
Regulatory Impact Statement: 2025 update to 
New Zealand Emissions Trading Scheme 
limits and price control settings for units 
Decision sought Cabinet approval for the 2025 annual update to New Zealand 

Emissions Trading Scheme limits and price control settings for units 

Agency responsible Ministry for the Environment 

Proposing Ministers Hon Simon Watts, Minister of Climate Change 

Date finalised 05 August 2025 

The Min ister of Climate Change proposes to amend the unit limits and price control settings 
in the Climate Change (Auctions, Limits, and Price Controls for Units) Regulations 2020 as 
part of the annual review of New Zealand Emissions Trad ing Scheme (NZ ETS) settings 
required under the Climate Change Response Act 2002. 

Additionally, the Minister of Climate Change proposes to amend the Climate Change 
(Auctions, Limits, and Price Controls for Units) Regulations 2020 to change how unsold 
auction units roll over into future auctions w ithin the same calendar year. 

Summary: Problem definition and options 

What is the policy problem? 
The NZ ETS is the Government's key tool to help New Zealand meet its emissions reduction 
targets. Under the NZ ETS emitters are required to surrender one 'emissions unit' (NZU or 
unit) to t he Government for each tonne of emissions they are responsible for. 

The Government mainly introduces NZUs into t he market through quarterly auctions. NZ ETS 
unit limits and price control settings for those auctions are prescribed in the Climate Change 
(Auctions, Limits, and Price Controls for Units) Regulations 2020. Both unit limits and price 
control settings form a package of 'NZ ETS settings' and the next fou r years of NZ ETS settings 
are required to be reviewed and updated every year to ensure accordance with emissions 
budgets and targets. A fifth year is also required to be added to the regulations (2030 in th is 
review). 

This annual process ensures NZ ETS settings remain in accordance with emissions budgets, 
the Nationally Determined Contributions under the Paris Agreement (NDC), and the 2050 
target (target), and additionally provides the Government the opportunity to address any 
issues that arise for a particular year. 

Unit limits include: 
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• a limit on the units available by auction: base auction volumes + volume available 
within the cost containment reserve 

• a limit on approved overseas units  
• an overall limit on units: which consists of units available by auction and by other 

means, as well as approved overseas units. 
The price control settings for units are: 

• auction price floor – the price below which the Government will not sell units at 
auction (price floor) 

• cost containment reserve (CCR) trigger price(s) – the price, or prices, at which 
additional units will be released if an auction’s interim clearing price reaches or 
exceeds this level (trigger prices) 

• CCR volume(s) – the number of units that will be released if the trigger price is 
reached. 

A large quantity of NZUs are banked in private accounts. Some of the banked NZUs are held 
to meet future surrender liabilities, or for other reasons. Some of these NZUs are held for 
investment purposes and can be more readily sold when market price expectations change. 
The stockpile of these ‘surplus’ units represents a risk to meeting emissions reduction 
targets:  emitters can choose to surrender the surplus units instead of reducing emissions, 
which reduces the Government’s ability to ensure New Zealand achieves a particular 
emissions budget. Other stockpile units might also be used in this way, particularly if price 

expectations are flat to falling. Last year, unit volumes were set with the aim of reducing the 
surplus stockpile down to zero by 2030. 
 
Key issues for the 2025 NZ ETS settings update are outlined below: 
 
1. How does the Government best support New Zealand’s achievement of emissions 

reduction targets and, in particular position New Zealand better for achieving EB3? 
2. How do we address changing methodologies for estimating the surplus stockpile and 

consider market pricing signals? 
3. Which option will best reduce the risk of not achieving emissions reduction targets, while 

also ensuring that businesses can efficiently manage surrender obligations? 

The above issues relate to the final option package and are discussed further on pages 25-26 
of this RIS. 

What is the policy objective? 

The primary policy objectives are as follows: 

1. Accordance with emissions reductions targets: 
a. 2050 target, which is net zero emissions of all greenhouse gas emissions 

other than biogenic methane by 2050 and 24 to 47 per cent reduction below 
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2017 biogenic methane emissions by 2050, including 10 per cent reduction 
below 2017 biogenic methane emissions by 2030. 

b. emissions budgets, which are stepping stones along the path to the 2050 
target   

c. NDC1 and NDC2. 
2. Ensure proper functioning of NZ ETS 

a. Transparent and durable decision making 
b. NZ ETS participants can attain and surrender NZUs to meet NZ ETS 

obligations. 
3. Price controls that. 

a. Support NZU prices to be consistent with international trajectory of emissions 
prices 

b. Manage overall cost to economy and households 

What policy options have been considered, including any alternatives to regulation? 
When assessing NZ ETS settings against the accordance requirements, options need be 
considered as packages, composed of choices for unit limits and price control settings to 
understand their combined impact on emissions. All packages considered should meet the 
accordance requirements. 
 
