Impact Summary: Providing Clarity for
Auctions in the NZ ETS

Section 1: General information

Purpose

In December 2018, Cabinet agreed to develop a platform for auctioning New Zealand Units
(NZUs) in the New Zealand Emissions Trading Scheme (NZ ETS), together with regulations
to implement the auctions.

This Impact Summary (RIS) recommends amending the Climate Change Response Act 2002
(CCRA) to provide clarity on the types of matters for which the Minister may or must
recommend auction-related regulations. This RIS does not cover the content of the
regulations themselves — these will be considered in separate regulatory impact
assessments.

This RIS proposes that legislative amendments be made to prescribe the following matters
for which the Minister must or may recommend regulations (these regulations are highlighted
in yellow in Appendix one):

i. Auction high-level design, including format, frequency and eligibility to participate; and

ii. Auction operation (e.g. determining auction processes). This will also include setting
out in the regulations how auctions are run and out penalties for breaching
regulations.

This RIS does not include details about the volumes of units to be auctioned. It is expected a
decision will be sought from Cabinet on this issue separately as part of the new NZ ETS
coordinated decision-making process for unit supply (see the previous RIS: Improving the NZ
ETS Framework for Unit Supply).

A proposal for consultation on both the details of the auctioning regulations and on volumes
that could be auctioned (as part of the coordinated decision making process for unit supply
regulations) is expected to be taken to Cabinet in mid-2019. This decision will include
accompanying regulatory impact analysis.

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 policy decisions on recommendations to enable auctions in the NZ
ETS, expected to be made by June 2019.

Key Limitations or Constraints on Analysis

There are no key limitations or constraints on this analysis.

Public consultation on the introduction of auctioning was undertaken during the 2015/2016
review of the NZ ETS. Further feedback was sought from stakeholders on the high-level
design decisions for auctioning during the 2018 consultation on Improvements to the NZ
ETS; including questions on auction format, frequency, and participation.

Consultation has not been conducted on the regulations guiding the implementation of
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rules.

Note that for point (f), separate regulatory impact assessments will need to be undertaken of
options relating to auction operation and oversight. However, these assessments will not
require legislative amendments to the CCRA.

The other main constraint relates to the timing of proposed amendments. In light of the
objective to implement NZ ETS auctions by 2020, these amendments are recommended to
be made as part of the upcoming package containing the other legislative amendments to
the CCRA.
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misleading information to the entities operating or monitoring auctions can be sanctioned for
this conduct under the CCRA.

Therefore, this option prescribes some matters to always be included in regulations,
including those that relate to the auction format, eligibility and operation. These matters are
required for the effective operation of auctioning and have been chosen as they reflect the
typical auction process.

The “must” matters relating to the auction operation specifically include:

e the date for auctioning to commence;**
¢ anindicative auction schedule for when auctions are planned to be held;

o details of auction registration requirements or criteria a person must met to participate in
the auction;

¢ the auction format, including rules for bidding;

o financial processes that a person must follow when participating in an auction, including
financial assurance and payment and delivery requirements;

¢ publication of auction results after each auction, for example auction clearing price and
the volumes sold at auction; and

¢ situations where the auction would not proceed.

Additionally, there are some matters that should be provided for in regulations, if appropriate.
These are:

e providing for a pilot before auctioning commences*
e penalties for breaching auction regulations; and

¢ providing for any other matters for the conduct of an auction that the Minister considers
relevant to the effective conduct of the auction.*

4 The matters with an asterisk (*) are already included in the CCRA
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