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UPDATED ESTIMATES OF FORESTRY ALLOCATION AND SURRENDERS

MfE has requested MPI to provide a forecast on allocation and surrenders of &oupda ﬁ
government position over a five year period as part of the March 2016 baselifie\update. Duringti ea
number of improvements were been identified that will be addressed fgf e Qctober 201§ypd se
future improvements are listed in the appendix. @

©

ofest allocation (Table 1),
18119 19/20 | 20721

e appendix.
-8.4 -16.0 -10.4 -10.3 -10.3
-8.7 -16.8 -11.3 -11.8 -11.8
-8.8 | -17.2 -12.0 -12.3 -12.8

Post-1989 forest allocation

There is a change from the October 2016 update
Three emission scenarios are now provide@
Table 1: Estimated post-1989 f )

Emissions scenario | 14415
High emissions (Q —$125) 9K\

Mid emissiops 92,5 % 525) AN
Low eu}iﬁi‘é@W

SR /RE\QVA\)
Unit Surrenders @w

Updated prejéc ?% it surrenders are provided in Table 2. These surrender scenarios take account all
pre-19 u? fofestation (excluding exemptions), post-1988 ETS registered deforestation and post-1989

regi stharvesting (ARDC applied'), Change's since Octaber 2015 reflect the three surrender
emi cenarios provided. Assumptions used in the calculation of surrenders are provided in the appendix.

Table 2: Estimated surrenders, year ending June (in million NZU’s)

Emissions scenario - - - 14115 | 15/16 ~16M17 17/18 . 18M9 | 19/20 - 20/21
High emissions (0 - $12.5) 7.8 6.0 6.3 7.7 7.9 8.2 11.4
Mid emission ($12.5 — $25) 2.9 3.0 3.3 3.4 4.6
Low emissions ($25+) | 0.8 0.9 0.9 1.2 2.5

Note 1: Surrender projections are estimaled at the time that the activity is predicted to occur. This may differ to when the forest
owner/manager submils an actual emissions return.

Note 2: The forestry unit surrenders assume 100% comphance in forest ownersimanagers submitting emission refumns for any pre-
1890 planted forest deforestation, registered posi-1988 deforestalion or post-1989 harvest liabikties. This is likely lo be an over
estimate, with future research/analysis required to identify the likely proportion/number thal don’t submit an emissions return.

* ARDC refers to ihe afforestation-reforestation/debit-credit rule. This rule ensures that when forest owner's surrender
NZU's for any forest carbon stock decrease, the number of surrenders is capped at the total number of NZU's
allocated/claimed.



There has been no change {o the PFSI allocation forecast at this time.

Yours sincerely,
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Appendix
Explanation and Assumptions
1. Allocation of NZLF's

a. Three allocation emission scenarios are provided. These are based on either high emissions (50 to
$12.50 per NZU), midpoint emissions {$12.50 to $25 per NZU) or low emission ($25+ per NZU)
scenarios.

b. The scenarios are described in terms of the impact the activity has on greenhouse gas emissions. For
example the high emissions scenario (a factor of low levels of new planting, h p
deforestation and no delay to post-1989 harvest) results in lower NZU all

c. Current and future uptake (the amount of post-1989 forest registered i

over the next five years varies based on each emission sc
« High emissions ($0 to $12.50): Uptake is e@

registered in the ETS. This scenario
into the ETS.
«  Mid emissions ($12.50 to $25):@ , @N% 17 resulting in around 56%
registered post-1989 forestin th i ario assumes that all new planting
p?::;on (approx. 15,000 ha) of the non-

economica egi TS over time
s Lowemis i@ (3254): A per year from 2017, resulting in 59% uptake by
2024 <This\seewnari that all new pianting is registered info the ETS from 2016 and
% i f the non-registered post-1989 forest - that was previously
- aW&;o red economically viable to register, re-enters the ETS over time.

bon prices/altered ETS settings.
fons are the same as those used for the international climate change projections:

mal
e
er apalys quired to assess the economic viability of any non-registered post-
198 V%W likelihood of participants registering their post-1989 forest in the ETS
Car
d. Newp ﬁ{%@é&
+_~Highemissions ($0 to $12.50): Approx, 5,000 hectares of new forest plantings per year
@ &> Mid emissions ($12.50 to $25): Gradual increase to 15,000 hectares of new forest plantings
per year
« Low emissions ($25+): Gradual increase to 30,000 hectare of new forest plantings per year

e. The impact of harvested wood products is excluded from these ETS allocation and surrender
projections.

f. Averaging is excluded from these ETS projections.

g. Based on historical evidence not all ETS forest participants complete voluntary emissions returns -
hence post-1989 forest allocation will likely increase during mandatory emissions return periods. This
assumption is reflected in an Increase in the 2018 allocation where a mandatory retumn is required.

h. Some activity data such as the net historical planting rates and yield tables are sourced from LUCAS
team (upcoming 2016 submission).

i. Currently the projections utilise the national inventory estimate of post-1989 forest area and age, to
which allocation is modelled based on historical and projected uptake rates. A future improvement
planned for 2016 will be using actual ETS post-1980 forest area, species and age class data to better
estimate allocation.

