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Allocative Baseline for 2013 and Beyond

Portfolio: Climate Change Issues /

On 28 November 2012, the Cabmet Economic Gro

1

W

noted that on 4 October 2010, the Cab1 u}smess pproved a process to ad_]ust
the allocative baselines for New Ze L1m1ted (NZAS) to reflect the
eunt 2012 [CBC Min (10) 11/6];

impact of their electnc1ty contr, t.iln

noted that a new confrac g ment A\.ty supply will apply to NZAS from
1 January 2013; {

noted that, followm /518 of t % lectnmty contract, there exists a need.to update
allocative basehﬁ\ NZAS reflect the impact of the electricity contract in

force from an R/ 13 0\% sions intensity of eleetricity used;

note& / ists aweed for the updated allocative basehnes to be in place in time for
NZ \/el the 1 gx&&/d«@adlme for application for an allocation of units (of 30 April)

N

@t{that t@basehnes for NZAS may be updated annually as provided in the
mﬁed (as outlined in the paper under EGI (12) 253, to ensure that the allocative

ac
1% e NZAS reflect the impact of the electricity contract in place from 2013 on
i ns rice intensity of electricity used;

that the Minister for Climate Change Issues may annually present a paper directly to

greéd
bm’ét Legislation Committee containing proposals to amend the regulation containing the
cative baselines for NZAS, calculated in accordance with the specified approach;

authorised the Minister for Climate Change Issues to.make any minor cortections required
to the specified approach to ensure that the allocative baseline used in allocations to NZAS
reflect the impact of NZAS’ electnclty contracts on the emissions price intensity of

electricity used;

agreed that no regulatory impact statement be required to accompany the annual legislative
proposals containing updates to NZAS allocative baselines in the Climate Change (Eligible
Industrial Activities) Regulations; '



s el (i

‘10" authorised fhe Minister of Finance and the Minister for Climate Change Issues to jointly
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~

9 .- noted that the fiscal cost of allocatién to NZAS will change year to year e
, subject to the annual update of the allocative baseline;

B
.

approve changes to the Vote Climate Change Non-Departmental Other Expense: Allocation
of New Zealand Units appropriation, in relation to the updated annual baselines as
necessary, in line with the amendment of the _Climate Change (Eligible Industrial Activities)

Regulations;

P,

11 - noted that NZAS is'presently trying to renegotiate elements of the e’\!@otjﬁcity contradt;vt;ith
tio d

Meridian Energy, and that should a modified electricity contract th for
& bé%% etermige its

Climate Change Issues expects to seek a copy of the modified

consequences for the specified approach; & Q g;

12 poted that the Minister for Climate Change Issues intends to release therelevant parts of the
paperunder EGI (12) 253 to NZAS in order to m'aq? bb/ertaintyr o(%ff@ likely future
allocations and to allow them to prepare for th %;q i @>annua1/§fcf§s)1 of data.
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“Industrial Allocation to New Zealand Aluminium Smelfe @mted{@ggr/

the New Zealand Emissions Trading Scheme & \\f
Portfolio: Climate Change Issues \/Ogs \
\J A\_

On 25 February 2015, the Cabinet Economic Growth and Infa; re Comn

- Y
1 noted that New Zealand Aluminium Smeltershi Q(NZAS%IVC an allocation of
emission units under the New Zealand Emzs”‘\ \s ding Sc\h%me ETS);

2 noted that NZAS has renegotiated its %:'ty sup with Mendlan Energy

Limited (Meridian), and that its allocation needs t
Wik Wb

3 agreed that NZAS be alloygi ew Zeal s (NZUs) per megawatt hour for
electricity purchased unde t sup - act with Meridian;

4 noted that the adjusted\ ive ba or NZAS must be prescribed in regulations
before rmd-Apnl 0% cify %’\ al allocation for 2014 and provisional allocation
for 2015; - :

5 mv1ted I&kus{ég for Cﬁl_mate&nge Issues to issue drafting instructions to the
Parh ounse 0 Qzﬁﬁrescﬂbe NZAS’s final allocative baseline for 2014 and
alfocaﬁve\%hn for 2015 and 2016 in accordance with the methodology set

\/ (15)25;

aper un/d\s\
@ped tha@h%ﬁ under EGI (15) 25 be released to NZAS, subject to any material being

pro o

6
withhel ce with the principles of the Official Information Act 1982;
2\
7 noted that NZAS is likely to enter into additional electricity supply agreements in the future,
ignificantly smaller than the new contract with Meridian;
8 rised the Minister for Climate Change Issues to make adjustments to allocative

aselines for NZAS in the future to reflect the NZ ETS costs to NZAS from electricity
supply agreements without further reference to Cabinet, except where the financial or policy
implications are significant enough to warrant Cabinet consideration.

7o

Janine Harvey

Committee Secretary Reference: EGI (15) 25

Distribution: (see over)
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Executive Summary

1.  The main purpos j>t <b/\f|ng nZ% ovide you with a short background on two

ETS regulation posals set he attached paper for the Cabinet Legislation
Committee: ¢

a. Th 'trh%a noft %ﬁ greenhouse gas (SGG) levy regulations
b. ?'Iuminium % érs (NZAS) allocative baseline update amendment
ion

@ uest tha Vge the attached Cabinet paper with the Cabinet Office by 10
1

<\ 8 Ma to be considered by the Cabinet Legislation Commlttee on 21
arch el e .