We have considered three options for unit limits, option one which extends status quo limits 
(16.9 million units across 2026-2030), option two that reflects a similar analysis as that taken 
by the Commission, but with updated forecasts for industrial allocation and a refined, larger 
estimate of the stockpile surplus (26.9 million units across 2026-2030), and option three that 
represents the Climate Change Commission’s (the Commission) recommended unit limits 
(30.5 million units across 2026-2030).   
 
The Minister recommends extending status quo limits.  
 
Status quo price control settings are considered to be fit for purpose, and we recommend 
they are extended to 2030. No price control options, beyond the status quo, are considered. 

What consultation has been undertaken? 
Consultation was in the form of a public discussion document, online webinars and some 
targeted engagement with Māori stakeholders.  In total, 68 unique submissions were 
received from experts, NGOs, businesses, and individuals.  
 
Most submissions (87%) supported maintaining status quo unit limits because they support 
a faster draw down of the surplus stockpile, better support achieving emissions reduction 
targets and provide greater predictability of unit supply. Of submissions that referred to price 
controls, most (80%) expressed a preference for maintaining the current price auction price 
floor.   

Is the preferred option in the Cabinet paper the same as preferred option in the RIS?  
Yes. 
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Summary: Minister's preferred option in the Cabinet paper 

Costs (Core information) 
Outline the key monetised and non-monetised costs, where those costs fall (e.g. what 
people or organisations, or environments), and the nature of those impacts (e.g. direct 
or indirect) 
Costs presented are relative to Options Two and Three because t he Minister's preferred 
approach extends t he status quo for a further year. The majority of impacts stem from the 
higher NZU price expected under the Minister's preferred option, which have f low on impacts 
to almost all parts of the economy. The Minister's recommended option is expected to result 
in NZU prices t hat are approximately $5 higher by 2030 compared with Option Two. 

• Government: Compared with Options Two and Three, assuming auctions clear, cash 
receipts from NZU auctions over 2026-2030 cou ld be $0.8 - $1 billion lower (based on 
centra l estimates from projections). However, t here is a higher probability t hat 
auctions do not clear under Options Two and Three because of the higher unit 
volumes, which wou ld reduce cash receipts under those options. 

• Emitting firms subject to NZ ETS obligations: Higher costs for firms to meet 
surrender obligations, depending on t he extent to which firms have invested in 
transitioning to lower emissions alternatives, hedged their forward obligations, and 
how these costs can be passed on to households. 

• Firms that receive industrial allocation: As above for the residual surrender these 
f irms face after industrial allocation is accounted for. 

• Landowners: Increase in land use for exotic carbon forestry has potential for 
unintended impacts on environment, ru ral communities, and regional economies. 

• Households, including Maori households and whanau: Our modelling estimates 
that Option One could resu lt in NZU prices around $5 and $9 higher in 2030 than 
Option Two and Three respectively, resulting in $40 and $60 higher NZ ETS cost to 
households annually by 2030. It should also be noted that in general, rising prices 
have a disproportionate impact on low income or single adult households. 

• Wider economy: Relatively higher NZU prices are likely to marginally increase 
inflationary pressures but are unlikely to inf luence trajectory of monetary policy. 

Benefits (Core information) 
Outline the key monetised and non-monetised benefits, where those benefits fall (e.g. 
what people or organisations, or environments), and the nature of those impacts (e.g. 
direct or indirect) 
The Min ister's preferred approach (Option One} best supports achievement of EB2 and 
positions New Zealand better for achieving EB3. It will result 10.0 million fewer units being 
ava ilable for auction over the next f ive years compared with the closest option. Modelling 
shows that these fewer units are expected to drive more emissions reduction th rough the 
EB2 and EB3 periods through increased NZU prices. 

Option One will also reduce the surplus stockpile faster than Options Two and Three, 
reducing the risk the surplus stockpile poses to achieving our emissions reduction targets. 

Option One is most consistent with market pricing signals, which suggest there remains a 
strong supply of NZUs. Option One supports market confidence by maintaining more 
consistent volumes across the settings period and signalling support for stability of supply 
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Below are the benefits to various stakeholder groups. Benefits presented are relative to 
Options Two and Three because the Min ister's preferred approach continues the status quo 
and extends it a further year. The majority of impacts stem from higher NZU price expected 
under the Minister's preferred option, which have f low on impacts to almost all parts of the 
economy. The Min ister's recommended option is expected to result in NZU prices that are 
approximately $5 higher by 2030 compared with Option Two. 

• Government: Tighter unit settings strengthen t he likelihood of meeting emissions 
reduction targets by increasing t he NZU price and eliminating the surplus stockpile 
faster than other options. Increased chance of auctions clearing. 

• Emitting firms subject to NZ ETS obligations: Increased certa inty on the direction of 
NZU prices for investment decisions. 