2varies on how this is measured: gross or net forest area
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. Surrender of forestry NZU’s

. Registered post-1889 forest owners in the ETS are required to surrender units for carbon stock
decreases (harvesting or deforestation). A small number of post-1989 participants have previously
completed Net returns (surrenders are netted against entittements). Further research/analysis is
required to assess the likelihood of these net retumns increasing once posi-1989 forests are harvested.

. Surrenders are modelled at the point the activity occurs which may differ from the actual point that the
units are surrendered to the Government. Participants may also wait to summit a mandatory return,
rather than a voluntary return upon harvesting registered post-1989 forest.

. The projections exclude any post-1989 forest not registered in the ETS that is h/arv; ested/deforested,

. The calculation of pre-1990 planted forest deforestation includes exemption «

*» Tree weeds
s <Zha N
. Deforestation projections for pre-1990 planted forest are %@ the 2015 statjohr-ihtentions
Survey.

« <50 ha
Pre-1990 planted forest deforestation is assumed 3 edr-fell. This
assumption needs to be assessed against t ion suprehdels, Jegged to date and will be

%ng deforéstatioriat-only the midpeint and low emission
; @S @ Deforestation Intentions survey which

$10 per NZU.
2ar, minus exemptions.

. and 32 depending on the emissions scenario.

en at a’\e§ 28,
f\g %Ufe}: surrenders are subject {o the participation rates at that time.

s ($0 to $12.50): 1,400 ha per year * participation rate
id ions (§12.50 to $25): 1,200 ha per year * participation rate
bew-emissions ($25+): 700 ha per year * participation rate

& subject to post-1989 forest participation rates in the ETS.
Deadwood is decayed over 10 years.

fn. The impact of harvested wood products is excluded in these projections.

. Averaging is excluded in these projections.

. The modelling only assumes surrenders of NZU's,

. The modelling of future surrenders assumes a 100% emission return compliance for pre-1890 planted
forest deforestation, and any post-1989 carbon stock decrease. This 100% compliance is likely to be
an over estimate based on analysis of historical deforestation published within the National GHG
inventory, then compared to total forestry ETS surrenders (excluding exemptions). Future research is
required in this area.

. No post-1988 forest ETS withdraws are assumed during the projection period.

. Scenarios and carbon price Impacts on Pre-1990 Planted Forest Deforestation

. Pre-1890 planted forest deforestation projections from 2016 to 2020 are based on a combination of the
2011 - 2015 annual Deforestation Intentions Survey's conducted by Canterbury University.

. The 2011 survey is used for the Midpoint scenario ($12.50 — $25) which was undertaken when carbon
prices were in the range of $17 - $14, and offsetting was an economically viable option. Respondents



indicated that around a quarter (25%) of all pre~1880 planted forest deforestation would be ‘avoided’
due to the offsetting provision in the NZ ETS.

¢. The 2014 survey is used for the high emissions scenario. The survey was undertaken when carbon
prices were $4/NZU and offsetling was not economically viable, or a restriction for forest owners in
converting pre-1990 planted forest to other land uses.

d. The low emissions scenario assumes a reduction in deforestation due to the higher liability forest
owners would face. In this scenario offsetting of pre-1990 planted forest is economically viable, with
around half (50%) of potential deforestation taking up the offsetiing provision. Even with high carbon
prices deforestation is still likely fo occur at some level as forest owner's decisions fo change land use
are not solely driven by carbon prices.

e. ARDC is not applied to any pre-1990 planted forest deforestation

4. Scenarios and carbon price impacts on new planting @
a. New planting projections are based on a combination of consultafi @ try, histgﬁqa efids and
economic modelling. However, new planting projections are parfienlarly difficult t uanﬁfy ere are
ﬁ% t{% %uc
artan

numerous factors that influence both investors and comm Krgé objec s
* Wood product returns

» Differing rates of return between fore 3 d @
» Nursery capacity

s Foresi/land owners future intentjons

o Future international and dothesti hon a Q (e

»

opography
ivate sector interest in participating in forestry

Govemment pl s an L
schemes { ] m
on prigg\p' \1 iohs.
vid take into account the likely range in future new planting
g\ﬁ previously. The gradual increase of new planting was
T tion constraints and the likelihood of the low carbon price not

r future. Projected new planting scenarios are as follows:

projections from 2016 - 2050 (hectares)

@ \> ($254/NZU and other - | (§12.50 - $25/NZU and other |~ ($0-$12.50/NZU)
A gradual Increase in new | A gradual Increase in new With 5,000 hectares of new
planting of 30,000 hectares | planting of 15,000 hectares planting (mostly based on

per year by 2030 per year by 2030 government planting
schemes) per year to 2030

c. The impact of any new planting on forestry allocation under the ETS only has a significant impact after
5 — 6 years of forest growth. Also assuming the gradual increase in new planting due to any increased
carbon price, the impact on increased allocation between the emission scenarios only becomes
noticeable in the 2020's.