@ of  Scope
Q
@ Allocatlve baselines specify how many emission units an ellglble emlssmn mtensxve '

trade exposed actMty receives per unit out output under the ETS. They are establlshed
in regulations. The NZAS allocative baseline update amendment regula’non gives
effect to a Cabinet decision to continue annual updates to the NZAS baseline [CAB Min
(12) 43/6 refers]. It reflects the effect of NZAS's electricity contract on thelr ETS
electricity price exposure. -




Qut

e ,'-Situat:on Analysus |

. B..
out of %:e’ %b’
< ”\

7. In Iate 2012 Cablnet agreed to exte <€£ % inister was able to

'+ present a paper directly to LEG so N S\Jan appl i‘ldr‘t\e;r allocation of units within
the statutory - tlmehnes for applic ed~Ca abinet paper sets out the
statutory prerequnsnes for the NLAS\: aselifie update for 2013 and seeks
authorisation from Cabinét to submi nge (Eligible industrial Actlwtles)
Amendment Regulations 2613 to the Exegu
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11.. | Out of SCO,’)G

NZAS Aflocative Baselines Annual Update: Background

12. Eligible emissions intensive trade exposed (EITE) activities receive an aliocation of :
' emission units under the ETS. An allocative baseline specifies ho /many units an/>\

actlvrty receives per unit of output. The allocative baselme is spe gulatlgri@
and the allocation is lmplemented by the Environmental Prote |0Ko\b{%te
undertaklng eligible activities receive a provisional allocatio r@ance bas
forecast levels of output. The allocation is finalised once ov.lK/m"%es known \

13.  NZAS is New Zealand's largest electricity using fir rm @@lderable argh The Act
enables the Minister for Climate Change Issues re mto sctricity.contractual
arrangements for electricity users above a thre%ﬂ ZAS |s _6ly firm whose
electricity use exceeds this threshold, anc

of theis ctucr(y contract has
been examined by specrallst electricity in y.a 'i_ isers. ¢

</

14, In 2010 Cabmet approved a proce %\tﬁe Mlaie\e
LEG to update the NZAS alloca@e\ e ea<cb ax
the firm'’s electricity contracts on ET ctricity relat
electricity contracts was, i av rage exp @ i&\" uce the ETS lmpact on the firm
and the results from th rst\; Y & cC ntracts reduced the ETS impacts on
electricity costs by aqact@ bout 3 o 4 om ared to other users. Modelllng results

“also included the of s er than average outcomes, but these were
low probabrht!k ) The process was needed o énable the allocative
baseline to b <€ in time- ZAS to apply for their allocation of units under the

EITE % k\s@? he ET@

15. A ne\w e icity © ht{ act was in place from 2013, and followrng examination of the
la} 2012 Cabinet agreed to extend the process of updating the

ald take a paper drrectly to
Xo reflect the actual impact of
osts. The actual impact of the

tractfgtructure,
asel e qﬁn\an updated model. The amendment regulation uses this model
/’\ tq/péwdea -3 prov é{ﬁanal baseline for2013. o
,\ _
é NZA! @g&e baseline is specified in regulation 7(4) of the Climate Change (Eligible
lm{(}stﬂ >ACtIVItIes) Regulatlons 2010. This update finalises the 2012 baseline at
1COe/tAl, down from the 2012 provisional baseline of 3.318 tCOzeftAl, and
%téb{’shes prov:snonal baselines for 2013 and 2014 at 7.812 ‘tCOzeltAl and 4.628
OeftAl respectively. The nature of the electricity contract means that the baseline

(/ wrll change from year to year, [ / TR Cf( %)((0 }(( (J

12 months. The 2013 provisionar anocauve baselirié of 7.812 tCO,eftAl is about 81%
of the allocative baseline that would apply lf no contracts were in place.

/




Risks and Mitigations_

17.

A

' baselme in Februaerarch 2014 |f low prlces and pnce

classes of emission units persist, o Q/Oﬁgs

Consultation g g . & o _

19. The attached Cabinet paper was consu ith Minis ary Industries, the
Ministry of Business Innovation and nt. the! of Foreign Affairs and

Trade, the Ministry of Transport, t , -vénge. New Zealand Customs
Serwce the New Zealand Tra cy an d Koklri The Department of

: ane Minister and Cabmet@é' nvi %r{ rotectuon Authority were also
informed. | m\

Nextsteps - <))

: '%/o al, the @paper needs to be lodged wnth the Cabinet-
A, 18 Marc 2‘1 (o]

: be conSIdered by the Cablnet Leglslatlon




Recommended Action

We recommend that you:

a) Note that the accompanying Cabinet paper is due with the Cabinet Office by 10 am.
18 March 2013

Out of SCOPe

Peter Brunt
Acting Director, Climate and Risk Di%
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_ ~ Office of the Minister for Climate Ch gge)lssues
Chair ' Q %’/
Cabinet Legislation Committee ] <\ (4

. (r

Emissions Trading Scheme — Climate Change (S th tic Greenho s§ Ga

Levies) Regulations 2013 and Amendment to the Gl‘maie Chang\e.\% le
Industrial Activities) Regulations 2010
Proposal /

1. | propose that the Cabinet Legis aﬁa&&ouﬁltteefaul@ns,e the submission
1o the Executive Council of the fol ev)\w\ngfegulahons\?/\\/

a. Climate Change (S@hth\é\t\lc Greeni’@%e\(}e}s Levies) Regulations
2013; and 54

b. Climate Cl'/gnge /J(Ehglble \ir’(éju:g;nal Activities) Amendment
Regulat 3,
egual/opfsgox‘l\ f"‘“\
Executive Summarz \Q,

\\__/
2. This paper \m@ded mto\\éud/ parts. Part 1 proposes a new set of
regulatlr(na neéded to ﬁ‘é&t’ to the changes that the Climate Change

ions”Frading nﬁ\\ﬁtﬁer Matters) Amendment Act 2012 (the
@% R Act) made. “for» Synthetic Greenhouse Gases (SGGs). These
are that SGGs jn goods ¢ and vehicles are to be managed by a levy on SGG

~ \use ;a erthan dl cHy participating in the ETS.

\//}’ Part 2 am’s};n ﬁe Climate Change (Eligible Industrial Activities)

/,?\ \ egulat: O to update the allocative baseline for New Zealand
--\</’/~\\J Alu int %n{elters (NZAS) to reflect the operation of their new electrlc1ty
I]at came into force in 2013.

