








20.

negotiations without prejudice or disadvantage

Withheld under section 9(2)(j) of the OIA, to enable the Crown to carry on

21. Our existing climate change policy response includes the ETS, our leadership of
the Global Research Alliance on agricultural emissions, and the financial and
technical support we provide to our Pacific neighbours — these efforts (coup

with an unconditional 2020 target) should be presented as a c

nt and whqg%

package i.e. an effort that extends far beyond a simple /(je red

target. Transitioning to a low-emissions economy n@e will

continue to:

o Boost the resilience of our domestic econom wh dorng ur f r share
towards global mitigation efforts (e.g. by roving eco roductivity
and increasing New Zealand's comp s whil the-same time

, reducing emissions); i

o Exploit opportunities that lever com dvantages and
improve the competrtrveness ofNe landl s\ry .g. maximising the
value of the ‘NZ inc’ brand nowl d and expertise in the land
based and renewable en ors) 7

° Send clear signals th cour ate sector investment in
technologies and k ow fo en ake the best use of our natural
resources; and

° Promote and( nd’s actions transparently so as to

ew
meanrngf ipate @@Euence a new, comprehensive, global

climate ch greerrreq

Il. The form @gﬁost o%yondmonal 2020 target

22, Un ert oto P tocol the form of our target was expressed as a percentage
relatrvet levels, applied to a period of several years (referred to
tonally bon budget’). Maintaining this form of target to 2020

N pro@ Sfonsrstency with domestic polrcy settings and clearly
O ~C0 mu Zealand's intentions internationally.* There are few, if any,

©

convr a uments why we should move away from our existing approach at

fg

t WI|| be scrutinised for its comparison with what others are doing — often
ing assessments based on self-elected metrics of ‘fair share’. If there is
lesson to be drawn from international climate negotiations, in respect of

comparabrlrty, it is that there is no universal formula to calculate what a country
‘should do’ in respect of its own level of ambition. In practice, a target will be
based on a multitude of factors, including a country’s unique circumstances and
capability.

* Benefits to New Zealand include consistency with our use of carbon markets, and the flexibility to
reflect forestry harvesting cycles and other aspects of our unusual emissions profile



24. In the case of New Zealand, a large proportion of our electricity generation
already comes from renewable sources, almost 50 per cent of our emissions
come from food production and other agricultural activity, our population is

forecast to continue to grow significantly and our small, dispersed population

provides few opportunities for economies of scale.

International estimates of

comparative cost show it is more difficult for New Zealand to reduce its
emissions than most other developed countries.

280

relative to 1990. It also presents three metrics, demonstrati

range of
the adequacy of a target could be judged. Additional i3 provi i
Appendix 2. @

Table 1: 2020 targets and comparability metrics for dg@g&

Table 1 shows and compares the 2020 targets of other developed countri

ped countr
Projected BAU ojected BA g@m\/ara i
2020 Target 2020 emissio emissions. G p_‘
; : : mitigation cost
Country relative to 1990 per capi intens s -
i of target in 2020
levels (Ggltho ;?Ggl$b (o) L .
R | e
&
Australia 4% NNV RN 0.06 - 0.13%
Canada +3% A2 \\, 508 <0.00%
EU-27 -20% N 100 NN 818 <0.00%
New Zealand | Proposed -6% b 17,6~ §> 574 0.19%
Japan 250\ R 325 0.04%
Norway 2NN //Q\QS\X 184 0.15%
Russia 5% 695% s \\ 176 949 <0.00%
United States | (C 3% {0 731 589 0.00%
- 26. New Zealanghas previ tabled an aspirational 2020 target range based on
a set nditions (se% ote 2); this signals the ambition we would aspire to
- in the t of a comprehensive global agreement. The aggregate of targets
fo d by countries to date falls well short of the reductions required for an

e’ glo% esponse.? Itis clear that this and other conditions have not yet
fully et As a result, our own level of ambition at this point in time will be
d ot

herwise be the case.

ert

@&@

useful indicator of the relative costs of each country meeting its target, but are based on a range of
assumptions so are not likely to be accurate indications of the absolute GDP impacts (for example,
New Zealand's use of its Emissions Trading Scheme to meet its target). These relative estimates
assume a $25 carbon price and exclude removals from forests.

