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A Forest Owner’s Guide to Carbon Trading,
the Kyoto Protocol and Optimising Income
from New Zealand Forestry

'/ have no hesitation in recommending the EITG as being an organisation that has
been involved in carbon trading since long before it became fashionable. Their
requiar news release The Carbon Monitor has been one of my sources for years.
These people are not fy-by-nighters! Moreover, they would be far less lkely to
make mistakes than a newer organisation. They are not cowboys! '

Piers Maclaren October 2007

WWW.eitg.co.nz



If you have a forest planted on grassland anytime after the 31%' December 1989 then
this guide is ESSENTIAL READING

It will introduce to you whether you will receive carbon credits how to get them, how much they are
worth and how to extract the best value from them whilst managing the risks

We demystify the jargon and introduce the origins of the problem, proposed solutions and potential
pitfalls inviting you to work with us on your forest carbon asset.

The Kyoto Protocol

In response to the threat of Global Warming ‘the greenhouse effect’ a United Nations treaty limits
developed countries GHG (greenhouse gas) emissions to 5.2% below 1990 levels for each year from
2008 to 2012.

Developed countries (so called annex B countries) that have ratified with the exception of
the USA, now face limits on their GHG emissions.

Punitive penalties on non compliance and not reaching targets.

USA is likely to become involved after 2012

New Zealand agreed to restrict its emissions to 1990 levels, some 309mt tonnes of CO2
equivalent emissions (its cap) for the 5 year period called the first commitment period
(2008-2012).

o The 309m units are issued as Assigned Amount Units or AAU’s by the United
Nations.

o Currently emissions are projected to be over 400mt for the same period hence there
will be a short fall of perhaps 100mt.

Credits are issued for so called Kyoto forests (planted on farmland post 31/12/1989)
Forest credits are expected to make up between 50-70mt of the shortfall leaving
approximately 30mt to be sourced from the overseas market’.

Renewable energy is exempt

Developing countries (China, India, Africa, South America, Asia — non Annex B countries)

currently don’t have emissions caps.

o These countries are intended to be the recipients of investment in new technologies
and projects under the ‘clean development mechanism’ (CDM) of the Kyoto
Protocol.

o To date over a BILLION TONNES of GHG emissions have or will be avoided by these
projects (so called clean development mechanism or CDM projects)

o After verification these projects are issued Certified Emissions Reductions (CER) by
the UN.

The CER units are saleable on the international market and can be used by developed
countries (Annex B) to meet their emissions caps (subject to some limits)

! please note treasury projections have varied wildly since 2002 when a surplus of 50mt was estimated, to a
deficit of 20mt in mid 2008 and as at May 2009 a surplus of 9mt is expected due to the reduction in emissions
due to the economic slow down.



How the Kyoto Protocol is Implemented

The United Nations is the over all
administrator, regulator and issuer
of ‘credits’.

Non annex B countries (left side)
have no emissions caps with the

ability to host projects to provide
credits to Annex B countries.

Annex B countries (who have
emissions caps), of which New
Zealand and Australia are part.

Each country or group like the EU is
permitted to create its own internal
implementation of the protocol to
meet their targets with the least
internal disruption.

New Zealand has chosen an
emission trading system, using cap
and trade. Cap and trade is where a
regulator sets an emissions cap and
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those with excess credits sell them to those with more emissions than their cap. Ultimately this is

expected to lead to the least cost implementation of the emissions reductions targets.

The Climate Change Response Act 2008 and the Climate Change Response (Moderated
Emissions Trading) Amendment Act 2009 is the legislation that defines the ETS.
The regulator is under the Ministry of Economic Development with MAF dealing with

forestry and agriculture.

Around 200 ‘points of obligation’ are expected, that is organisations required to provide an

emissions return (think of a GST return) plus whatever foresters opt in.

In 2015 agriculture at a processor level and then optionally 10,000 Fonterra and other

farmers will become points of obligation as well.

From July 1* 2010, the following sectors will required to account for their emissions and

surrender NZU credits to cover half their emissions

o transport

o power companies so called stationary energy

o fossil fuel suppliers (the oil companies)

o industrial users

Prices in the ETS are capped as emitters can pay the Government $25 per unit instead of

surrendering units.

Penalties for getting emissions returns wrong are like GST too, and plainly falsifying them can invite

jail. The Commerce Commission is also establishing guidelines for claims relating to carbon

emissions.

Consumers pay the emissions charge as part of the cost of their goods.

Emissions returns

w




The New Zealand Emissions Trading System (NZETS)

The first entrant is forestry in 2008 where ‘credits’ will be issued to foresters who opt in and own
post 1989 forest, that is forest planted for the first time on pasture after 1989.