Out of  Sco \36



6. Out of S‘COKOQ

trade-exposed industrial activities, to maintain co p’“ titiven&ss and pre

7. The Act also prowdes for transitional asmstance t ssi §s~lfxtenslv%’:>
_carbon leakage due to the fact. that not al r tra\d g pa &Q;e
implemented a similar price on carbon. nge |s gl\/%lglble

industrial activities through the allocation ) e%

@ t an _ear_l_l_er

_ year. This is
"tract how electricity
related ETS pass  through t any e NZAS prowsmnal
allocation and the SGG %‘ e b se emlssmn unit prices
experienced in 2012,

\\ \>

Part 1: Climate Change %f{retrc Greq/ as Lewes) Regulat:ons 2013
- Levy on goods anﬁjno ehicles co @ g HFC or PFC

decision to update the allocative

8. The regulations proposed in Part 2{01’
necessary to reflect the impact of. th\

ctncnty

;—o-'

ey 2 R \// "
Poli'cy /(”/ﬂ\\/ /

"GWPisa ten‘n' used to measure the eflecl of a gas compared (o an equivalent amounl of carbor dioxide The most common HFG
used in Mew Zealand is HFC-134a, which has a GWP of 1430,
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Publicity

30.

Part 2: Climate Change (Ellglble Industrial  Activities, /;ﬁ'ﬁ&ndmentf-a

Regulations 2013 - Updating the NZAS allocative baseline

Pohcy
31.

32.

33.

23

Allocative Baseline for 2013 and Beyond\ as, consndere met’
Economic Growth and Infrastructure Co lt on 28 12012 and
approved by Cabinet on 3 December 2 E/éfﬁ in (1 rs] This
paper establishes a modified pr S pda ew Zealand
Aluminium Smelters (NZAS) al haseling r to reflect the
effect of the prevailing electricj [CB?»@\ \) 11/6 refers].

E_ligib[e emission-intensive {: '%S gxposed aqtn) (s%celve an allocation of
. emission units under thef\e A a|lo(cat\iv asehne specifies how many
units an activity recelves\g/umt /f\hip\\u

specified in reg hs and theO lo\cahon is implemented by the
Environmental Rrofe ctib Authoﬂt Those undertaking eligible activities
receive a pmws;pnal Ilocato in® \aEWance based on forecast levels of
output. T ‘IIosat’Bn is fi pa|15e¢9nce outcomes are known.

NZAS |S\New %eala ds iax@est electncnty using firm by a considerable
marw Aot en \the,Mlmster for Climate Change Issues to enquire
%Eﬁf ity co tual arrangements for electricity users above a

{ tbr e only firn whose electricity use exceeds this
thfe{ old, d the ffect of their electricity contract has been examined by

The allocative baseline is

ZASs

\\/s eﬁlallste Elfté?mdustry advisers.

m -electricity contract is complex arid potentlaHy results in

/ vanébl grees of pass through of ETS electricity price impacts. These

\,

35.

36.

én range from considerably lower than for other electricity users to
\:\:ﬁ ly higher on a year by year basis. A new electricity supply contract
lace from 2013, replacing three legacy contracts. Examination of the

ect of the new contract indicated that it was necessary to continue with a
process of annual Uipdates to the NZAS allocative baseline to ensure their

allocative baseline reflects the actual effect of the electricity contract in a
particular year,

Cabinet agreed to an annual updating process for NZASs allocative
baseline, in which the Minister for Climate Change Issues may annually
present a paper directly to the Cabinet Legislation Comrmittee for
amendment regulations. Cabinet also agreed on a process for modelling

and updating NZAS's allocative baseline [CAB Min (12) 43/6 refers]. This

process has been followed.

NZAS, as a mandatory ETS participant, must meet the deadline for

surrendering units on 31 May 2013. To allow units to be issued to NZAS in

Fdl
)]

/ ;*’ 4
The paper Emissions Trading Scheme: New Zealand %!ummt e

N
v
P |
&N

N



time to meet this deadline, it is highly desirable that NZAS’s allocative
baselme is publlshed in a fimely manner. The anticipated timeline is:

i. 28 March 2013: The revised allocative baseline is expected to be
published in the New Zealand Gazette;

i, 30 April 2013: Absolute deadline for NZAS to apply for its annual

allocation of emissions units; and :

i. 31 May 2013: Deadline for NZAS to surrender emlssmrg? \

37. Cabinet also authorised a process for the Minister of(Ch hange
Issues and the Minister of Finance to jointly approve the V
Climate Change Non-Departmental Other Expense’ on of N
Zealand Units appropriation [CAB Min (12) 43/6 ers] hls wo allo \

for changes if the updated NZAS allocative e was &
previously anticipated. This is not required this y§r owe t be
necessary in the future. 6

38. The Parhamentary' Counsel Office | @raﬂed tiorfs that amend
regulation 7(4) of the Climat (Efi strla[ Activities)

Regulations 2010. The chang 2 he ZQ’I\Z b e establish a 2013

provisional baseline (along Wi older/ha 8 for further out in case
the next update does not occu Q&Q e as follows:

"| |
Year : AII ve v\(eialacement Allocative
. egly ti aseline Regulatlon

201§ P@élon%&‘Qﬁ Final (2.062)

Final (3%@;\

Final (7.812)

4 RN Vai be
@\” @ 0 >\/ Provisional (4.628)_
S ’
N

3/”9\ T%e 2012 final allocative baseline (expressed as tCO,e/tAl produced) has
( \Q creased to 2.062 from the earlier provisional allocation of 3.318, reflecting
, NZAS's actual 2012 data and lower emission prices. The 2013 provisional

@ baseline of 7.812 is markedly higher than earlier baselines which originated

from the earlier contracts and model, but is still less than full ETS price

win § (b))

N = Provisional (7. 812)
/N 2013 \b\v -
&

pass-through.



:Statutory prerequisites

40. The Climate Change (Eligible Industrial Activities) Amendment Regulatlons
2013, are made under section 161A(1){c)(i) of the Act. There are no
statutory prerequisites associated with this regulation-making power.