" Japan will review this target in light of the earthquake, tsunami and Fukushima Daiichi nuclear
disaster.

® United Nations Environment Programme, 2010.

® For example, the targets pledged by Parties to date are not sufficient to set the world on a pathway to
limiting temperature rise to no more than 2 °C.




27. At the 2012 United Nations meeting in Doha it was decided that countries, such
as New Zealand, who did not take a target under the second commitment period
of the Kyoto Protocol will face restricted access to international Kyoto markets.
New Zealand’s target in the transition to 2020 will need to reflect this restriction
and its implications for our domestic policy. ™

28. The cost of a target will depend on its consistency with domestic climate change
policy settings. Our ETS is designed to help New Zealand meet its international
climate change obligations. The ETS provides the Crown Wlth |n ernatlonal unit
that can be used to meet a 2020 target. &

29. Withheld under section 9(2)(j) of the OIA, to enablet &ﬁ) carry%

negotiations without prejudice or dlsadva

O\

$54.81m, $67 78m and $80.74m r y (ba rrent international
unit prices). In determining these ¢ost ey as is that we will be able
to recognise our over- achleve ur pr w%ﬂmltment (2008 - 2012)
for use against an unconditio targ ' with international rules for
commitments under the Kyoto P ). il is provided in Appendix 1.
31. The level of this fiscal ay ch@?@r time in line with international
market prices. @@;{ a ny significant upward pressure on

international carbon e%v and 2015, and most market analysts

30. Targets of 0, -5 and -10 per cent on 1@ corr a fiscal cost of”

forecast that p stay $2 for this period. A range of historic
mternatfonal/umt s is lis wppendlx 8

32. The costof tl%g th <a{ would be recorded in the Crown accounts as a
fiscal e Govemrn would recognise a liability and corresponding

se n thQ\Qrocesses for writing off international units to meet a 2020
SKW orm bﬁ’shed

tonsi \tv ;Q)/r an unconditional 2020 target

33\3 he @Q\t/ ocol rules specify how Parties to the Treaty must measure,
1d-réport on their greenhouse gas emissions. The rules also set out
for international peer review and the requirements for carbon trading

/é n countries.

)

' New Zealand has lost access to some forms of Kyoto units but retains access to others. The broad
direction of international carbon markets and New Zealand's access to them after 2015 is uncertain.

Withheld under section 9(2)(f)(iv), 9(2)(j}, 9(2)(k) of the OIA, to protect the
confidentiality of advice, enable negotiations without prejudice and prevent
improper advantage
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34.

35,

36.

Many of the Kyoto rules relate to transparency of actions. Transparent actions,
international methodologies and international peer review will be a key feature of
the post-2020 agreement as Parties move to a regime that includes an element
of flexibility to account for national circumstances. Because New Zealand
remains bound to some reporting obligations as a Party to the Kyoto Protocol,
and such reporting will remain important after the year 2020, it makes sense to
maintain these functions and systems as part of our 2020 target — this is what

we do already.

In the longer-term, it will be beneficial to transition to alternatiye.rules that b@
encourage the broad participation of all countries under a eem

New Zealand, some flexibility is enabled through our de take ta
under the Framework Convention, rather than the Ky tocol.

negotiations without pre disadva

Withheld under section 9(2)(J ) of the @t eble th .§§ carry on

Comment

37,

gas respon3|b|lltytarg percen W, 1990 levels. This target would:

° Present an .- e Iev pnbition, i.e. one that is supported by
current O|IC u- and’ does not change ETS costs to
househ s or require the purchase of additional
mter rbo u Government

o e th aland is doing its fair share towards international
hange rts, as it is broadly in line with the actions of
a

w rato;Wms
e con h our international positioning to date by demonstrating

s commitment to climate change action while reiterating our

fa comprehensive global response. It would provide flexibility

nc ase our ambition over the next eight years should the actions of
ountries warrant this; and

| propose that New Zealand unce! uncondltlonal 2020 greenhouse

carbon prices).

g? Imply a fiscal cost of approximately NZ$67.78 million (based on current

my view there is little benefit to New Zealand implementing non-Kyoto rules at
thls stage. | propose that New Zealand measure progress against its 2020
target as if we had made a commitment under the Kyoto Protocol (i.e. using the
Kyoto framework of rules). These rules are supported by our existing
measurement and reporting systems, in line with our Framework Convention
announcement made in 2012 and would position New Zealand well
internationally.



