
Impact Summary: NZ ETS regulation updates 2018 – export of liquid carbon dioxide
Section 1: General information

	Purpose

	The Ministry for the Environment is solely responsible for the analysis and advice set out in this Regulatory Impact Statement.  This analysis and advice has been produced for the purpose of informing final decisions to proceed with a policy change to be taken by Cabinet.

	Key Limitations or Constraints on Analysis

	There are no limitations or constraints on the analysis in this summary.

	Responsible Manager

	Mark Storey
Manager, Climate Change Policy
Ministry for the Environment


Section 2:  Problem definition and objectives
	2.1   What is the policy problem or opportunity? 

	Liquid carbon dioxide (CO2) is a by-product of petroleum refining at the Refining New Zealand plant near Whangarei. It is mainly used for refrigeration and fire extinguishing, but also for carbonation and in the film industry. 
Where emissions are exported and do not occur in New Zealand they are not part of our emissions obligations or targets and are not reported in the Inventory. 
The NZ ETS applies obligations on the ‘upstream’ suppliers of the process fuels used at the Marsden Point refinery. These NZ ETS costs, from the purchase of emission units by gas miners and other fuel suppliers, are passed through to the consumer of the fuels and the products that producer sells. Therefore, liquid CO2 produced by Refining New Zealand carries an NZ ETS cost as if it were consumed in New Zealand, but in reality a proportion is exported. 


	2.2    Who is affected and how? 

	The people affected by this problem are the two exporters of liquid CO2.  Exporters of liquid CO2 are incurring NZ ETS costs for emissions that occur outside New Zealand. Those emissions are not part of our international commitments or Inventory and were not intended to be included in the NZ ETS. 
The table below shows exports of liquid CO2 are increasing.
Table:
Exports of liquid CO2 in tonnes by year end (source: Statistics NZ)

Calendar year

Tonnes of liquid CO2 exported

2014

1,923

2015

2,403

2016

5,344

2017

6,168




	2.3   Are there any constraints on the scope for decision making? 

	There are no constraints on the scope for decision making, or interdependencies or connections.


Section 3:  Options identification
	3.1   What options have been considered? 

	There are two options that resolve this problem. The first is to allow the production of liquid CO2 for export to be an eligible removal activity by amending the Climate Change (Other Removal Activities) Regulations 2009 (Removals Regulations), recognising that the eventual emissions of CO2 are the responsibility of the importing country. This would be consistent with Subpart 1 of Part 2 of the Climate Change Response Act 2002 that covers the production of products that embed emissions, including temporary embedding and export.

This option would result new administrative and compliance costs for the producer. These costs would be outweighed by the value of the emission units.

The second option is to exempt the fuels used to produce any exported liquid CO2. An example of this option is used in the production of natural gasoline. This would require careful documentation and communication between exporters of liquid CO2, the refinery (regarding quantities of fuels used), the suppliers of natural gas and other process fuels to the refinery, and the importers and miners of those fuels. It could be difficult to trace the export volumes to particular fuel suppliers through multiple parties in the supply chain. 

This option imposes new communication and administration costs for all parties for the fuel miner or importer to accurately calculate the quantity of fuel exempt from NZ ETS obligations. There is also a question about effectiveness as it would be difficult for the fuel miner or importer to know exactly how much NZ ETS costs to pass on when the CO2 export occurs at a later date and when the amount exported each year has the variability illustrated above.


	3.2   Which of these options is the proposed approach?  

	We propose to amend the Removals Regulations to enable the production of liquid CO2 for export to be an eligible removal activity from 1 January 2019 under Subpart 1 of Part 2 of the Climate Change Response Act 2002 (production of a product with embedded emissions).


Section 4:  Impact Analysis (Proposed approach)
	4.1   Summary table of costs and benefits


	Affected parties Producer and exporters of liquid CO2 
	Comment: nature of cost or benefit (eg ongoing, one-off), evidence and assumption (eg compliance rates), risks
	Impact

$m present value,  for monetised impacts; high, medium or low for non-monetised impacts  

	

	Additional costs of proposed approach, compared to taking no action

	Regulated parties
	Producers of liquid CO2 
	Low new administrative costs

	Regulators
	EPA
	Low new administrative costs

	Wider government
	
	Low new costs from increase in awarding emission units

	Other parties 
	
	Nil

	Total Monetised Cost
	
	Low

	Non-monetised costs 
	
	Nil


	Expected benefits of proposed approach, compared to taking no action

	Regulated parties
	Producer
Exporters
	Low from emission units received
Low from not incurring NZ ETS costs

	Regulators
	
	Nil

	Wider government
	Improved integrity of the NZ ETS
	Low

	Other parties 
	
	Nil

	Total Monetised  Benefit
	
	Low

	Non-monetised benefits
	
	Low


	4.2   What other impacts is this approach likely to have?

	No other impacts


Section 5:  Stakeholder views 
	5.1   What do stakeholders think about the problem and the proposed solution? 

	Consultation on the issue and option was performed over May to June 2018. One submission was received from an exporter of liquid CO2 that supported the analysis and proposal. Additionally, a submission from a natural gas processor also supported the proposal, noting that the processing facility produced liquid CO2.


Section 6:  Implementation and operation 
	6.1   How will the new arrangements be given effect?

	The proposal will be given effect through amendment of the Removals Regulations, to come into force from 1 January 2019.


Section 7:  Monitoring, evaluation and review
	7.1   How will the impact of the new arrangements be monitored?

	No monitoring of impacts is planned.


	7.2   When and how will the new arrangements be reviewed? 

	No review of the arrangements is planned.
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