Timing and 28-day rule (,/) &
41. This paper seeks a waiver of the 28-day rule for the hma(’;k?(:hangf?
|

(Eligible Industrial Activities) Amendment Regulations. 20 low t \)
amendment regulations to come into force as sool rax;,hcable
seeking the waiver of the 28-day rule as the ameﬁ \riegulatlons h

little or no effect on the public ahd will enable NZAS to.apply for\agoca §ns
using the appropnate allocative baseline, be@&app\ucatlo \j on 30

April 2013. \_> P!
. & O
Regulatory Impact Analysis ' %\_ﬂ -
42. Cabinet has previously agreed thal ,}egulate/? act Analysis will be
required to accompany the a lative @ containing updates
to NZAS's allocative basell% th amer@m \\);e llations [CAB Min (12)

. 43/6 refers). }
\//

/ﬁ

Publicity \\ Q ~

43. The mformah/ \pmwded to \téthe allocative baseline to be re-
estimate h‘gkﬂyfeom (Lys nsitive. Therefore, NZAS will be directly
notified. @ \eral pub%s ‘nesded as no other participants are directly

affected.
Corg@;mh NZA! @

w%wer%onsulté’thmughout the development of the Part 2 regulations.
’ i

A

/ i. ANZA s involved in agreeing to the model outlined in CAB Min
/O'}\}/ / J NZAS provided information complying with the 6 December 2012
\>‘~ . t } azette notice (Gazette No. 147, p 4290) that called for electricity
5 >~/ contract related information.
<\__<L//‘ iii. NZAS was given the opportunity to comment on the updated model
\Q output.

s 4
( Q \ ' Compliance

~“ 45  Regulations from Part 1 and 2 of this paper are consistent with each of the -
following:

i.  Principles of the Treaty of Waitangi;

ii. The New Zealand Bill of Rights Act 1990 and the Human Rights
Act 1993;

iii.  Principles and guidelines set out in the Privacy Act 1993;
iv.  Relevant international standards and obligations; and



v. The Legislation Advisory Committee Guidelines on Process and
Content of Legislation. :

46. The allocative baselines have been updated in accordance with the
approach authorised by Cabinet [CAB Min (12) 43/6 refers], enabling this
proposal to be presented directly to the Cabinet Legislation Committee.

Regulations Review Committee

attention of the House unde¥ Standing Order 310.
O

47. | do not consider that there are grounds for the Regu g%f%view
Committee to draw the regulations from Part 1 and 2 ofthis paper to the
& X

Certification by Parliamentary Counsel %
48. These regulations were certified by the P/a‘%'

m@ Co/u I\ ice as
being in order for submission to Cabi arlia @ ounse!
ne\z.\ tb corplie

/)
Office’s certification notes the 28-day : }2 e d with for
the Climate Change {Eligible Indus&i\' jvities) Amefidment Regulations
2013. ' X

S
Consultation (general) | <\\§

49. This paper was prepare bﬁ&inistu}fon\ ' Environment. The Ministry
for Primary Industriés, the Minisg &\ usiness, Innovation, and
Employment, the Minis f Foregign Affairs and Trade, the Ministry of
Transport, the Treasury, Inland’ @ nue, the New Zealand Transport
Agency, the New. Zealand %?9 ns’ Service, and Te Puni Kakiri were
consulted. ggﬁe artmer{\3 oV Prime  Minister and Cabinet and the

* Environmental Protection A [ity were also informed. .
O\
&7 &

N
j



Recommendations

| recommend that the Cabinet Legislation Committee:

Part 1: Climate Change (Synthetic Greenhouse Gas Levies) Regulations 2013



O @Q

Pag 2:\ Climate ~Change ~ (Eligible Industrial Activities) Amendment
tion ' '

s 201
e thatan cember 2012, Cabinet approved the process for making
trien

: nnuEvl’a%Q}\ ments to New Zealand Aluminium Smelter's allocative
ba eme ecting their electricity contract beginning on 1 January 2013

\n{12) 43/6 refers]

16.Note that the Climate Change (Eligible Indusirial Activities) Amendment
Regulations 2013 give effect to the decision referred to in recommendation
: 14 above; '
17. Note that a waiver of the 28-day rule is sought:
a. so that the regulations can come into force on 28 March 2013

b. on the grounds that the amendment regulations have little or no
effect on the public and will enable NZAS to apply for allocations



using the apprqpriate allncative baseline, before applications close

on 30 April 2013;

18.Agree to waive the 28-day rule so that the Climate Change (Eligible
Industrial Activities) Amendment Regulations 2013 can come into force on 28

March 2013,

Hon Simon Bridges
Acting Minister for Climate Change Iss éQ

'{*--/ q !% ' & ‘\)

{ s

s

>

<

19, Authorise the submlsswn to the Executive Council of the @ate Change /
(Eligible Industnal Activities) Amendment Regulations 201 3{\ ( / ,(ﬂ

N
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Executive Summary {) Q} \O/\_f

1, This briefing seeks you \eﬁt to im{ ptén interim methodology ihat will 'set
New Zealand Alumipitin A llocatlve baselines for 2013 2015

Response Act 2002~(CE e only Partlclpant carrylng out this ac’uvnty and
feceive eﬁ@ cetiorf of N gland units, This allogation is caloulated using the
allocativt prescnb%‘\\‘xgtﬁe Climate Change (Ellglble lndustnal Activities)
Regulatlon\@ é

s of its electricity contract with Meridian Energy Litd
C:éﬁges fo the contraot mean that the methodology used to

S &\re'\pe Environment (the Mmls’cry) and NZAS have not reached a8 common
1 ORY ised Jong-term allocative baseline methodology. Both parties recoghise

Intarim methodolegy ‘is needed to finalise the basgline for 2013 and set
ional baselines for 2014 and 2015 within legislated timeframes. The interim
odology proposed in‘this paper js supported by NZAS.