39. The Kyoto framework includes reporting on our emissions, using internationally
agreed accounting methodology and recognising our over-achievement from the
Kyoto Protocol’s first commitment period (2008 - 2012) for use against this new
unconditional target. In practice, we would communicate our intention to apply
the Kyoto Protocol’'s commitment period two rules, changing only those things
which need to be changed because we have set our target under the
Framework Convention.

40. In applying the Kyoto Protocol rules to a 2020 target New Zealand will not b
applying a forestry accounting rule that we have previously gotiated for: Q&
Afforestation Reforestation Debit Credit Rule (ARDC) whic %@iated in
the ETS. However, this does not change New Zealand'a(;p/r' ipled negotiatin
position that a future climate change agreement mus re. effectively. provid
for plantation forests in order to secure broad paﬂicﬁ%@.\ urther a%ys% ]

included in Appendix 1.

41.

Withheld under section 9(2)(j) of thq@\ﬂ?\ ableff %Q carry on
negotiations Wlthoutt»x or dls
\‘l\_\ \

42. Our 2020 target would Q icly ann<< \a er a Cabinet decision.

Consultation
43. Public consultati 6;291 a tar @n\f formally required, and in my view there
o be e

would be I|tK ined from additional consultation beyond what has

been co 16 date ublic consultation on New Zealand’s 2020 emissions

target {DO ceurred in 2009 total of 317 written submissions were received,

mcludln é@%‘ns& ns from*18 major stakeholder groups. Approximately 54 per

N‘ m|35|0 mmended a target of at least -10 per cent on 1990

ppro 5 per cent recommended a ‘cautious’ target, a business

o gsual a h&;\g or expressed their scepticism of climate change. The

~conditio range determined as a result of this consultation remains on
<<\he tab\ /ect to those conditions being satisfied.

44. Thg\h\mng departments were consulted in the development of this paper:

ry of Foreign Affairs and Trade, Ministry for the Environment, the Treasury,

( antry for Primary Industries, Mlnlstry of Transport and the Ministry of

o iness, Innovation and Employment The Department of Prime Minister and
( B}Cabine’c and Te Puni Kokiri have been informed.



Financial implications

45. The estimated fiscal costs of a -5 per cent target are $67.78 million based on the
latest monthly carbon price (i.e. July 2013) used for valuing international carbon
units in the Government'’s financial statements. The costs of a 2020 target would
be recorded as a fiscal risk in the Crown accounts, and as a liability when the
processes for writing off international units to meet a 2020 target are formally

established.
Human rights @ &

46. There are no inconsistencies with the Human Rights or Ne @d
Bill of Rights Act 1990.

Regulatory impact analysis %

47. The decisions sought in this Cabinet pap ne mvolv , amending or
repealing primary legislation or delegatec j tlon egulatlon for the
purposes of the Regulations (Disallowa ct 1 ese decisions involve
no direct impacts on businesses, als or—proflt entities beyond
those of existing climate ch icles. r“do decisions seek the
ratification, accession, accepta appro mternational treaty by New
Zealand.

Publicity @

48. Decisions in this lik act domestic and international attention.

49. A communlc n eveloped to be used in conjunction with

announCI

Recomm S %§

er for Climate Change Issues recommends that the Committee:

Government has signalled an intent to announce an
al'2020 target in 2013 (CAB Min (12) 39/5 refers)

unc |t
@ an unconditional 2020 target should demonstrate New Zealand is
ts ‘fair share’ to address climate change; ensure New Zealand’s
et is affordable; and provide for a sensible transition to a post-2020

thernatlonal cllmate change regime that is appropriate for New Zealand'’s
circumstances

note that a -5 per cent target will impose no additional costs to households
or businesses, and is supported by existing Emissions Trading Scheme
settings

4. note that the fiscal costs of a -5 per cent target of $67.78 million, based on
the latest monthly carbon price used to value international carbon units,
would be recorded as a fiscal risk in the Crown accounts

5. agree to an unconditional responsibility target of 5 per cent below 1990
greenhouse gas emissions levels by 2020



