The proposed Action Plan will incur costs to government, including paicyd@sign,
stakeholder engagement, development of estimation tools, encousaging the use
of climate change modules within integrated farm plans and develop ng on-farm
advisor systems and capability. These are all things the government could
choose to do anyway, given the widespread support for workingywithythe sector to
reduce its environmental impact at the same time as<wuppeorting p oductivity.

98. Departmental funding allocated through Budget 19’s Praductive and Sustainable
Land Use package may cover some part of the Action Plin. However, | expect
additional resourcing will be required in relation tofthe completion of the 2022
report and the ongoing design of a farm-levelgricingiselieme.

Option 1: Processor-level obligationSiin thwhNZ ETS

100. A processor-level price in the NZETS, If passed on to farm suppliers, would
result in increased costs faced by farmrs and growers. However, these costs will
be modest. The Interim Gommiittee and officials’ analysis found that a price on
agricultural emissions (at Twrrent*emissions prices) with 95% free allocation, is
unlikely to be a Key, driner for rural land-use change or have major distributional
impacts on ruraycemmunities and iwi/Maori.

101. Costs are estimaed at"1 cent per kilogram (c/kg) of milk solids; 1c/kg of beef,
3c/kg of sheep meati™c/kg of venison; and $2.92 per tonne of urea.” The main
driver for land-use | hange — especially from sheep/beef or scrub land into forestry
— wasgeonsidered to be the reward for carbon removal from forests, rather than
agricu tural emissions pricing.

1024 The EPArhas indicated it would require additional funding to operationalise the
system changes needed for livestock and fertiliser emissions to face surrender
obligations. The magnitude of these costs is too large to absorb into existing
baselines, particularly where changes to the New Zealand Emissions Trading
Register (operated by the EPA) are required.

103.
| consider
ese costs to be modest, given the significant importance of reducing New

Zealand'’s total emissions. Without sufficient funding to put in place the necessary

7 Assuming 95% free allocation and an emissions price of $25 per tonne of carbon dioxide equivalent
($25t/CO2-€).
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system and operational changes, the EPA notes that it would not be able to
operationalise the changes required.

o

104.1.Reporting: system functionality to allow for reporting, building new
allocation workflows and supporting participants’ reporting obligations;

104.2. Engagement: updating guidance for participants on new obligations and
call centre support for existing participants;

104.3. Other internal support: resources to support delivery, including himan
resources support.

o

105.1. Compliance: desktop verification, audits, site visits and any“associated
enforcement actions;

105.2. Engagement: updates to guidance materialgfor newgobligations but no
active engagement;

105.3. Other internal support: resources to supportdeliveryof the proposals, e.g.
human resources, legal and communicatio| s stpport.

106.
ny upfront costs incurred, in this financial year

wou e subject to EPA Board approf al following the direction of responsible
ministers.

107. As per the Coalition Agreement, hpropose to recycle equivalent proceeds from
agricultural emissions pricinggingthe 'NZ ETS back to the sector to encourage
mitigation, innovation and pl nting ef forestry. Total funding would be equivalent
to the net value of units aloc red and surrendered (approximately $40-50 million
per annum at curtent emiss ons levels and carbon prices).

108. As noted, | preposy, funds: \quivalent to NZ ETS proceeds be recycled through
an Agricultural Emissions Fund (the Fund) to support the implementation of the
Action Plan teward) a workable and effective farm-level pricing scheme. The
Minister of Agriculture and | would appoint the Governance Group to oversee the
Fund, and |'propose decisions regarding the overall design of the Fund and its
Govephanecy, Group be delegated to us, along with the Minister for the
Environment and the Minister of Forestry.

Option 2 Eormal sector-government agreement

109."Rrimary sector leaders have committed to investing $25 million per annum to
support the five-year Programme of Action to mitigate and adapt to climate
change, as well as raising additional funding, if necessary, through a co-
investment approach with government. No additional costs to the sector and
government are anticipated, unless additional funding is required.

110. However, as noted above, there will be some additional costs to government as
part of implementing the Action Plan.
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Crown/Maori Partnership

111. The first of MfE’s quarterly regional hui with iwi leaders in May set an
expectation for the Crown to engage with Maori on environmental and climate
change policy in a more holistic and integrated manner. Iwi/Maori submissions
reiterated this point, expressing a strong interest in partnership with the Crown to
develop and implement the Action Plan, both to give effect to Te Tiriti and to
avoid further barriers to Maori land use and development.

