
 

 
Unit 10, 114 St. Georges Bay Road,  

P.O. Box 9185, Newmarket, Auckland, New Zealand 1149 
p: 64 9 9201092     f: 64 9 9201093     www.eitg.co.nz 

Carbon Monitor 
Volume 17 Issue 4 June 2012 

Submissions on the Proposed Changes to the New Zealand ETS
Since the inception of the NZETS, there has been 

much optimism for its success which has been 

dragged down by design flaws not expected or 

understood at its inception. 

 

Success in this case is defined as providing a price for 

carbon that encourages changes in behaviour of 
emitters. 

 

The factors that have affected the ETS in our view are: 

 

1. The lack of policing of the passing on of the 

cap to the consumer whilst prices fell. The 

potential rort on the consumer is substantial 

and should be investigated fully 

2. The design flaws that permitted large 

numbers of CER into the scheme, some of 

which are not acceptable in the main market 

the EUETS 
3. Design factors that have disguised 

information and led to disinformation and 

lack of information 

4. Lack of participation by post 1989 forest 

owners predominately due to the lack of 

understanding of risk 

 

It is a plain fact to us that the Government is 

benefiting from the lack of forest owners opting in. 

This lack of participation also led to liquidity issues 

that then led to the emitters discovering CER in late 
2010 and the arbitrage that followed. 

 

We also believe the allocation model, that is all the 

returns are done in the same period, and the NZU all 

issued on the one date 31 March are significant design 

flaws that distort the market and place unnecessary 

pressure on compliance with the attendant costs. 

 

The advent of the FMA also created a secondary and 

as yet unquantified risk for forest owners. Over 

allocation from the tables, corrected by the FMA will 
likely create unexpected cashflow consequences, and 

indeed produce perverse tax outcomes where tax has 

been paid on income that should not have been earned. 

 

For this reason we recommend that for CP1 the 

Government absorb the impact of the FMA both 

positive and negative and use the FMA from 2013 

onwards. Given only a small portion of post 1989 

have opted in to the ETS there should be a buffer to 

cover this without recourse to provisioning in the 

Governments fiscal accounts. 

 

We do not agree with the abandoning of the 

international instruments particularly CER from the 

CDM. It is a plain fact that CER are currently selling 

below cost and this and the EU set aside will in time 

resolve their downward price pressure. We should not 

overreact but let the market take its course. 

 
NZ Inc has to do its share in buying CER to stimulate 

investment and change in developing countries for 

they are the ones where emissions are growing and 

will ultimately be the source of the problem if we do 

not provide assistance. This assistance is via the 

CDM. 

 

Development of Biomass Power in the Pacific Islands 

is one area that would benefit from active involvement 

in the CDM. The savings and environmental benefits 

dwarf our monetary aid to the Islands. Much of this 

aid serves as we understand it to prop up a fossil fuel 
based economy. 

 

Auctioning 

 

We have singled this out for specific comment as we 

feel that there are significant lessons from the EUETS 

where misallocation is said to be the root cause of the 

price collapse. This collapse triggered the collapse in 

NZU prices via ERU and CER prices. 

 

Revenue from auctions must be recycled but not in a 
way that distorts the economy. The logical conclusion 

appears to be that revenue should be used to aid and 

finance CDM with our near neighbours and the 

Government (or private sector) reaps a return on the 

CER income generated. Exporting NZ expertise and 

engineering rather than subsidise local activities for 

which the carbon price is arguably supposed to be the 

regulator of is in our view preferable. 

 

Auction could if the Australian model proves 

workable be the source of some tax reform and 
redistribution of funds to at risk parties such as the 

aged and beneficiaries may hold some semblance of 

sense.  

 

One has to be careful when auctioning as the 

Government has the role of the poacher and the 

gamekeeper. In the absence of an international cap 

what does one assume to be the local cap and how is it 

derived? One would assume that it is going to be a 

compromise of the lobbies from ‘at risk’ industry 

complaining that there is no international scheme? 
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The Future of the Forest Industry 

 
Conveniently the Government is in surplus for CP1. 

Where did this come from? The forest industry and 

those post 1989 owners that have either not sold or 

opted into the scheme. 

 

What happens long term when the forest industry 

turns into a significant emitter from the so called wall 

of wood post 2020? 

 

It would appear that given the current expectation of a 

world wide regime by 2020 that the time leading up to 

will be filled using forest owners credits. What then 
happens in 2020?  

 

Do we simply stop harvesting? 

 

We certainly don’t have any of the expected new 

plantings that were to have resulted from the ETS. 

Notwithstanding this was probably a short term event 

as the carbon income would soon be reflected in the 

land prices. 