®\e m'cenm methodology uses NZU pnoes ra’ther than secondary cemﬁed emlssmn

prlces will W{H 5 q(iw )[“

6.  The impacton the Crown’s fiscal balance, rela{Ne to earlier forecasts, is a decrease of
$554,000 in the financial year $013/14 and a decrease of $327, 000 in the financial’ year
2014/15.

7. We will heed to develop the allocative bassline methotology for the rest of the term of

the contract through fo 2030 with NZAS in late 2014. Follong these discussions a
recommendation will be prepared for your consideration before the end’?af*%@lm




8.  Further information about allocative baselines and the interim methodology is prov;ded
in Appendix 1.

Advice

9,  Your agreement to the interim méthodology is required so that NZAS can apply for its
* annual allocation of units within Jegislated timeframes, The ‘interim methodology
finalises NZAS' allovative haseline for 2013 and sets prmnsmnal allocative basélines

for 2014 and 2015. We will provide you with an amendment regulation to submit to th
. Cabinet Legislation Committee which will implement the interim m%gy &

10. The elements of the intefim methodology are as follows:
» Forthé first 6 months of 2013, before the renegohated@ st eame i

allocafive baseline methodology previously approv
the use of NZU prices;

> Forthe second half of 2013-and the entirety of hd 2015,
gonsist. of;

‘s The estimated cost impact on eleotruolt@a actor of

allogétive basel_ine' was previously
pprovedi 8'ih 2012 [CBG Min (10) 11/6 and
GCAB Min42) 43/6 refer} hese se you to take a regulation proposal
dlrecﬂy to the Cabin @ he proposed interim methedology
enhablesthe ilme))

ine up , : oompleted oh time.
Risks and Mltigjltlp /‘* -

C oogy %rgo/v\é the most acoura‘te methad presently aVallable for

; l\s\ wever, lhe interim methodology will be inaccurate

athodology is finally approved. This is because the

ik Incorporate information that was riot available when the
1 to'be finalised. )

,looatwe baseling is only included to cover the everituality that
nnot ool far some reason. The provis;onal baselines for 2014

11, The progess of annually u
: : viedin 2010 dnd confir

Ve "";ed NZAS that the mtenm methodology mphes Ho preoeden‘t regardmg
stjuént discussions ona, ]ong term methodology for the NZAS allgeative baseling.
e/ the risk of NZAS giving precedencs to the intetim approach is reduced.

plidations for alloéations of unifs must be made by 30 Apfil of eagh year; so the
ended regulation needs to be in place befora that tiie. Approval 6f the -dbove
methbdology shotild enhable the fegulation pro sal to be considered by the Cabinet
Legislation Committee on 9 or 16 April 2014, Prhese deadlines should be achievable
becauss the drafting is stralightforward.

Legal risk

16. While the proposed methodology is mterlm in nature and likely to-change, it is the mosrt
aceurate method available at the point in time when regulations presctibiry the fiial
5013 baseline and the provisional 2014 and 2015 baselines need to be reconimended.

, The methodology is also supported by NZAS.

. wlit sa(Rh)



Financial, Regulatory and Legislative Implications

18. The table below shows the forecast unit allocation under both the present methodology
and the proposed interim methodology, and the impagct of the interim methodology on
thie fiscal balance. e 3 |

19, The increase in the 2013/14-allocation is primarily caused by low emission pfices. and
the effect of a 3-year emission price lag in the present methodology that applied for the
first half of 2013. This increase would have been more substantial without the move to

NZU prices from sCER prices, and without the application of the interim : ethodology

from the second half of 2013

201516
(in‘millions

2014115

2013714
(in miillions)

(in millions)

"Forecasiny
allocationidnder: =
interlmimethadology)

Impagtieniunit
‘a[lozation

$84.0/dn(t o @

 Protection Authority (EPA) have been kept informed of the progress of
with | Wehave incorporated comments that the EPA provided oh a
is briefi he “Treasury ‘agree with the interim methodology and provided

sid section of the briefing.

O\ =an i
3 ; approval of the intefim methodology, we will provide you with a paper
agulations to submit to the Gabinet Legislation Gommittee prescribing the final
ipcafive baseline for 20138, and the provisional allocative baselines for the 2014 and
5 galendar years. ,

@ Ve’ will identify an ‘appropriate long-term allocative baseling methodology and resurme
discussions with NZAS later in the year. We will provide you with a recommended
methodology for your consideration and approval by the end of 2014. The 2014
baseline can then be finalised in the normal way early in 2015, The 2015 provisional

baseling is expected to be updated in 2015 and finalised using the approved

methodoogy in 2016, ' 3
23. There is hio mechanism in the CGRA 1o require over-allocated units to be repaid. If the

stattis quo _W_e_f?_»’_f?_ne_maiin in Iplat.se_, b (H < m (0 ) ({E}

|




Recbmrh,ehded Action

We recommend that you:

a) Agree that the foliong interim approach be applied fo the catculat:on of the
allocative baseline for New Zealand Aluminium Smelters. (NZAS) for the 2018,
2014-anhd 2015 years:

o the previously agreed (in 2012) methodotogy will be applied in order to set the
finaliged baseline figure for the first half of 2018, wlth the ihclusion of N

emission prices; ‘ (
» the final baseling figure for the second half of 2013 isional fi gu

2014 arid 2015 will be §st using an intetim meth héét < - -
features: - ‘ .
'\ o the estimated cést impact of electricity use is e ognise at a 1 cfor of
wit sa( (b J GO, /MWh; %
2 o the use of NZU eniission pricesin 4 8] (inste @ 2 ori
| A5 Necess

o other previously-agreed ru!e'syﬂ =
&ments to the Glimate

ation to presciibe the final
allovative baselines for2014 aand

b) Agree to instruct Parliamentary G
Change (Eligible [ndustrial Activitie
allgcative baseline for 2018 ahd)
"'Z'O-I 5, for NZAS, calculate i

. -Ye I No
he lnten odblogy, we will draft a paper foryouto

4% . stion Commilttee seeking approval to miake
atthiorised by Cabinet [CBG Min (1 0) 14/6 and -

prel
/ 316 ref

W at we witl regoinmend the appropriate methodology o appr from 2014
onWardfs,\nd%" it resume discussions with NZAS later in the year, and

C> L% b: NE@ \eglmmendatlon on the methodolagy to be used from 2014 onwards will
’ e pfap

ared for your cansidéfation by the end of 2014.