112. Iwi/Maori have significant interests in agribusiness and forestry, through beth
investment and settlement assets, and policies to address agricultural emission
could affect these investments, assets and interests in different ways. The abfve
proposals have actively considered iwi/Maori interests in the proposals, and
aspirations for Maori land, assets and enterprise, through early engagement and
targeted consultation. The Interim Committee and officials engaged with iwi/Maori
representatives and subject matter experts to develop evidence fan Wysis and
recommendations, taking into account the unique charactesistics' of Maori land.
Consultation involved a targeted approach, including,outréachftoa wide range of
iwi/Maori organisations, with tailored communications‘matéral and information to
seek feedback on specific iwi/Maori interests and impacts, as well as providing
assistance to iwi/Maori to make oral and written submissionson the proposals.

113. Farm-level pricing was found to incur a greater r8k of disproportionate impacts
on Maori land use and development relative to the interim policy proposals (which
are expected to apply broadly across the agriculural sector). This is due in large
part to pending decisions around free allocation at the farm level, which could
disadvantage parcels of Maori Iand<hat are relatively smaller, collectively owned
and largely underdeveloped or uiderutilited. Farm-level allocation policies will
need to be carefully designedgthrough early and ongoing engagement with
iwi/Maori to avoid additional barriers to Maori land use and development,
including the avoidance of gra‘dparenting and a solely output-based method.

114. | expect the AbtiomyPla’, (common to both Option 1 or 2) to embed a
commitment tojthe Unique"€© own-Maori relationships to ensure farm-level pricing
policies are dev opediinclusively, reflecting iwi/Maori aspirations for their land,
assets and enterprite and avoiding potential disproportionate impacts. In line with
Te Arawhiti guidelines, there will be early engagement with key iwi/Maori
representatives, including through the involvement of Te Arawhiti, to set clear
expectatio 8 and agree the underlying principles of partnership in the Action Plan.

116. There are also risks in not moving fast enough. Many iwi/Maori submissions on
the Zero Carbon Bill have called for greater ambition, particularly on targets and
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adaptation planning, as well as a greater reflection of Te Tiriti o Waitangi
principles and tikanga and matauranga Maori. This feedback must be considered
alongside concerns from Maori primary sector groups regarding the ambition of
the 2050 biogenic methane target and the potential distributional impacts of
policies on Maori 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 | have recommended leaving the current settings in; he ‘Aet until
after the 2022 ministerial report. | note a number of regulations’ will berrequired
throughout 2023/24 to enable mandatory reporting from 2024, and pricing from
2025 for livestock emissions at farm level. If the 2022, rep| rt gongiders significant
changes are needed to the default settings, further legislaive £ hanges may be
required in this period.

119. | will issue further drafting instructions to PCO, bafedfon the decisions agreed
by Cabinet in this paper, and propose thegagriculture 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, andycall for public submissions on,
the agriculture decisions and draftingi\as soon as practicable. The Select
Committee may choose to adopt ‘they,drafted text itself, or it will be formally
introduced as a supplementary order, paper (SOP).

120. In order to ensure the scopf of dhe Bi'l is Broad enough to incorporate decisions
on agriculture, | propose Gabinét agree to include the 2025-onwards proposals in
the Bill at its initial introducion-A*line with the decisions in this paper, the Bill as
introduced would applyaebligations to fertiliser emissions at processor level and
livestock emissiens 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"QualiyyAssurance 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.

1227 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 organisfd
interest groups, the short period would have inhibited submissions from s “me
individuals. It will be important for officials to consult further during imp.ementition
of the interim approach, whether this is the processor-level seheme or the
industry agreement. Consultation will also be key to understandifig thesimpacts 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 propesa’s in this paper and the
Human Rights Act 1993.

Gender implications
129. There are no significant gender implicatié_s in this paper.

Disability implications
130. There are no significant d sabilit¥"implications in this paper.

Publicity

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

Proactive Release

132. Lintenf to/release this paper proactively once agreed by Cabinet, subject to
edacions‘as appropriate under the Official Information Act 1982.

Recommendations

ThaMinister 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 fafe
obligations and receive free allocation at both the processor and farm leyel

6. Note that agricultural processors (including dairy factories, abattoirs andfert iser
manufacturers and importers) are already required under the Glimate ,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 the NZ ETS in
relation to these activities;

7. Note the Act allows for obligations on both livestock and, fer lisef emissions to be
swapped from processor level to farm level by Ordegin,Coancil;

8. Note the policy intent to price livestock emission| at'thé 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 featdres/are yet t6 be determined and there are some
concerns around the feasibiliy#and cost-effectiveness of implementing farm-level
pricing;

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

10.1. apply farmdlevel stsrender obligations on livestock emissions and processor-
level obligationseon fertiliser emissions, for emissions from the year
beginnng 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;

10.37am nd the level of free allocation to agriculture in the Act from 90% to 95%,
a  per the Labour-New Zealand First Coalition Agreement;