Electro Seismic Survey Redefining 
Below Ground Exploration 

In the pursuit of emissions reductions from 

combusting coal bed methane (CBM) and coal mine 

methane (CMM) under the UNFCCC clean 

development mechanism one needs a robust tool to 

locate the methane gas underground. 
 

Finding such gas, was once a hit and miss affair, 

characterised by EITG South African Director of 

Operations Simon Baillieu, as a ‘visit to the casino’ 

 

Since environmentalists have become aware of 

practices such as ‘fracking’ and allegations of 

contamination of aquifers simply dropping a well 

without robust information has become increasingly 

unwise. 

 

Recently EITG identified a tool that uses electro 
seismic technology simplifying the process of data 

gathering. The resulting processed data provides 

higher resolution and more detailed results. A suitable 

analogy is that of an MRI versus an X-ray. 

Sophisticated software and superior signal data 

replaces much of the effort that was previously 

involved in the investigative process whilst also 

achieving improved results. 

 

The field data collection system consists of a trailer 

based rig with a weight drop machine. The sensor 
array is two probes located immediately adjacent to 

the rig. This simplified approach requires less staff of 

lower qualification to operate. Data collected can be 

batched or immediately emailed via cellular data 

connection to base for processing. A large area can be 

surveyed quickly and cost effectively. Inserting the 
small light weight rig via helicopter or small tractor 

means minimal impact on the environment. Further, 

the procedure is unobtrusive with such a small 

environmental footprint, in most jurisdictions no 

formal consent from authorities is required to perform 

the survey. Surveys can be completed in sensitive 

areas with little or no environmental impact. 

 

The resulting data is processed on computers using 

complex software algorithms that can finger print the 

underlying strata. These algorithms are highly 

configurable and can ‘learn’, further enhancing the 
results while all data processing is completed off site. 

 

The underlying concept has been known since the 

1950s and scientifically documented in the 1960s. It 

was and is still widely used for building foundation 

work in some countries and for locating water just 

below ground. Recent breakthroughs by engineers 

have enhanced the technology and it now provides 

data at depths up to 6km  

 

The output provides 3D models that identify primary 
and secondary permeability of rock structures, the 

later via identifying horizontal fractures up to an angle 

of 30 degrees. The technology is so sensitive that it 

can be used to distinguish between fresh and saline 

aquifers. 

 

As such this is an ideal tool for location likely sources 

of CBM and CMM in underground structures. 

 

Once completed surveys can assist in citing well 

locations to avoid aquifers whilst drilling into the 

strata most likely to hold significant gas quantities. 
 

The technology has been used with significant success 

in New Zealand, Australia, USA and South Africa. 

 

World Carbon Market $176bn in 
2011 

The Carbon Market trading reached a record value of 
$176-billion in 2011, rising 11 percent spurred by 

secondary trading volumes which offset lower prices 

and slowing economies, the World Bank reported 

recently.  

The driver appears to be companies and governments 

turning to emissions trading as a way of complying 

with climate change legislation, with the European 

Union by far the most active since its cap-and-trade 

scheme began in 2005. 

Record numbers of emissions products were traded in 

2011, even though prices of EU carbon permits and 

international offsets plumbed new depths well below 
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10 Euro per EUA late in the year, the bank said in its 

annual report on carbon markets. 

Worldwide emissions trading volume last year rose 

17% to 10.3-billion tons of carbon dioxide equivalent, 

with permits in the EU Emissions Trading Scheme 

(ETS) accounting for more than three quarters of the 

total. 

The rise in volume lifted the value of the EU market to 

$148-billion from $134-billion in 2010, despite 

average EU carbon prices falling 4% year on year to 

12 Euro per EUA. 

Carbon markets were influenced by global economic 

volatility prompted by the Arab Spring, Japan's 

Fukushima nuclear disaster and the euro zone debt 

crisis, the World Bank report said. 

"A considerable portion of the trades is primarily 

motivated by hedging, portfolio adjustments, profit 

taking and arbitrage," it said. Much of the trading post 
mid June 2011 appeared in CM view to be cascading 

stop loss orders from traders that were long on carbon 

and sentiment soon turned bearish as rumours of 

oversupply were confirmed by lower than expected 

economic out put and a concerted move by the ECB to 

auction EUA to fund Carbon Capture and Storage 

projects. 

If EUA continue to remain below 8 Euro there will be 

little incentive for companies and governments to 

invest in low-carbon projects, a bank official told 

reporters. 

"There is a question over whether [prices] are high 

enough to support new projects coming in," said 

Alexandre Kossoy, senior financial specialist with the 

World Bank's Carbon Finance Unit. 