Forest owners must surrender credits at harvest amounting to the emissions deemed at harvest. If
prices rise, and they are expected to do so, then this represents a substantial risk to forest owners
when selling credits.

For owners of land with forest on it at 1* January 1990 they cannot deforest (they can harvest and
replant) without paying the equivalent of the whole amount emitted on harvest.

The New Zealand ETS shifts the national allocation of 309 mt to what are deemed sectors at risk, to
protect those sectors while other sectors take the full 100% brunt of the emissions charges. In this
case fossil fuels and electricity have a cap of zero. So oil companies and electricity suppliers must
purchase credits for all their emissions and consumers pay increased costs.

Large emitters need to purchase Millions of NZU units.

Forestry and the NZETS z What type of Forestry Do You Have?

Figure 2 is a flow chart created by MAF? which allows you to navigate through the various nuances of
the regulations applying to forestry. For pre 1990 forest there is an exemption of 50 ha in area which
you must apply for (provided you have a total in ALL titles owned of less than 50ha) and if you

deforest 2ha you are not

required to report this. All of Was there forest’ on the

land as at 31 Dec 19897

the details are in the diagram

and on the MAF website. Yes No Was the non-forest land | Yes
subsequently planted
. or regenerated
Post 1989 forest is known as
“Kyoto Forest” and is eligible

No Land eligible for

to receive credits under the ~ Pr PRSI NZ ETS or AGS

New Zealand Emissions
Trading System.
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before | lanuary 2008 a5 Imt'bul notoPl:g))' &
receive a one off nominal (
. . No
allocation of credits to help
compensate owners for the Either/Or Do thing
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reduced land use flexibility. i toal forest bolding — T
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from NZ ETS obligations to NZ ETS obligations.

Figure 2 source MAF

2
http://www.maf.govt.nz/climatechange/forestry/ets/flowchart.htm



The Kyoto Market and Emissions Trading Systems z What Determines Price?

The main established market is the
EU ETS or European Union
Emissions trading scheme. ' ey

The EU ETS permits limited access €14 \/ i
—

for project based credits, so called N = /’/_\/

CER’s, to allow businesses to meet

their obligations but prohibits /\/_/
FOREST BASED CREDITS from

entering the EU ETS.

Linking amongst these ETS e
programs is NOT automatic as the

»

currency of each differs — New Figure 3 source www.cantorc02e.com
Zealand has the NZU or New

Zealand Unit, Europe has the EUA or European Allowance. They however have CER units in common.

ASSIGNED AMOUNT UNITS OR AAU are not permitted in the EU Trading System. There is no open or
established market for AAU units.

Price is likely to be determined by the shared currency of the NZETS and EUETS the CER.

Currently CER units trade at approximately 11 Euro per tonne or $25 NZD and have traded as high as
20 Euro or $47 NZD depending on exchange rate.

Should Post 1989 Kyoto Forest Owners Opt In to the NZETS?

The question of opting in is one that post 1989 foresters are asking themselves and given the lack of
understanding of the liabilities many will not. That’s a mistake made in the past by those who had
the right to fishing quotas and then did not bother and ended up losing them. We have mentioned
this many times before in our Carbon Monitor® publication and our view is you MUST OPT IN.

If you opt out or more correctly do not opt in the Government manages your credits in return for
meeting your future harvest liabilities. For those who are to harvest in 10-20 years who is to say
what the Government will do? When asked officials agree that current governments cannot bind
future governments. Forest owners must opt in to at least preserve your rights to harvest! It’s easy
to foresee at harvest time (like the pre 1990 foresters) the Government won’t be writing foresters
$40,000" per ha cheques to take off a net $16-20k> per ha in timber revenue.

The measurement process for carbon returns is as simple as a MAF approved look up table so the
costs of compliance for opting in is minimal for the peace of mind at harvest.

And if you don’t trade the credits you have no risk under the current Legislation.

3 www.eitg.co.nz
4 800 tonnes CO2e per ha at $50NZ per tonne
5
using a 350 stem per ha 600m3 per ha unpruned stand at June 2008 MAF export log prices



HOW many Credlts WI” | recelve? Carbon Stock Changes (1 ha forest)
Carbon dioxide is removed from the o
atmosphere and measured as stored carbon. il A
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Pinus Radiata. In future a measurement
approach may be offered which will more Figure 4 source MAF

accurately calculate carbon stocks.

The amount of carbon dioxide removed from the atmosphere over time by a stand of radiata is
shown in Fig 4. In the early stages 1990-1995 there is little to no carbon stored. After year 7 until
harvest (in this case in 2020) the carbon increases significantly.