104¥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);

23

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



11. Note there may not be enough time to establish regulations to support voluntary
farm-level reporting from 2023 (in the lead-up to farm-level pricing of livestock
emissions from 2025), but this could be facilitated by establishing guidelines;

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

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

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

12.3. methodologies for calculating emissions and removals;

12.4.level, method of calculation and phase-out rate of free allocafion (or rebate
process in an equivalent levy/rebate scheme), whichsmust be dnformed by
advice obtained by the Minister for Climate Change froam the independent
Climate Change Commission (the Commission);

12.5. mechanisms for calibrating methane relative 46 0 her'greenhouse gases and
recognising removals, including but not limited to on-farm forestry,
vegetation and plantings;

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

12.7. processes, materials and toels“tyguide engagement with the scheme;
12.8. organisation(s) with responsibtities forradministration; and
12.9. any legislative and regu atofy amendments, if required,

13. Note the Act currently pro ide‘yfera phase-out of free allocation to agriculture at
1% per year after thegyfirs \year of surrender obligations, but this is currently
temporarily suspendad untilk »date to be confirmed by Order in Council;

14. Note as part of the changes proposed through the Climate Change Response
(Emissions grading“Reform) Amendment Bill (the Bill), the Commission will
advise on the phase-out of industrial allocation to other sectors;

15. Note there is aspecific risk of over-allocation to the agricultural sector if allocative
baselines fo, agricultural activities are not periodically updated to account for the
sectir’'s'ongoing improvements in emissions intensity;

17. Agree to amend the Act to:

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

17.2.require the Commission, by 1 March 2022, to provide the Minister for
Climate Change and the Minister of Agriculture with advice on the phase-out
of free allocation to agriculture;
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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 regulatons
no later than five years after the date in which they@are / st tipdated;
and

17.4.3. in setting those allocative baselines throdgh . regulations, have
regard to the most recent available greenhou' efgas) nventory;

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

19. Note agricultural processors have been_( epo tingsé livestock and fertiliser
emissions in the NZ ETS since 2012, alewing adequate time for those
participants to become familiar with NZ ETS repoiting requirements;

20. Agree to amend the Act:

20.1.so that agricultural processors (for'beth livestock and fertiliser emissions)
would be subject to NZ=EI S penaltes regimes from their first year of
surrender obligations intheNZAETS;

20.2.to retain the transitional pievisions for penalties to farmers (for both livestock
and fertiliserfemission ), 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 ther second year of surrender obligations;

A joint and integrated Aetion Plan towards farm-level pricing

21. Note an_integral p' rt and challenge of implementing a farm-level pricing scheme
will befbuilding 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
Maori 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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24. Agree that officials will develop a joint Action Plan with the agricultural sector and
iwi/Maori, which will be administered by the Ministry for the Environment and
Ministry for Primary Industries, to build the necessary on-farm systems and
capability to support farm-level pricing from 2025, including:

24 1.a climate change module in any requirement for integrated farm plans;
24 .2 tools for estimating emissions at the farm level;

24 3.increased farm advisory capacity and capability;

24 4 .incentives for early adopters; and

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

25. Note the Minister for Climate Change and the Minister of Agriclliure have
directed officials to report back in six months’ time on how emissi@ns pricifg in
the NZ ETS (or a separate policy mechanism) could accoun’ for nen-forestry
offsetting, including shelterbelts and other on-farm planting;

26. Note the Action Plan will seek to embed a commitmen| tosthes unique Crown-
Maori relationships and will include early engagemen  with key iwi/Maori
representatives, involving the Office for Maori Crown, Relations (Te Arawhiti), to
set clear expectations and agree the principles of partnership in the Action Plan;

Interim action on agricultural emissions

28. Note the short, focused consultation over: uly-August included the following two
options proposed by the Govesamentifor an interim policy measure to encourage
agricultural emissions redu/tions in line with New Zealand’'s climate change
targets and to support the{ ransition to farm-level pricing from 2025;

EITHER Option 1: Processor-level pricing in the NZ ETS (preferred by the
Minister for Climate Change)

29. Agree to amend the Act to apply processor-level surrender obligations for both
livestock and fertiliseymissions, for emissions from the year beginning 1 January
2021, with 98% fre | allocation netted off against surrender obligations;

30. Note the L \bourNew Zealand First Coalition Agreement states that, if agricultural
emissions a erpriced in the NZ ETS, all proceeds will be recycled back to the
sectir to enCourage mitigation, innovation and additional planting of forestry;

31.'Agree| to establish an Agricultural Emissions Fund (the Fund) as a Crown
mamoranda account to recycle funds equivalent to the value of units surrendered
annually in the NZ ETS to support the implementation of the Action Plan towards
a workable and effective farm-level pricing scheme, including:

31.1.rolling out integrated farm plans that include a climate change module;

31.2.developing a tool to estimate on-farm emissions and removals to enable
farm-level emissions reporting and pricing;

31.3. advice and support for farmers and Maori landowners;
31.4.financial support for mitigation efforts;
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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/Maori 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/Maori organisations and government
agencies;

33. Agree to delegate decisions regarding the design of the Fund and its Gowernance
Group to the Minister for Climate Change, Minister of Agriculture, Min'stergfar the
Environment and Minister of Forestry;

34. Note the Minister for Climate Change will report back to Cabinet 16 cenfirm the
funding and governance arrangements for the Fund;

35. Note that New Zealand'’s international trade obligatians w{| nfedfto be taken into
account in the design and implementation of the Fund,

OR Option 2: A formal sector-government agreemeht (hot preferred)

36. Agree to develop a formal sector-governmentsagreéement 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 saisfdctery ‘degree of commitment to agricultural
emissions reductions and farm-levelpricing from 2025;

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

38.1.include an annual revew of progress in 2020-2022, including a description
of progress tewards, meeting the legislative milestones for farm-level
reporting ‘and ojligations, as well as recommendations to address any
barriers to Implemejtation;

38.2.require the Minister for Climate Change to appoint an independent monitor
(sueh anan 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
ta' 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/Maori 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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members with relevant expertise from the agricultural sector, iwi/Maori
organisations and government agencies;

39.2.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 emissions at the processor level from 2025; and

39.3.cost the Commitment’s Five-Year Programme of Action together with the
Government by an agreed date and detail where additional sources of
funding will come from if shortfall is identified;

Financial implications

40. Note the economic impacts and fiscal implications of farm-level pricing “will
depend on the final design of the scheme and are, therefore,"yet 1o be
determined;

41. Note economic modelling suggests current emissions prices with 95% free
allocation would likely result in modest additional costs to milk;ime t.and fertiliser
production;

42. Note additional funding is likely to be required to resouree implementation of the
Action Plan (which will be necessary for the completionof the 2022 report and the
development of a workable and effective farm-ev#l picing scheme

43. Note the Environmental Protection Auhority has indicated additional funding
would be required to operationalise,the first year implementation of processor-
level surrender obligations for agricultt®e from 1 January 202

44.

45. Note any upfrant cots incured in this financial year (2019/20) would be subject
to EPA Board approvalifellowing the direction of responsible ministers;

Crown/Maori Relationships
46.

48. Note there will be early engagement with key iwi/Maori representatives, including
with the involvement of Te Arawhiti, to set clear expectations and agree the
principles of partnership in the Action Plan;

Legislative implications

49. Invite the Minister of Climate Change to issue drafting instructions to the PCO
based on the agreed decisions above;
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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 ordergto
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 obligatons
on livestock emissions and processor-level obligatiohs Jon “fertiliser
emissions at 2025; and

52.2.during Select Committee, the draft text will include Cabinét decisions on the
interim option, as well as any other consequentiajimp evements;

53. Agree legislative drafting will be introduced to theddeusenof 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 Cabinetypaper, drafts of further Cabinet
papers on related issues, drafting instryctions toithe PCO, subsequent drafts of
amendments and related documents with, the Environmental Protection Authority
as a key agency in the proposediamendm' nts;

55. Note amendments to secondary “egulati ns will also be required in 2020,
including updating emissiong factors and setting allocative baselines, to support
processor-level obligationg frim1 J nuary 2021;

56. Note the Ministergfor Climae Change will return to Cabinet in 2020 to agree the
proposed amendment regulaions for consultation with affected stakeholders;

57. Invite the Ministe yfor Climate Change to return to Cabinet in 2020 for approval to
consult on theipdated.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

Draft version of Submissions Analysis withheld as final version is to be publicly
released at the same time as this cabinet paper. @
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Appendix 2.

Regulatory Impact Analysis

Released proactively at the same time as this cabinet paper.
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Appendix 3.

He Waka Eke Noa: A Primary Sector Climate Change Commitment

Withheld as document is already available publicly

&
<

S
O

33

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



GETTING TO FARM-LEVEL PRICING (2021-2025): OPTION 1 vs OPTI(:"! 2

PROPOSALS

OPTION 1: PROCESSOR-
LEVEL PRICING IN NZ ETS

Price on emissions from 2021.
95% free allocation (possibly
fixed for five years).

Annual proceeds (~$41m)*
recycled back to implement
Action Plan.

Action Plan and funds co-
governed with sector & Maori
Recommended by the Interim
Climate Change Committee.