6. note that in the short term it makes sense for New Zealand to follow the
Kyoto framework of rules but in the longer term, alternative rules will need
to be explored to better encourage participation by all countries

7. agree that New Zealand communicate an intention to apply, mutatis
mutandis, the Kyoto Protocol's second commitment period framework of
rules to its unconditional 2020 target including:

7.1. a multi-year carbon budget (the approach used to express our
commitment period one target);

7.2. international reporting of our emissions and r
the integrity and transparency of New Zealand’s

7.3. measuring our progress against a 2020 target as, if we ha
commitment under the Kyoto Protocol, inc ing rec nitio of our

over-achievement from commitment od one (20
8. authorise the Minister for Climate Changel IsSues \i}ounce New
Zealand’s unconditional 2020 target fo

’ iti | Cabine sion
. QY \

Withheld under S9(2)()) (nege&ﬁg@\ﬁthout ﬁi@}m{\c&or disadvantage)
10. note that in maintaining @ealand&\%‘mional 2020 target range the
Government remaij epared @k\ further targets, should our
conditions be m <
cX\

X
Hon TimGro
Mini wmatim/eﬂssues

DR %
3 %@

>>

(\
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Appendix 1 — Target methodology, fiscal cost and projected emissions

L

< 3
@> 980 1995 2000 2005 2010 2015 2020 2025 2030

New Zealand’s unconditional 2020 target will take the form of a multi-year ‘carbon
budget’, which will entail taking responsibility for our emissions over an eight year
period (2013 - 2020 inclusive). A carbon budget approach is in line with
developed countries such as the EU-28 member states, Australia and Norway.
The alternative, accounting for only a single ‘end point’ year, would be difficult to
reconcile with carbon markets, multi-year forestry activity .and the use
international units. Emissions Trading Scheme (ETS) pa nts might

qguestion why they face costs for each year during 2 9 w e
Government does not.
The Government will be required to cancel internati@ sions u al to
the difference between New Zealand's target and “astual enhglise gas

emissions. A more ambitious target will requi eater n units to be

cancelled. Each percentage point diffe in“a tg offesponds to
approximately three million units. In the g , this ohstrated by the
shaded area between a -5% target f < 20 New Zealand’s net

emissions for the period:

gt
Projected @nd t\@missions
120 % : “% ;

1

|
1
I
|
|
1
1
[
[}
1

” S9(2)(j)

i (prejudice
d N negotiations)
S 60

s

.
PS> —

ﬂx e (3r0SS €MISSIONS === Net emissions  =———-5% target

@%ese projections are based on a number of assumptions including a carbon

price of between $0 and $12, and the use of ‘AR4’ global warming potentials to
calculate the carbon dioxide equivalent of different greenhouse gases. Current
Kyoto Protocol forestry accounting rules have been applied to emissions after
2020. The future accounting framework has not yet been agreed, and emissions
may therefore differ significantly to those indicated after 2020. More detall is
provided in paragraphs 18 - 22.

11




Carrying over international units

4.

10.

‘\J

\

Py

TE

Emissions reductions targets under the Kyoto Protocol (KP) are made within
‘commitment periods’ of internationally agreed lengths of time. Commitment
period one (CP1) was five years long (2008 - 2012 inclusive) and commitment
period two (CP2) will be eight years long (2013 - 2020 inclusive).

Countries that have set an emissions reduction target under the KP may use
international carbon units to meet their commitment. However a situation may
arise where a country purchases or is allocated more units t it requires&
meet its target. In this case, the CP1 KP rules permitted cou ank’

of these emissions units, for use in subsequent comm|’£me

New Zealand successfully achieved its KP target unde tthe en
however, Government had more units than it requir to me arget

Because the maijority of these units come from Ei@ plantlnge\ tween

2008 and 2012, international rules would allow N and to ssession
of its excess units to help meet a target unde (\\

Withheld under S9(2)(j) ( negotlahons/\q\tzéajugv@ or vantage)

Any Kyoto units that re rr{ln . ealand Emission Unit

Register after the ‘true-up period’ e antici |II ‘be completed in mid-
2015) will be subject to mandat cellatio med over.

Restricting unit carryover »IH SO C|rc is important to protect the
integrity of mternatlonal market @/egp ample, if a country was able to
retain its CP1 units b take issions reduction target in CP2, the
country would be a oth Qze)\lts emissions and sell units overseas,
effectively ‘doubl @c}unt per

- 2020. The use its CP1 units to meet its next emissions
reducth<P as permi countries taking a CP2 target under the KP.

