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October 2008 - Carbon Trading Update

This newsletter is an informational update on all issues of climate change policy and
carbon trading within New Zealand and internationally. If you have any questions
about these issues and how they could affect your business, please don’t hesitate to
contact us at IFS or at Carbon Market Solutions.

Local News
New Zealand Emissions Trading Scheme (ETS) — The New Zealand government
has released some clarification of the newly passed emissions trading legislation.

To recap, the New Zealand Emissions Trading Scheme:

. Includes all sectors and gases by 2013
. Will be introduced gradually over a five year period from 2008

Sector Voluntary ’reporting Mandatory reporting Full obligations
Forestry (pre-1990 forests) and forestry removal activities (post-1989 forests) - - 2008
Liquid fossil fuels (and opt in for obligation jet fuel) 2009 2010 2011
Stationary energy (and opt in for purchasers of coal or natural gas) = & 2010
Industrial processes - - 2010
Synthetic gases 2011 2012 2013
Agriculture 2011 2012 2013
Waste 2011 2012 2013

. The primary domestic unit of trade is a New Zealand unit (NZU) issued by the
crown. Participants are required to surrender one NZU or a Kyoto unit to cover
each metric tonne of eligible greenhouse emissions within a compliance period
(usually a calendar year)

. Approximately 200 of the largest emittors (apart from the forestry sector) will
be directly affected through the requirement to hold emission units equal to their
greenhouse gas emissions

. Subject to some restrictions, participants liable for emissions can use both
NZUs or international Kyoto units to fulfil their unit obligations. Participants can sell
their NZUs internationally by exchanging them for international units, within the
limits on international sales set by the Kyoto Protocol.

. To assist exposed industries and encourage carbon sinks NZUs will be
allocated to the forestry, industrial processes, fishing and agricultural sectors.

. The forestry sector entered the scheme from 1 January 2008. Mirroring the
rules under the Kyoto Protocol forests will be classified according to when the forest
was first established.



Post-1989 forests:

= are those established on land that was not forest land as at 31 December
1989 or that was forest land on 31 December 1989 but was deforested between 1
January 1990 and 31 December 2007

=  generate forest sink credits for growth from 1 January 2008 if owners choose
to enter the ETS

=  create liabilities when carbon stocks decrease, such as at harvest or if the

forest was to burn down.

Pre-1990 forests:

= are areas that were forested as at 1 December 1989 and remained forested on
31 December 2007

= generate liabilities if the land is ‘deforested’, where the trees are removed and
a new land use is introduced

= there are exemptions for deforestation of pre-1990 forest for areas of
deforestation less than 2 hectares, or if one owns less than 50 hectares of pre-1990
forest land, or for weed control.

= 55 million units will be allocated to pre-1990 forest owners in recompense for
the restriction of future land use.

There are still many details of the Emissions Trading Scheme to be worked through
both at both policy and organisational levels. IFS will be providing a publication
with more detailed guidance shortly.

The Afforestation Grant Scheme’s (AGS) first public tender round has granted 9
recipients a total of $900,000 to plant new forests; and MAF is calling for new
applications. The AGS is an alternative for those who don’t wish to participate in the
New Zealand Emissions Trading Scheme (NZETS) and the Permanent Forest Sink
Initiative (PFSI). Under the AGS foresters can receive a grant for the planting of new
forests. Contact IFS if you are interested in applying for the next round of grants.

International Carbon Trading News

US Carbon market — the first emission permits in the US’s pioneer compliance
greenhouse emissions trading market have sold for US$3.07 a tonne. The Regional
Greenhouse Gas Initiative (RGGI) offered 12.5 million permits and received bids for
51 million allowances. Prices are well below European Union ETS prices because of
modest caps on emissions. The RGGI comprises of 10 states in the US north east
and is the United States first compliance trading scheme for carbon.

Like most markets around the world carbon markets have taken a hit although not
the sharp falls seen in share markets. From September highs of €25 European
Union Allowances (EUAs) have dropped to €22 and Certified Emission Reductions
(CERs) have fallen from around €21 to €19.



If you have any questions about the New Zealand Emissions Trading Scheme or the
international carbon market don’t hesitate to contact IFS or Carbon Market
Solutions.
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