OPTION 2: FORMAL
SECTOR-GOVT

PROS

Minor but positive emissions reductions before
2025 (0.26% pa).

Positive perception from other sectors and society
that the ag sector is contributing to the transition
Regulatory and investment certainty in the lead-up
to farm-level pricing.

Incentive for processors to work with farm
suppliers to reduce emissions immediately,
towards the Zero Carbon Bill goal of 10% by 2020.
Funds recycled to implement Action Plan to
develop workable and effective farm-level schemc
Co-governance of recycled funds could & sist with
sector buy-in and discretion over funding clecisions
Near term certainty.

Reflects sector consens sto duce on-farm
emissions, in uding the role of a farm-level pricing
mechanism after 2025.

L8

CONS
yF- -

Does not i entivise fuil range of on-farm mitigation
practices.
Modelling show's only minor emissions reductions (around
0.26% pa of cial agricultural emissions)* .

sks we kening sector buy-in and long-term commitment
tc n-f rm behaviour change .
Small pass-through costs to farmers: 1c/kg beef, 3c/kg
sheep, 1c/kg milk solids*.
Small cost to the Crown to upgrade EPA systems

No incentive for emissions reductions in the short term.
Does not provide as much near-term investment certainty.
Risk that incentive is on sector to delay and work to avoid a

AGREEMENT )0 ’ price in 2025 rather than toward it.

5-year programme of action . . | |
(2020-2025). No immiediate costs to Crown, but costs unknown as An improved agreement It will take time to agree and

. . rograinme of action yet to be costed - small cost impl t.
Legislated annual review and p y implemen

1ssc [ated with annual reviews of progress.
backstop to bring in processor-
level pricing at any time™**
Commits to $25m existing
annual levy funds, as well ¢s
raising additional funas uncer
co-investment w th govi.
Co-governance moc | with

iwi/Maori and sector.
381nyb2ptx 2019-09-17 09:02:25
* At 95% free allocation and $25 per-tonne emissions price.

osed improvements:

.eek ongoing commitment from sector leaders to pricing agricultural emissions from 2025 as part of broader package.
Commitment to cost 5-year programme of action and detail how shortfalls could be covered.

Legislate for annual reviews of progress by auditor.

Legislate option to bring in processor-level pricing in NZ ETS if sufficient progress is not made.

** As per Cabinet paper policy proposals, not included in sector proposal.



IN CONFIDENCE
ENV-19-MIN-0047

Cabinet Environment,
Energy and Climate
Commiittee

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 Cominittee agreed to
recommend that Cabinet:

Background

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

2 note that short, focused consultation on the gowernment’s proposed response to the Interim
Committee’s recommendations occutied ovi, 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'werefagreed by Cabinet for short and focused consultation
[ENV-19-MIN-0039];

A farm-level emission " pricng scheme

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

5 note tht 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 progess#r-level

obligations on fertiliser emissions, for emissions from the year begitming 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 €r livi stfck @missions at the
processor level;

10.3 require mandatory farm-level reporting obligati ns@n livestock emissions in the
NZ ETS, for emissions from the year begindimgJanuary 2024;

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

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

10.6  enable the proposed timeframs§ in paragraphs 10.1 and 10.2 to be deferred by Order
in Council by an¥iperiod and as many times as necessary, in which case
processorileyelurrende” obligations would apply from 2025 under the same settings
(includingépragraphs 10.3 and 10.4 above);

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

12 agregito amefid 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
Stheme 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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12.4  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 independent Climate Change Commission
(the Commission);

12.5 mechanisms for calibrating methane relative to other greenhouse gases and
recognising removals, including but not limited to on-farm forestry, vegetation and
plantings;

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

12.7  processes, materials and tools to guide engagement with the scheme;
12.8 organisation(s) with responsibilities for administration;
12.9 any legislative and regulatory amendments, if required;

note that the Act currently provides for a phase-out of free alljcati n tofagriculture at
one percent per year after the first year of surrender obligatiens; but this is currently
temporarily suspended until a date to be confirmed by Ordef1nyCouncil;

note that, as part of the changes proposed through“he Climéte Change Response (Emissions
Trading Reform) Amendment Bill (the Bill), the Commission will advise on the phase-out
of industrial allocation to other sectors;

note that there is a specific risk of ovig-allo@yti n to the agricultural sector if allocative
baselines for agricultural activities are nit periodically updated to account for the sector’s
ongoing improvements in emissions intens by

note that:

16.1

16.2

6.3 “the sector 1s currently exempt from 100 percent of its emissions pricing for methane
and nitrous oxide emissions;

16.4 under the proposals in this paper, the sector would become exposed to a price for
five percent of these emission

agree to amend the Act to:

17.1 require the Commission, by 1 March 2022, to provide the Minister for Climate
Change and the Minister of Agriculture with advice on the phase-out of free
allocation to agriculture;

17.2  require that, before regulations are made in future affecting the level of free
allocation to agriculture:
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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 #o lat r
than five years after the date in which they are last updated;

17.3.3  in setting those allocative baselines through regulations, havi | regfrdto the
most recent available greenhouse gas inventory;

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

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

20 agree to amend the Act:

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

20.2  to retain the transitional provi ionsfor penalties to farmers (for both livestock and
fertiliser emissions), meanidg th 'y are not subject to these penalties in their first year
of surrender obligations inthedNZ ETS but would be subject to penalties from their
second year®f sdsender 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 ¢ pability of farmers, growers and other land users;

22 note that Budgyt 2019 allocated $229 million to a Productive and Sustainable Land Use
Paekage, whit'h specifically included $122 million to:

2.1 provide information, tools and on-the-ground advice to support farmers and Maori
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/Maori, which will be administered by the Ministry for the Environment and Ministry for

4
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Primary Industries, to build the necessary on-farm systems and capability to support
farm-level pricing from 2025, including:

24.1 aclimate change module in any requirement for integrated farm plans;
242 tools for estimating emissions at the farm level;

24.3 increased farm advisory capacity and capability;

24.4 incentives for early adopters;

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

25 note that the Minister for Climate Change and the Minister of Agriculture have divected
officials to report back in six months’ time on how emissions pricing in the NZ ETSi(or a
separate policy mechanism) could account for non-forestry offsetting, including shelt rbelts
and other on-farm planting;

26 note that the Action Plan will seek to embed a commitment to theginiue * seWn-Maori
relationships and will include early engagement with key wi/Maorifepssentatives,
mvolving the Office for Maori Crown Relations (Te Arawhifi), to et clfar expectations and
agree the principles of partnership in the Action Plan;

27

Financial implications

28 note that the economic impacts and fgcal apli \ations of farm-level pricing will depend on
the final design of the scheme and are, therefore; yet to be determined;

29 note that economic modelling sugg#sts f urrent emissions prices with 95 percent free
allocation would likely resultin medesf additional costs to milk, meat and fertiliser
production;

Crown/Maori Relation Whips

30

31

9) note that there will be early engagement with key iwi/Maori representatives, including with
the involvement of Te Arawhiti, to set clear expectations and agree the principles of
partnership in the Action Plan;

Legislative implications

33 mvite the Minister of Climate Change to issue drafting instructions to the PCO based on the
agreed decisions above;

34 note that 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;
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37

38

39

40

41
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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;

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 atintroduction 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 decisionsngthe 1 terim
option, as well as any other consequential improvements;

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

agree that, to facilitate timely implementation of Cabinet’s de€isionggthie Minister for
Climate Change may share the paper under ENV-19-SUB"004 7, drafts of further Cabinet
papers on related issues, drafting instructions to the PCO, sfibsfquent drafts of amendments
and related documents with the EPA as a key agendy in“he pi posed amendments;

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

note that the Minister for Climate&hangywill ro urn to Cabinet in 2020 to agree the
proposed amendment regulationi fon'€onsultation with affected stakeholders;

invite the Minister for Climate,Chafige to return to Cabinet in 2020 for approval to consult
on the updated emissionsfaetoriregulations in 2020;

Next Steps

42

invite the Mifiister for Climate Change, in consultation with the Minister for the
Environment axd oth r relevant Ministers, to provide further advice to Cabinet on
16 Sepfemben2019 on:

42719, 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 Office of the Prime Minister
Hon David Parker (Chair) Officials Committee for ENV
Hon Nanaia Mahuta

Hon Stuart Nash (part item)
Hon Shane Jones

Hon James Shaw

Hon Eugenie Sage

Hard-copy distribution:
Minister for Climate Change
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Cabinet

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 16 September 2019, following reference from Cabinet Environment,
Committee (ENV), Cabinet:

Background

1 noted that the Interim Climate Change Committee (Inte ommittee) made several key
recommendations for action on agricultural emissi

2 noted that short, focused consultation on th
Committee’s recommendations occurred ove
total of 3,976 submissions;

overnment’s proposed response to the Interim
6 July—13 August 2019, which prompted a

3 noted that the Parliamentary C ) (PCO) is preparing preliminary drafting on the
basis of legislative proposals t eggreed by Cabinet for short and focused consultation
[ENV-19-MIN-00397];

A farm-level emissiofis

4 noted that ther al support across all stakeholder groups for a farm-level price on
emissions a: broader policy package to incentivise agricultural emissions
reductionsfprovid all on-farm emissions removals could be counted as well as

sources;