Thi erefor roposes that New Zealand measure its progress against a
as [ rre\/rgade a commitment under the Kyoto Protocol, including
\/rg over ou surpius CP1 units.

. As noted in t@%%;gr) New l%? will take a firm, unconditional target for 2013

J W I@helg\uhder S9(2)(j) (negotiations without prejudice or disadvantage)

\ eld under section 9(2)(f)(iv) of the OIA, to protect the confidentiality of
advice tendered officials

&(5@ Q’éns rules to be applied to New Zealand'’s target

New Zealand will measure progress against its 2020 target as if we had made a
commitment under the Kyoto Protocol, i.e. using the Kyoto framework of rules
and emissions reporting.

Withheld under S9(2)(j) (negotiations without prejudice or disadvantage)
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13.New Zealand will include the forestry rules as negotiated to apply to the second
Kyoto Commitment Period. These include several new rules that are of benefit to
New Zealand, but exclude the Afforestation Reforestation Debit Credit rule, which
applied to New Zealand’s 2008 - 12 target.

Withheld under S9(2)(j) (negotiations without prejudice or disadvantage)

14.Applying a Kyoto framework of rules will ensure New Zealand maintains
transparency in taking a Convention track approach and retains the key structural
achievements of the Kyoto Protocol to date. It does not ch New Zeal%
or

principled negotiating position that a future climate change tmu
effectively provide for planted forests in order to secure rticipation. The

rules applied to our 2020 emissions target do not im e rul ed
within New Zealand's emissions trading scheme; uding the A ation
Reforestation Debit Credit Rule.

The fiscal cost of a target i % :

15. Cancelling international units to meet @H

6 Olves
Crown accounts, creating a fiscal verr@(\mﬁrmnﬂy possesses a
fas

surplus of 29 million international units:

Wi e@r secti%% j) of the OIA, to enable the Crown to carry on

ne ithout prejudice or disadvantage

™ |.e. the most recently published projection of New Zealand's net position under the first commitment
period of the Kyoto Protocol, based on a financial statement ending in May 2013.

13



19.The cost of writing off international unr%{u‘;}t an ug/\

2020 Target on Units required Total fiscal c_ost
1990 levels to meet target at current price
{million) of $0.87 ($m)
0% (CP1 target) 50 to 63 S9(2)(F)(iv), $54.81
S59(2)(j) and
-5% 64 to 78 S9(2)(k) $67.78
(advice,
-10% (low end of negotiations
conditional 79 to 92 and $80. é/\

range) advantage) )

15% 94 to 107 R 365,\?1 \
-20% (high end % {
of conditional 109 to 122 N $1O 68 X

range) > 6\

be recorded in Crown accounts as

only be affected when the proc

The value of international units 201

20.The value of this fiscal r

ased

\b

Ny

writing

0 tbé

KU)

nal 2020 target will
oWn fiscal position would

a?re formally established.

ation of international emissions

units in the Crown a e e currently valued at $0.87 NZD
each, but this WI|| C ert é( ]2|c:|als do not anticipate any significant
upward pressure natlo prices between now and 2015. Most

market analysts fi

ng“rratcsats that&k

s will stay below NZ$2 for this period. The

table below f meeting different targets based on a series
of possibl€ scenarios:
Y
v @Q@Iy average 2‘:2?:‘;2 1 year average
C Spot
O)Q, W 30.87 $0.73 $1.37
i)
risk of a -
é.,/ arget ($m) $56 - $68 $47 - $57 $88 - $107

@?%c@ans of New Zealand’s emissions

ew Zealand's net emissions are projected to be between 550 and 590 mega-
tonnes of carbon dioxide equivalent over the 2013 to 2020 period.

22.This range of figures reflects the uncertainty inherent in emissions forecasts.
New Zealand’s emissions will be influenced by a number of factors including the
domestic price of carbon, forestry land owner behaviour, growth in GDP and oll
prices.

14



23.Sources of emissions such as waste and synthetic gases reflect different
Statistics New Zealand population growth projections, and different growth rates
in the quantum of industrial processes performed by New Zealand businesses.