The volume of carbon dioxide (CO2) removed for each hectare is between 25 and 33 tonnes each
year. At $15 that’s up to $500 and at $40 over $1400 income each year.

You Must Surrender Credits at Harvest

In Fig 4. at harvest in 2020 a deemed emission occurs. The forest owner is liable for the reduction in
carbon for the forest. Carbon dioxide sequestered as carbon drops from 800 to approximately 200
at harvest. 600 NZUs must be surrendered by the forest owner to cover this. Replanting after 2020
results in the carbon stored on the site increasing from 200 back to the 800 it was before harvesting.
Each year after replanting the forest owner will receive further NZU units amounting to the increase
in carbon in the forest.

What is the main risk?

After selling the credits you must then surrender credits at harvest. If the price of a NZU increases
dramatically in the meantime the cost of these credits will be crippling. Hence the risk of selling the
credits is the future price of credits at harvest is not known.

Managing Risk and Optimising Income? The Carbon Pool Management
Approach

By working with EITG we incorporate your credits into a ‘carbon pool’ which are held in trust for the
purposes of generating income from the credits.

Income is in proportion to the amount of credits you provide to the pool

Pool supplies enough credits for harvest at a pre agreed fixed price

Meets the demand of large purchasers by removing ‘middle men’

Optimises the income by offering large parcels of credits

Optimises the income by creating alternate revenue streams

Protects participants by sharing other risks like fire and other losses

Optimises carbon measurement and volume of credits to be sold®

Minimises compliance and filing fees with MAF by supplying data in bulk

¢ Currently MAF tables are the only approved measurement system — this will change



More Credits Available after Proper Measurement?

MAF approved ‘lookup’ tables potentially sample Forest

underestimate the actual carbon. In the adjacent sy |70 stend carton |

diagram the forest shown is part of work done by g iz _3;552“1 ///r
EITG in 2000 http://eitg.co.nz/cp.htm where a : ;“:_" B =
range of forests were measured for carbon. In the § 10 e

future extra NZU units may be issued after 5 /

detailed measurements are made on the forest. F L& FFFFE P E S P
Yeun
These can be ‘clawed’ back right to 2008.

What is the PFSI and how does it fit into Carbon Trading?

The Permanent Forest Sinks Initiative is a MAF managed scheme granting AAU units to those who
permanently reforest marginal land via regeneration of native bush (this was before the ETS and
NZU units existed) see Fig 2 for eligibility. With the NZETS the PFSI regulations changed to reflect the
NZETS by including Kyoto forest and requiring a 50 year covenant on the land title with an option for
limited harvesting whilst maintaining a continuous canopy. The difference between this and
plantation forestry is the 50 year land covenant and limits on harvest versus the total removal of all
tree from clear felling at harvest of a plantation forest.

How does EITG help post 1989 Forest Owners?

Assists with interpretation and implementation of the NZETS

Assists with the measurement and entering of the credits into the
emissions registry

Provides the Carbon Pool Structure and its benefits to NZ forest owners

EITG provides a bridge between forest owners with relatively small
holdings and emitters with requirements into the millions of tonnes

Large Emitters NZ and Off Shore
Genesis, BP, Caltex, NZ Steel

Make an appointment with EITG and discover how this opportunity can work for you


http://eitg.co.nz/cp.htm

Contact Detalls

Terry Quilty p: 64 21 250 6789
f: 64 9 920 1093
skype terryquity
e: terry.quity@eitg.co.nz

Richard Hayes p: 64 9 920 1092
m: 64 21 310 301
f: 64 9 920 1093
skype richardshayes
e : richard.hayes@eitg.co.nz

Northland Agent
Martin Albrecht m: 64 21 565 682
skype goodground
e : martin.albrecht@eitg.co.nz

Canterbury & Southland Agent
lain MacDonald m: 64 27 438 2544
e : iain.macdonald@eitg.co.nz

EITG develops, faciltates and engineers Carbon Mitigation projects and strategies.

EITG corporate advisory provides high-level briefings and advice on building robust responses
to emerging regulatory structures.

EITG Carbon Pool provides forest owners with a robust platform to access local and
international markets while dealing with harvest and other liabilties.

EITG provides trading platforms and strategies based on extensive mitigation and avoidance
platforms under Jl and CDM, with matched offset packages for emitters.

EITG is part of an international consortium with representation in Asia/Pacific, UK, Europe, USA
and South Africa

Let your thoughts be known on our blog www.ghgemissionstrading.wordpress.com
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