002 (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 noted 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;

8 noted 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;
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9 noted 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 agreed to amend the Climate Change Response Act 2002 (the Act) to:

10.1  apply farm-level surrender obligations on livestock emissions and processor-level
obligations on fertiliser emissions, for emissions from the year beginning 1 January
2025;

10.2  in the event that farm-level surrender obligations on livestock emissions are not
implemented by 2025, apply surrender obligations for livestock emission e
processor level;

10.3  require mandatory farm-level reporting obligations on livestock endissionhin
NZ ETS, for emissions from the year beginning 1 January 2024;

10.4 amend the level of free allocation to agriculture in the Act rcent to
95 percent, as per the Labour-New Zealand First Coalilion eem’ nt;

10.5 require free allocation to be calculated at the sa S emissions reporting
occurs, with the resulting allocation net off agai rell vant surrender obligation,
thereby resulting in a net surrender obligati

10.6  enable the proposed timeframes in paragraphs<0.1 and 10.3 to be deferred by Order
in Council by any period and as manyitimes as nécessary, in which case
processor-level surrender obligations would apply from 2025 under the same settings
(including paragraphs 10.4

11 noted that there may not be en establ sh regulations to support voluntary
farm-level reporting from 202 edd ad-up to farm-level pricing of livestock emissions
from 2025), but this could tated by establishing guidelines;

12 agreed to amend% ire the Minister for Climate Change and the Minister of
Agriculture to ort arliament by 31 December 2022 on the farm-level pricing
scheme for bot stoeyand fertiliser emissions, which must consider the most
appropriate;

12.1 _farmplevel pricing mechanism, including surrender obligations in the NZ ETS or a

/rebate scheme;
@ itions of farm-level participants and agricultural activities (who should be a
articipant and which activities should be covered);

methodologies for calculating emissions and removals;

12.4  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 independent Climate Change Commission
(the Commission);

12.5 mechanisms for calibrating methane relative to other greenhouse gases and
recognising removals, including but not limited to on-farm forestry, vegetation and
plantings;
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12.6  data and information requirements to run the scheme, including how that data is
used, shared or published by the administrator;

12.7  processes, materials and tools to guide engagement with the scheme;
12.8  organisation(s) with responsibilities for administration;
12.9  any legislative and regulatory amendments, if required;

noted that the Act currently provides for a phase-out of free allocation to agriculture at
one percent per year after the first year of surrender obligations, but this is currently
temporarily suspended until a date to be confirmed by Order in Council;

noted that, as part of the changes proposed through the Climate Change Respense
(Emissions Trading Reform) Amendment Bill (the Bill), the Commission p¥i1ll a wis¢“on the
phase-out of industrial allocation to other sectors;

noted that there is a specific risk of over-allocation to the agriculty al sgetor if"allocative
baselines for agricultural activities are not periodically updated,to a \¢ount ) or the sector’s
ongoing improvements in emissions intensity;

noted that:

16.1

16.2

16.3  the sector is currently exypt ft ' m 100 percent of its emissions pricing for methane
and nitrous oxide em §sions;

16.4  under the proposals, th. sector would become exposed to a price for five percent of

these e ion:{

agreed to amend the Act to:

17 1 @hire that, before regulations are made in future affecting the level of free
allo ation to agriculture:

17.1.1  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;

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

17.2  require the Minister for Climate Change to:
17.2.1  setallocative baselines for agricultural activities through regulations;

17.2.2  consider and update those allocative baselines through regulations no later
than five years after the date in which they are last updated;
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17.2.3  in setting those allocative baselines through regulations, have regard to the
most recent available greenhouse gas inventory;

18 noted that the above proposals apply only to agricultural activities and are not intended to
apply to other activities or participants eligible for industrial allocation;

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

20 agreed to amend the Act:

20.1  so that agricultural processors (for both livestock and fertiliser emissions
subject to NZ ETS penalties regimes from their first year of surrend
the NZ ETS;

20.2  to retain the transitional provisions for penalties to farmers ck and
fertiliser emissions), meaning they are not subject toghese in their first year
of surrender obligations in the NZ ETS but would be sjbje pen lties from their
second year of surrender obligations;

A joint and integrated Action Plan towards farm-level

21 noted that an integral part and challenge of imple ing -level pricing scheme will
be building the capability of farmers, growers and othejland users;

22 noted that Budget 2019 allocated $229

illiomto a Productive and Sustainable Land Use
Package, which specifically inclu i

n to:

e-ground advice to support farmers and Maori
9 more environmentally sustainable and higher-value