\Jé?yreﬁtirfsénmate Change | : | _ ~ Date e / 3 / 14
() (7/3/

Hon Titm Groser . ' Date
Minister for Climate Change Issues



Appendix 1: Further information _
NZAS receives an allocation of New Zealand Units

1. Asa business engaged in an eligible emissions intensive trade exposed (EITE) activity,
New Zealand Aluminium Smelters (NZAS) receives an allocation of New Zealand units
{NZUs) urider the ETS. An allocative baseline must be in place to enable the ETS

industrial allocation to ocour:
2. An allocative baseline ‘specifies how many NZUs those undertakmg an eligible ac’uvnty &

receive per unit of oltput. These baselines are specified in regulahon or NZAS in

Climate Change (Eligible Industrial Activities) Regulation 7(4)) T oeation is
administered by the Environmental Protection Authotity. f
vance

3. - Those undertaking eligible: activities recelve a provisional alloo
on forecast levels of output. The allocation is finalised once o re known

following calendar year. Allocative baselines take info acco not n~s te
emissions but also some off-site emissions stich as ihe p\of the ETSO cfnc;ty

pricés.
Revised electricity supply coniract requires a éi’hodolo culatmg
the allocative baseliné

4. NzZAS purchases its electricity through J@n contrﬁ_@1§ end;an Energy

Limited. From the beginning-of 2013, glectdsity sUpply #as purshased via a single
supply contract finalised in 2007. In At -.Q"'s 13, NZAS ang Meridian Energy Limited
announced that some terms of th ﬂZ\g_ tract hac’i Ee,'.ehegoti‘ated and that the
changes applred for electricity purc gg om 1Ju til the end of the contract

in 2030.
5. On 12 September 2013, y
renegotiated electricity ¢

industry consultant
for calculating the g

6. The renggotlat_@\%l:;ob ir \;b

been considered by an electricity
ohtract will require a new methodology
NZAS's electricity costs.

' jour powel Qg“er/‘the CCRA 106 obtain a copy of the

& sq()(b)(cd
7. NZAS < ﬁﬁ consuited o approdcties to modifying the allogativé baseline
‘qu“ “with these disgussions focussing on establishing a methodology that

85 S costs.

/Qua Mlnf’\t{,y aid NZAS recognise that an interim methodology is n_’_esded fo-

se the ' for 2018 and set provisional basélings for 2014 and 2015, within
|slated The interim methodology proposed in this paper is supported by

%

o
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Executive Summa%@ O

This briefing no{ ides You_ a short background on the proposed Climate
Change Resﬁ 2002(C egulations to update the allocative baseline for

New Ze ium IZAS)
2. Anea | et decision es you with the authority to take an annual regulation
to abinet’s eglslatlon Committee (LEG) to upddate the NZAS

er
?E\tw aseline [
< in March\204

tlng th
ethod

e Parliamentary Counsel Office (PCO)

k;e regulation i

\B ,M]h (12) 43/6 refers].

N\ o '
ou agreed to the use of an interim methodology to apply when
allocative baseline for this year [14-B-00165 refers]. The interim
required following the announcement of the renegotiation of the

tract between NZAS and Meridian Energy Limited in August 2013.

Q electrici
%zte Change (Eligible Industrial Activities) Amendment Regulations 2014 will
e the NZAS allocative baselines using the interim methodology you approved.

is appended to this paper.

has drafted the amendment regulations and

We request that you lodge the attached Cabinet paper with the Cabinet Office by
10 a.m. 3 April 2014, to enable it to be considered by LEG on 9 April 2014.



\\,

o
N /\ presented directly to LEG.

Advice

7.  Allocative baselines spe0|fy how many emission units an eligible emission intensive
trade exposed activity receives per unit of output under the Emission Trading Scheme
(ETS). They are prescribed in the Climate Change (Eligible Industrial Activities)
Regulations 2010.

8. The attached Cabinet paper sets out the statutory prerequisites for the NZAS allocative
baseline update for 2014 and seeks authorisation from Cabinet to submit the Climate
Change (Eligible Industrial Actuvmes) Amendment Regulations 2014 to the Executlve
Council.

9. The amendment regulations update the allocative baseline for N @/Qélgd Aluw \

Smelters (NZAS) to finalise NZAS' 2013 allocative baseline and\to\ ablish j‘
provisional allocative baselines for 2014 and 2015. 4\/ ) O\

10. The interim methodology provides the most accurate ,&h}) presently aval the

er, t e/interl etho y will

be inaccurate relative to whatever long-term me

time available for setting the relevant baselines. Ho
g("\"“\ y is ﬁna| ved This is

because the long-term methodology will incorp

when the interim methodology needed to be

%\\ at| ot available
11. The provisicnal baselines for 2014 and 2%2&?’ {com they are flnahsed

in 2015 and 2016 respectively. T provisio tlve baseline is only
mcluded fo cover the eventuallty that x | update’c \hgt occur for some reason.

Rlsks and Mitigations sv/\
12. Them; i a risk of NZAS glvub\ r/cédence \}mm' methodology in subsequent
ed t

discussfons. jitiga notl’rymg NZAS that the interim
methodology |mplles Zé reoedent re \ehbsequent discussions on a long term
methodology for %@ alloc \bés line. NZAS were consulted during the
development ofth methq og énd support it.
f /,3 A
Legal risk \\J ) ~S

13. The _pro\p®\&t>amendnr\ \te\%he Climate Change (Eligible Industrial Activities)
Amen’dmér&/ Regulation dns2 Q 4 are consistent with each of the following:

B \L \ / Pnnmp\zof the eaty of Waitangi;
> \:\/ i>" Th NWnd Bill of Rights Act 1990 and the Human Rights Act 1993;

,
/_,//\

\“V" ’ 9‘ iii. and guidelines set out in the Privacy Act 1993;

rd

Xi:/ I}b" el\zant international standards and obligations; and

X

(A J{l)he Legislation Advisory Committee Guidelines on Process and Content of
\ —Aegislation.