24 Projections of New Zealand’s forestry activity will always involve a particular
degree of uncertainty because they rely on assessments of forest harvest,
afforestation and deforestation decisions out into the future. In calculating
affordability, a pessimistic scenario for forest harvest and deforestation was used
to provide a conservative estimate of the level of carbon sequestration credits t
would be available at the end of 2020. While this scenario ents the hiﬁ%

te

end of potential emissions, it is based on current carb @s an
intentions to deforest. %

15




Appendix 2 — Defining New Zealand’s fair share

1. A target for New Zealand can be compared to the actions of other countries in a
number of ways. Different measurement tools or ‘metrics’ will provide different
assessments of the ambition a target represents. For example New Zealand is
generally estimated to have high emissions intensity (emissions divided by
output); above that of Canada, the EU-28, Japan and the United States
Conversely the structure of our economy means that it is more difficult for N

Zealand to reduce its emissions than it is for most other de d countrl
Metrics based on ‘equal cost’ suggest that even a modest Iand
represents a relatively high level of climate change ambiti

Comparability information

2. A number of assessments will inform the over I )X) re of N (\aéand s ‘fair
share’, in conjunction with current climate ch ratl Il number

of these metrics are presented overleaf, and detalie }72 of country

characteristics is set out on page 18.

3. This comparability information is so m pul@ ilable international
data, including an international ab ost c IU and world emissions
database.

4. The “Comparative mitigation cos rget siam n page 5 reflects the cost of
both international purch and do igation costs. Cross-country
analyses require a nua parison’ information presented to ensure a

consistent approach t|m S Iso very sensitive to assumptions
about different e nd t ith which countries can curb domestic
alc

emissions. For the ﬁ tlator assumes a carbon price of €15.00,

and that th tates increase its GDP by performing domestic

abateme/rn hergy sgc{t\%/
B Cost ﬁg therefore eful indicator of the relative costs of each country
target.

g |t ure are not likely to be accurate indications of the absolute

Q&/ %
,\\f
O

16



Implied targets

6. A number of international experts have calculated the 2020 targets implied for
different countries by different measurement tools.

7.
summarised below. T

An example from the Netherlands Environmental

Protection Agency is
he 2020 target implied for Oceania (i.e. New Zealand and

Australia) varies between +19% (based on an ‘equal cost’ approach) and -14%

(based on converging per capita emissions).

Table 4.4 Reduction targets

with the lowest reductions.

red cells indicate the approach using the highest reduction per country and the gre

Canada

Usa

EU

Russian Federation
Japan

Oceania

Ukraine region
Annex |

*- For 2010 we assume that all Ann
levels, by 2010 {see Section 4.1

(%) compared to 1930 levels, by 2020, for the '20% A

2010 Equal Equal MAC Equal
reduction  reduetion
targat® baseling

-5 -7

25 0

S
g«

minimum of their Kyoto target or their reference emission

17




Emissions

acted % Eg:'?;'oi':as Consumption | % Emissions | % Renewable Lower end C:::;':P Z';?g:e
y p(2005I(J':‘ per Capita from Electricity | 2020 pledge | 'g’f il
mj CO2-e / 1300 (2001 Gg agriculture Production relative to in 2020 ("/gof
= 0
(202 < people) CO2-e/1000 (2005) (2009) 1990 levels GDP)
Australia 1.05% ﬂS 20% 7% 4% 0.06 — 0.13%
\}
Canada 1.35% &“)9&? 10% 4% -
;Ez"?’fpea" diniion 9.23% 3&4/ 12% 46% -20% ;
Japan 2.39% 347 3% 37% -25%
New Zealand 0.15% -5%
Norway 0.09% -30%
Russian 5 ~
Federation 4.46% -15% -
United States 13.00% -3% 0.00%
Brazil 4.48% -36% on BAU
. = -40% intensity
0
China 24.13% on 2005
i -20% intensit Available
India 5.60% on 2005 d analysis does
not extend
Korea, Republic of 1.22% -(\00 on BAU | beyond ‘Annex
T f
Mexico 1.41% S1Mt méiit‘igiiiﬁ
duction in countries)
Singapore 0.11% -16% on BAU
South Africa 1.09% 1042 8.8 6 10% 6%U(( %% ocn BAU