22.1 provide information, toQ
agribusinesses making

production;
22.2  improve SM-fa iS_ions data and upgrade decision and regulatory tools;
22.3  protect -valle food exports and update our official assurances system;

e overlapiibetween the proposals in the paper under CAB-19-SUB-0480 and
ater package and the need for an integrated on-farm approach;

administered by the Ministry for the Environment and Ministry for Primary
i o build the necessary on-farm systems and capability to support
level pricing from 2025, including:
a climate change module in any requirement for integrated farm plans;
24.2  tools for estimating emissions at the farm level,
24.3  increased farm advisory capacity and capability;
24.4  incentives for early adopters;

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

24.6 increased research and development;
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29 noted that the Minister for Climate Change and the Minister of Agriculture hgwe directed
officials to report back in six months’ time on how emissions pricing in thé NZELS (or a
separate policy mechanism) could account for non-forestry offsetting, includifig shelterbelts
and other on-farm planting;

30 noted that the Action Plan will seek to embed a commitmentt, the vique Crown-Maori
relationships and will include early engagement with key iwi/Maji representatives,
involving the Office for Maori Crown Relations (Te Arahiti yto séyclear expectations and
agree the principles of partnership in the Action Plan;

31

Interim action on agricultural emissions

32 noted that the short, focussed consultaiien overdily-August included the following two
options proposed by the governmientifor ajinterim policy measure to encourage agricultural
emissions reductions in line wi h Néw Zealand’s climate change targets and to support the
transition to farm —level pri ing “om 2025:

32.1 Option 1: processy:le el pricing in the NZ ETS;
32.2  Option 2, form)l sector-government agreement;

33 agreed thal the prefered interim option is to develop a modified version of Option 2 as set
out in the p per att’ ched to CAB-19-SUB-0480;

34 authorifedia group of Ministers comprising the Prime Minister, Deputy Prime Minister,
Minisfer fo the Environment and the Minister for Climate Change to have Power to Act to
talky dediFtons on the details of the preferred interim option;

35 invited the Minister for Climate Change to report back to Cabinet on the decisions taken by
the group of Ministers with Power to Act;

Financial implications

36 noted that the economic impacts and fiscal implications of farm-level pricing will depend
on the final design of the scheme and are, therefore, yet to be determined;

37 noted that economic modelling suggests current emissions prices with 95 percent free
allocation would likely result in modest additional costs to milk, meat and fertiliser
production;

(9]
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Crown/Maori Relationships

38

39

40

noted that there will be early engagement with key iwi/Maori representatives, including
with the involvement of Te Arawhiti, to set clear expectations and agree the principles of
partnership in the Action Plan;

Legislative implications

41

42

43

44

45

46

47

48

invited the Minister of Climate Change to issue drafting instructionsg@ithe PCO.based on
the agreed decisions above;

noted that a number of regulatory amendments are likely to be riguiredshroughout 2023/24
to enable mandatory farm-level reporting from 2024 and #armilevelipricing from 2025 for
livestock emissions;

authorised the Minister for Climate Change, in con_ultationrwith the Minister of
Agriculture as appropriate, to further clarify and develip policy matters relating to the
agreed decisions above, in a way not inconsigient with Cabinet’s decisions;

noted that the decisions on the papejundeBEAB-19-SUB-0480 will be introduced in two
stages in order to ensure the scope of thy Bill 15Btoad enough to permit inclusion of the

proposed amendments for agricultur@eithis through Select Committee or a supplementary
order paper (SOP):

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

442  duringsSeleehCommittee, the draft text will include the decisions on the interim
opt'on, as well'as any other consequential improvements;

agre€d hat legiglative drafting will be introduced to the House of Representatives for
ing usiot mithe Bill no later than 31 October 2019;

agleedliat, to facilitate timely implementation of Cabinet’s decisions, the Minister for
Climate Change may share the paper under CAB-19-SUB-0480, drafts of further Cabinet
papers on related issues, drafting instructions to the PCO, subsequent drafts of amendments
and related documents with the EPA as a key agency in the proposed amendments;

noted that amendments to secondary regulations will also be required, including updating
emissions factors and setting allocative baselines;

noted that the Minister for Climate Change will return to Cabinet in 2020 to seek agreement
to the proposed amendment regulations for consultation with affected stakeholders;
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49 invited the Minister for Climate Change to return to Cabinet in 2020 for approval to consult
on the updated emissions factor regulations in 2020.

Michael Webster
Secretary of the Cabinet

Secretary’s note: This minute has been revised to correct the paragraph cross-referencefin
paragraphs 10.6 and to correct the wording of paragraph 47.

Hard-copy distribution:
Prime Minister

Deputy Prime Minister
Minister for the Environment
Minister of Agriculture
Minister for Climate Change
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