/1>4 The allocative baselines have been updated in accordance with the approach
@uthonsed by Cabinet [CAB Min (12) 43/6 refers], enabling this proposal to be

N

NN
f & }15.  While the proposed methodology is interim in nature and likely to change, it is the most
9}

Sl accurate method available at the point in time when regulations prescribing the final

2013 baseline and the provisional 2014 and 2015 baselines need to be recommended. .
The methodology is also supported by NZAS.

186. ' o T

wld S (2} (k)



F_inanci_ail,_ Regulatory and Legislative Implications

17.  The table below shows the forecast unit allocation under both the present method'o'l.dgy
and the proposed interim methodology, and the impact of the interim methodology on
the fiscal balance. : -

18. The 2013 final allocative baseline has increased to 10.441 _ffpm the provisional

wlw S q(2)(b)(c¢)

allocative baseline of 7.812.

2013/14
(in millions)

2014/15
(in millions)

Consultation % A(&
19. The a dkgb'inet paper
Ministry sines
%y Treasury;
binet and th i
S w %
NG

Next gﬁ,g

2 }k\fgct to your approval, the attached paper needs to be lodged with the Cabinet
: ffice by 10 a.m. 3 April 2014, to be considered by the LEG on 9 April 2014.

“was’consulted on with Ministry for Primary Industries; the
Innovation and Employment; the Ministry of Foreign Affairs and
e Puni Kokiri. The Department of the Prime Minister and
ental Protection Authority were also informed.

d during the development of the interim methodology and support




Recommended Action

We recommend that you:

a) Submit that the accompanying paper to the Cabinet Office by 10 a.m. 3 April 2014.

S

. _ | N
Aoy dloe @k& 2 _
g?rye::-{tirs Sgl?fnate Change ©\?y A)%©ate 27 /5 / I

Hon Tim Groser \ 7 ;
Minister for Clim@mé Issm\a{j
- ) W ¢
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Commercial: In Confidence

Office of the Minister for Climate Change Issues
Chair

Cabinet Legislation Committee

Emissf.ons Tfadi’ng Scheme: Climate Change (Eligible Indusﬁ /Actwut/efg’\\
Amendment Regulations 2014 <& 7

Proposal

1. | propose that the Cabinet Legislation Commlttej%juthonse the mlsgmn to

the Executive Council of the Climate Chan le Ind Actlwtles)
Amendment Regulations 2014, made und n 161 \f\/he Climate
Change Response Act 2002 (the Act)

Executive Summary Q%

2. The amendment regulations p o New qu Aluminium Smelters
(NZAS) final allocative baseh & 3 and al allocative baselines for
2014 and 2015. \

Background lx

3. The amendment ra s pro cgtr{w is paper implement earlier decisions
to update the sellué S each year [CAB Min (12) 43/6 refers].
In August 20 ann @t had renegotiated its electricity contract with
Mendian [ @7 approved an interim methodology for this

\ aselines reflect the revised terms of the contract.

update % ealloea
4, Ana baseline spegifies how many emission units an actlwty receives
outp F ZAS the allocative baseline is expressed in tonnes of
@ wal he of aluminium produced. The allocative baseline is
cnbe !atlons and the allocation is implemiented by the
viro \Eé’?:ctlon Authority. NZAS receives a provisional allocation in
%advan% on forecast levels of output. The allocation is finalised once

\

actu s are known.

ranted in 2010 and confirmed with a revised model for a new electricity contract
in 2012 [CBC Min {10) 11/6 and CAB Min (12} 43/6 refer]. These decisions
authorise me to submit amendment regulations directly to the Cabinet
Legislation Committee for consideration each year, and this process has been
followed.

C\ pproval to annually update the NZAS allocative baseline was previously

6. | have approved an interim methodology to be used to determine the NZAS
allocative baseline, included in the amendment regulations. The interim
methodology ensures the allocative baselines reflect the impact of the



renegotiated electiicity contract-on NZAS’ emission price intensity of electricity
used, as previously agreed by Cabinet [CAB Min (12) 43/6 refers].

7.  Officials will undertake further analysis and discussions with NZAS about a long
term methodology covering the term of the electricity contract to 2030, | will
recommend a long term methodology to reflect the effect of the renegotiated
electncnty contract on the NZAS baseline: later this year.

8. NZAS as a mandatory New Zealand Emissions Trading Scheme part|c1pant
must meet the deadline for surrendering units on 31 May ‘M Prior to
NZAS needs to apply for'its annual allocation. Therefore, é ly desir
that NZAS' allocative baseline is published in a tlmely agnen. ] he antmlpat

tlme]me is: \ \u )

By (X

i 17 April 2014: The revised allocative basehne%)ected to be %héhed
~ in the New Zealand Gazette;

ii. 30 April 2014: Deadline for NZAS t \a@ly\ﬁor its a\ Fallocation of
~ emissions units; and

i, 31 May 2014: Deadline for ng‘\ﬁrr% %l lts
9. The Parliamentary Counsel Officehas.dt ed regzlr;s at amend regulation
7(4) of the Climate Change (Elnj N 'strlal/{( ivities) Regulations 2010. The
. changes prescnbe the 2013/\ ro\ tlve gseu\ /and establish a provnsnonal

allocative baseline for 2014 \an 5 for |

;?r.',"f&s'i" Cug;r"_ nt Allocaﬁl@ %]gcement Allocative
% /ﬂagu /‘atm\ < “é‘é]ine Regulation
N K \
L \\f {to}?ies ?EQ; er tonne of alummium)

'@%ﬁéym‘"?@ﬁ" 2) Final (10.441)

N
2
TN Proxisional (4.628) Provisidnal (5.985)

7 (\k\f | 2m/{:l\\'\ /

Aot A o
/5 X/; f_'izggfs\\? g _ Provisional (5 980) ) 1
\\i\fo P-.e 013.}%31 allocative baseline has increased to 10.441 from the prowswnal
m& baseline of 7.812;
& ? wi(H sl

\%’1 \\The 2014 prowsnonal allocative baseline of 5.985 is above the estlmate made in

AN K 2013 {of 4.628). This occurred because the interim methodology is inherently
f’ \| V' . different to the prevnous methodology. The 2014 and 2015 baselines will be
\\u/ finalised next year using a long term methodology to be declded later this year.