He said carbon prices could rise if the EU agreed to 

toughen its 2020 emissions-reduction ambitions or 

took other policy measures to rebalance a massive 

potential oversupply of carbon units that is likely to 

last until 2020. 

But front-year EUA prices are averaging under 8 Euro 

so far this year, as the bloc's sluggish economy 

dampens demand for carbon permits in a market that 

analysts say has a surplus well into the billions of 

units mostly from UN programs such as the CDM. 

The reality however is the over supply remains a 
function of over allocation in the European scheme. 

This arises from the miss match of the expected 

emissions versus the actual emissions. 

Other national and regional carbon schemes showed 
mixed results. New Zealand's carbon market value 

grew threefold to $351-million, while the Regional 

Greenhouse Gas Initiative in North America was 

nearly halved to $249-million, the bank said. 

Much of the volume in the New Zealand market came 

from CER and the price quickly followed the EUA 

down with NZU quote recently by carbon match at 

just over $6 NZ. 

INTERNATIONAL OFFSETS 

Secondary trading volumes for international offsets 

regulated by the United Nations also soared in 2011, 

rising 43% year on year to 1.8-billion units valued at 

$23-billion. 

The main reason for this was a rise in demand for UN-

backed emissions offsets, because a proportion of 

these credits can be used for compliance in markets 

such as the EU ETS. In the NZETS there was no 

restriction on how many of these credits can be used, 

and the market deserted NZU into these more fungible 

instruments.  

Average CER prices, which trade at a discount to EU 

carbon prices, fell 21% year on year to 6 Euro, as a 

record number of credits were issued last year. 

The Clean Development Mechanism (CDM), which 

paves the way for investments in emission-reduction 

projects in developing nations, is the biggest offset 
market. It accounted for over 95% of total spot and 

secondary emissions offset trading. 

Direct pre-2013 CDM project-based transactions 

declined to under $1-billion in 2011 from $1.5-billion 
in the previous year as its 2008-2012 commitment 

period draws to an end. 

However, primary investment in post-2012 CDM 

offsets, however, rose to nearly $2-billion in 2011 
from $1.2-billion, despite depressed prices and 

uncertainty about the future of the Kyoto Protocol and 

its market mechanisms such as the CDM. 

UN climate talks in South Africa last year agreed a 
package of measures that would extend the Kyoto 

Protocol, a global pact enforcing carbon cuts, and 

decide a new, legally binding accord by 2015, coming 

into force by 2020. 

The World Bank suggested recent and emerging cap-

and-trade schemes in Australia, California, Mexico, 

South Korea and Quebec could contribute to future 

growth in overall carbon trading. 
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Primary project-based transactions in the voluntary 

offset market were valued at $569-million in 2011, up 

37%, the bank said. 

South African Company Agricarus 

EITG and South African company Agaricus, 

www.agaricus.co.za the African agent for GE gas 

engines recently teamed up to assist with each others 

clients to develop solutions under the UN CDM 

utilising mine methane. 

With their respective client bases the companies 

decided to work together to better service client needs. 

With the support of GE they expect to be able to 
provide solutions throughout Africa around the 

landfill gas, CBM and CMM mine methane space. 

Contact Details 
 
Terry Quilty p: 64 21 250 6789  
  f:  64 9 920 1093 

skype terryquilty 
  e: terry.quilty@eitg.co.nz 
 
Richard Hayes p:  64 9 920 1092 
  m: 64 21 310 301 
  m: 61 452 230 232 (Australia) 
  f:   64 9 920 1093 
  skype richardshayes 
  e: richard.hayes@eitg.co.nz 
 
Simon Baillieu p: 27 82 558 9616 
  skype sbaillieu 
  e: simon.baillieu@eitg.co.nz 
 
Martin Albrecht m: 64 21 565 682 
  e: martin.albrecht@eitg.co.nz 
  skype goodground 
 
Iain MacDonald m: 64 27 438 2544 
  e: iain.macdonald@eitg.co.nz 
 
Royden Shotter   m: 64 21 279 9898 
  e: royden.shotter@eitg.co.nz 
   
‘Carbon Monitor’ is a client service of EITG.  
EITG develops, facilitates and engineers Carbon 
Mitigation projects and strategies. Terms of use of this 
information are set out on our web site. 
 
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 markets while dealing with harvest 
and other liabilities. 
 

EITG provides trading platforms and strategies based 
on extensive mitigation and avoidance platforms under 
JI 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 
 

To subscribe go to our web site and enter 
your details 

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

Join twitter for updates from EITG 
www.twitter.com/eitg 
 
 
Like us on Facebook Environmental 
Intermediaries & Trading Group Limited  
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