
Impact Summary: NZ ETS regulation updates 2018 – natural gasoline
Section 1: General information

	Purpose

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

	Key Limitations or Constraints on Analysis

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

	Responsible Manager

	Mark Storey
Manager, Climate Change Policy
Ministry for the Environment


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

	When natural gas mined from the Kapuni Gas Field is sold by the miner to a processor, it attracts an NZ ETS cost that is subsequently passed downstream from the miner, to the processor, and to the market and consumer or exporter. One of the several products of gas refining is natural gasoline, also called ‘naphtha’.

With export, the emissions associated with the eventual combustion of the natural gasoline do not happen in New Zealand and are therefore not recorded in the Inventory and are not included in New Zealand’s contribution to international greenhouse gas emissions reductions. 

A 2017 amendment to the Climate Change (Other Removal Activities) Regulations 2009 (Removals regulations) allows exporters of natural gasoline to receive emission units for that activity. 

In looking at how to respond to a request for similar policy treatment for natural gasoline sent to the Marsden Point refinery (where the emissions would attract a second NZ ETS cost on leaving it as a refined product), an exemption from NZ ETS obligations for any gas sold and processed into natural gasoline was found. This exemption, despite being enacted in 2012, has not been used because gas miners and processors have been unaware of it until very recently.

This exemption means the export of natural gasoline should not be an eligible removal activity as there should be no NZ ETS costs applied to the emissions. 


	2.2    Who is affected and how? 

	The only person negatively affected by this problem is the government. If the problem is not corrected, an exporter of 7000 tonnes of natural gasoline in 2019 would be eligible to receive approximately 21,500 emission units valued at $450,000 (assuming an emissions unit price of $21 each). This would be a cost to the government, as the exemption means a corresponding amount of emission units would not be surrendered by the mine.


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

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


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

	There are two options to resolve this problem and both involve regulatory amendment.

Option 1 involves removing the exemption. This would mean NZ ETS costs are carried onto exports of natural gasoline, where exporters would then use the Removals Regulations to recover those costs. However, this would not solve the problem of some of New Zealand’s natural gasoline being subject to NZ ETS obligations a second time when it leaves the Marsden Point refinery. This would require another regulatory solution and increase administrative costs for impacted people and the EPA.

Option 2 is to revoke the 2017 Removals Regulations amendment. All natural gasoline would thereby have no NZ ETS costs. Compared to option 1, this solution has less administrative costs for the Government and participants. It would be implemented through information sharing between gas miners and gas processors. Miners will deduct from their emissions return any gas sold that is subsequently refined into natural gasoline.  


	3.2   Which of these options is the proposed approach?  

	Option 2 is the preferred option. This will revert the regulatory situation to what it was before, as if the original amendment had not happened. The proposal will remove the ability for exporters to calculate and claim emission units for exporting natural gasoline. The ability has not been used (no payments have been made), and will not be able to be used as long as the proposal proceeds in the timelines identified above.

One firm, the exporter of natural gasoline, is impacted by the proposal. Under this proposal the firm will not receive emission units for their exporting natural gasoline activity, but neither will they be required to estimate and report their activity to the EPA and manage a New Zealand emissions registry account to receive those units.


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


	Affected parties The natural gasoline exporter
The Crown
	Comment: nature of cost or benefit (eg ongoing, one-off), evidence and assumption (eg compliance rates), risks
	Impact

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

	

	Additional costs of proposed approach, compared to taking no action

	Regulated parties
	Exporter: Reduced revenue from not obtaining emission units exporting natural gasoline
Miner and natural gasoline processer: Sharing of information to apply the exemption will have small costs.
	Low

	Regulators
	
	Nil

	Wider government
	Reduced emission units surrendered for gas sold by miners
	Low

	Other parties 
	
	Nil

	Total Monetised Cost
	
	Nil

	Non-monetised costs 
	
	Nil


	Expected benefits of proposed approach, compared to taking no action

	Regulated parties
	Exporter: Avoided administration costs  


	Low

	Regulators
	Avoided administration costs from receiving and reviewing removal emission returns then awarding emission units to exporters
	Low

	Wider government
	
	Nil

	Other parties 
	
	Nil

	Total Monetised  Benefit
	
	Low

	Non-monetised benefits
	
	Nil


	4.2   What other impacts is this approach likely to have?

	A risk with the proposed approach is that any emissions from combusting natural gasoline in New Zealand would not be priced by the NZ ETS. This risk of this occurring is very low as we understand there is no domestic market for natural gasoline other than as an input at the Marsden Point refinery. That is, currently most natural gasoline is exported and a small amount is sent to the Marsden Point refinery, and there are no expectations that this will change in the future. 


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

	Consultation on the issue and option was performed over May to June 2018. Submissions were received from a Kapuni Gas Field miner and from the producer of natural gasoline from Kapuni gas. Both were supportive of the analysis and proposal.


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

	In order to avoid both the exemption and the Removals Regulations amendment being used over 2018, the revocation will be backdated to 1 January 2018. 
The exemption has been enacted for use since 2013. It is expected that Kapuni gas miners and processors will begin seeking information from each other about gas quantities used to produce natural gasoline since 2013, review their NZ ETS emission returns, and seek corrections from the Environmental Protection Authority. 


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

	No monitoring of impacts is planned.


	7.2   When and how will the new arrangements be reviewed? 

	We will need to review the regulatory arrangements should a local market for natural gasoline be developed.


� This amendment: � HYPERLINK "http://www.legislation.govt.nz/regulation/public/2017/0247/latest/DLM7403937.html" �http://www.legislation.govt.nz/regulation/public/2017/0247/latest/DLM7403937.html�. 
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