Consultation (general)

12. This paper was prepared by the Mlmstry for the Environment. The Ministry for
Primary Industries; the Ministry of Business, Innovation, and Employment; the
Ministry of Foreign Affairs and Trade the Treasury; and Te Puni Kokiri were



consulted. The Department of the Prime Minister and Cabinet and the
Environmerital Protection Authority were also informed.
- Consultation with NZAS |
13. NZAS were consulted throughout the development of the regulations. They:
i. discussed the implications of the renegotiated contract with officials;

i, provided |nput to and support the interim methodology appl/zl and
iii. were provided with the draft allocative baselines. @ (Q/\\
Financial |mpI|catlons

14. This regulatlon proposal increases the allocation to Nzxgso/mpared ith ea;ﬁar
forecasts, but it can be accommodated within the g appl'oprélﬁ>
| R“

\ O
Compliance ' <;
16. The amendment regulations are consis 3- ch of the}ol{owﬁg

i. Principles of the Treaty of Waital

ii. The New Zealand Bill of ng\ts \HQQO n th an Rights Act 1993;
\ 55
iii. Principles and guidelines i t 1993,

iv. Relevant mternatlc){x lldards and.obligat ns; and
v. The Legislati (IS/.H Q omm 3.G ki%hnes on Process and Content of

on.
Leglslatlon %f :
16. The allocative are b&njg updated in accordance with the approach
' (\512) 43/6 refers), enabling this proposal to be

authonsedb t [CAB<Min,
prese? y\{wto the ({@J gislation Committee.

Timing an y rul :
17. )\s\pa/ﬁer seeksi\\r?ﬁer of the 28 day rule for the Climate Change (Eligible
Q \«@ strial Actlvftga )>Amendment Regulations 2014 to allow the amendment

O llatio s o%x mence the day after they are notified in the New Zealand
< aze {‘? seekmg the waiver of the 28-day -rule as the amendment
EJﬂ)ave litte or no effect on the public and will enable NZAS to apply

reg ti
Lki\m: ons using the appropriate allocative baseline, before applications
on’30 April 2014.

ory prereqmsntes

The Cllmate Change (Eligible Industrial Activities) Amendment Regulations
2014, are made under section 161A(1) of the Act. There are no statutory
prerequisites for prescription of allocative baselines.



Regulationis Review Committee

19. | do nét consider that there are grounds for the Regulatlons Review Committee
"to draw the regulations in thls paper to the atten’uon of the House under
Standmg Order 310

Certification by Parllamentary Counsel

-20. These regulations were certified by the Parliamentary Counsel Office as being i o

order for submission to Cabinet: The Parliamentary Counsel éQfo ice's certificatit
notes the 28-day rule has not been complied with for Afe Eflmate Changr\
(Eligible Industrial Activities) Amendment Regulations 2% \\

. \ \
Regulatory Impact Analysis - \v
21. ‘Cabinet has previously -agreed that no Re \tory !mpac ) sis wnll be

toposals con Ww‘%updates to

required to accompany the annual legi

NZAS's allocative baseline in the amenzﬁﬁ?n/t (egu!atnop{[;@}\ in (12) 43/6

refers]. s
Publicity .
22. NZAS and the Enwronmentéi \o ectuon tjﬂmll be notified when the
Climate Change (Eligible Iﬁdustr\él cliviti ehdment Regulations 2014 are
- made. This will enable ZAS to pply/f—er allocation for 2013 and for this
application to be prodw within thé@a bfy tlmeframes



Recommendations
23. The Minister for Climate Change Issues recommends that the Committee:

1. Note that Cabinet approved the process for making annual adjustments to
New Zealand Aluminium Smelter's allocative baselines, reflecting its
electricity contract beginriing on 1 January 2013 [CAB Min (12) 43/6

. refers];
2. Note that this process has been followed in applying an interi /
methodology to update NZAS's allocative baselines; é

3. Note there are no statutory prerequisites for the pre.scnpﬁokq ﬁﬂ’ocatw

baselines; (v\\/

4. Note that a waiver of the 28-day rule is sought: 7
&aftert

a. so that the regulations can come into for }5“1\‘1 @e\»

notified in the New Zealand Gazette;
b. on the grounds that the amendmen @ \hons ha

nho effect
on the public and will enable Nz y for al . zations before
applications close on 30 Apn 2 6
5. Agree to waive the 28-day ru e Cll e\oéaﬂnge (Eligible
Industrial Activities) Amend:ﬁ 1at| %ns %{ n come into force the
ette;

day after they are notifi e% h w Z

6. Note the Climate Cban ible Ing ctlwtles) Amendment
Regulations 2014 Ibe a finak a@ baseline for 2013 and
provisional all - gselines and 2015 for NZAS;

7. Agree, |, t rof C %K énge Issues, recommend to the
Governor %ral hat )mate/ hange (Eligible Industrial Activities)
Amery eéulatuoﬁs\z be made; and

o
8. }ne SUW the Executlve Coungil of the Climate Change
@ ndustria

I Ac\s;it{es) Amendment Regulatlons 2014.
Q\/\
/\/’/> \//

@%ﬁ‘ “\5

Ho 'FL
for Cllmate Change Issues