5. Scenarios and carbon price impacts on post-~1989 forest harvesting

a. Post-1989 forest rotation ages could become more variable as a result of the NZ ETS. Post-1989 forest
owners will consider not only product retums, but also the carbon balance in the forest (whether it is



better to continue to accrue units or meet liabilities) and the price of carbon, which will be a significant
new factor that comes into the felling decision. Post-1988 forest rotation lengths could increase with
increasing carbon prices, but the forest will eventually be harvested as the primary revenue source is
from timber and forest owners are likely to have forward harvesting and timber supply contracts.

. Projecting future post-1989 harvest is based on supply-side modelling. The modelling also assumes a
non-declining yield, which takes into account the whole forestry estate and not just post-1989 forest
registered into the ETS, MPI| research is underway to determine the proportion of the post-1989 forest
estate that is unlikely to be harvested, whether due to the forest being uneconomic to harvest
(location, access, carbon forestry ete.). The cutcome of this research will likely reduce the amount of
post-1989 forest harvest projected in the future and therefore surrenders.

. With lower carbon prices (high emissions scenario), post-1989 forest owners face a lower surrender
liability upon harvest. Harvest age is assumed to occur in a normal ‘optimal’ n of 28 yea

. With a higher carbon price of around $25, the rotation could be delayed whi

the returns from carbon, with associated less incentive to harvest.
. The projections model the impact of carbon price on ETS regisiered pasgt-
into through the three emission scenarios. @O
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2%
Subject: Memo for MfE appropriations March 2016.doc @ @ K%
Hi s 9(2)(a) @ @

Please see attached the draft March 2016 projections@ stry s e@@ allocations.

During this update we have identified a @prove

delling and assumptions that will be
addressed for the October 2016 upd ese jAIfrd require the completion of external
i

&m. data and revised assumptions.

contracted research, while oth ysis
We have tried to be vary exilei Ebout th@ s and methods in the appendix — so { hope that you find this
useful. &

I'll be able < u a finglsiglhedopy early next week —in the knowledge that the numbers will not change,
rather some dPthe wo % e improved/added to.

usefulness of relaying this information in letter format. Perhaps it would be better for both
of a report style document was supplied to MfE for each update. This would take the form of

Welcome your thoughts on this

Cheers

59

This email message and any altachmanl({s) is inlended solaly for the addresses(s)
named above. The information it conltains may be classified and may be legally
privileged. Unauthorised use of the message, or the infarmation # contains,

may be unlawful. If you hava recelved this massage by mistake please call {he
sender immediately on 54 4 88404100 or notily us by return ernail and erase the
criginal message and allachments. Thank you.

The Ministry for Primary Industries accepls no responsibility for changes
mazde to this email or lo any attachments after ransniission from the office.




- @mpi.govt.nz) @ S
Subject: RE: MBU projections @ E \ g @
HISOQIE) @

Revised allocation below ;@: @
. i 'determine proportions filling

Based on 5% delay in allocation over 15/16

| | | _ o 16/17 . 17/18 . 18/19 19/
High emissops{d 5] b 99 -9.7 -10.0 -12.9 -10.4
Mid EBstRs (2.5 - STENA\ VD 9.9 -10.3 13.6 113
Low eni3sids ($25T\\ | 7~ -10.0 -10.5 -14.0 -12.0
\)\/

Note: Allocatior /17 is assumed to be only 85% of that available. This assumes that a proportion of owners will not file a
volunia .'? 5% of allocation is then carried ferward to the mandatory return. The proportions has been adjusted downwards than
o g 5 S

ly Yo'be more conservative,

From: 59{ )(a)

‘@mfe.govt.nz]
Sent: Tuesday, 8 March 2016 4:02 p.m.

To: (2 )(3 )

Subject: MBU projections

Hey S 92)@

Thanks for the phone call, apologies for cornering you a hit...

While you're looking at the MBU projections, how easy would it be to split out surrenders due to p90 and p89 in the
memo? | assume it's almost all p90 at the moment, but should start to switch over the next 5-10 years?

Thanks again,
s 9(2)(e




_ Climate Change Analysis
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