• Firms that receive industrial allocation: Higher prices nominally increase value of 
units provided to firms by industrial allocation. 

• Other NZ ETS participants, including Maori businesses that rely on NZU earnings: 
Higher prices would increase financial va lue of stockpiled units. 

• Landowners: Higher prices wou ld lead to higher returns for foresters and increase in 
value of land suitable for forestry. Additionally, forestry plays a large role in the Maori 
economy, boosting Maori businesses' asset base. 

Balance of benefits and costs (Core information) 
Does the RIS indicate that the benefits of the Minister's preferred option are likely to 
outweigh the costs? 
Yes. 

Implementation 
How will the proposal be implemented, who will implement it, and what are the risks? 
Updates to NZ ETS unit settings will be made under the existing regulatory framework. 
Schedule 3 of the Climate Change (Auctions, Limits, and Price Controls for Units) 
Regulations 2020 will be updated to reflect the new settings. 

The amendment regulations will be published in the New Zealand Gazette in September 
2025, to take effect from 1 January 2026. 2026 auctions will be conducted according to these 
settings. 

Limitations and Constraints on Analysis 
NZ ETS settings are made using the most accurate and up-to-date information available, and 
tested with different modelling and methodological approaches, however there are always 
unknown factors and uncertainties involved. 
One key uncertainty is around the estimated size of the surplus stockpile, which is a point-in­
time estimate t hat can change significantly from year to year. 
There is also inherent uncertainty in emissions projections, which are used to determine 
appropriate NZ ETS caps, auction volumes and price controls. This uncertainty increases as 
we project emissions further into the future. 

Summary: Regulatory Update -Auction Rollover Volumes 

Problem definition and options 
The number of NZUs set for auction in a year are evenly distributed into quarterly auctions. 
For auctions to clear, there must be no bids below the confident ial reserve price (CRP) or 
enough bids above the CRP to sell all the units available for auction. 

5 



Following each auction, any unsold units are rolled over to the next auction held in the same 
calendar year. This ensures participants still have the opportunity to access the full 
allocation of auction units set by the annual NZ ETS cap. 

Currently, when the number of NZUs ava ilable for auction increases due to additional 
rollover units, there is a greater risk successive auctions will fail to clear because of bids 
below the CRP. The risk increases as t he units accumulate across the auction year. This can 
prevent NZ ETS participants from purchasing units even when they are bidding above the 
CRP. This is inconsistent with t he policy objective of the auction mechanism. 

We have considered how auction rollover volumes could better support participants to 
engage in NZ ETS auctions and have access to the units t hey require to meet their emissions 
obligations. We have primarily considered three options: 

• Option One: Status quo 
• Option Two: Sell unsold units if there is enough demand - unsold units are rolled over 

but only made available if the originally allocated number of units clears the auction 
• Option Three: Spread unsold auction volumes across remaining auctions for t he year 

- unsold units are rolled over but spread evenly across the remaining auctions for the 
year, rather than all into the next auction. 

We consulted on the above options through a public discussion document, on line webinars 
and some targeted engagement with Maori stakeholders. Option Two received the most 
support and was the preferred option by 8 of 18 submitters. 

Costs and Benefits of Minister's preferred option 
Option Two best addresses the underlying issue. It maintains the ability for participants to 
access units at auctions later in the year if there is sufficient demand, whi le eliminating the 
increased risk of later auctions not clearing because of the additional volume. 

There is a small admin istrative cost to the government to implement th is change. But th is is 
outweighed by the improved ability for participants to access units when there is sufficient 
demand. 

Implementation is considered straightforward. Following implementation officials will 
monitor impacts on auction clearance rates, NZUs issued, and Crown cash receipts. 

I have read the Regulatory Impact Statement and I am satisfied that, given the available 
evidence, it represents a reasonable view of the likely costs, benefits and impact of the 
preferred option. 

Responsible Manager(s) signature: 

Becky Prebble 
Chief Advisor- Climate Change 
Mitigation and Resource Efficiency 
05 August 2025 
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Quality Assurance Statement 
Reviewing Agency: Ministry for the 
Environment 
Panel Comment: 

[Note this isn't included in the four-page limit] 

QA rating: Meets 

A Quality Assurance Panel with members from the Ministry for the Environment has assessed 
the Regulatory Impact Statement. 

Using the assessment criteria (complete, convincing, consulted, clear & concise) for all 
relevant sections of the document, the panel considers that it meets the Quality Assurance 
criteria for the purpose of informing Cabinet decisions. 

The policy problem, assessment of options, and preferred approach are laid out 
comprehensively and convincingly. The wider context, including the role of the Climate 
Change Commission and the requirement for NZ ETS settings to accord with emissions 
reductions targets, is provided in sufficient detail and logically follows through to the analysis. 

While acknowledging the complexity of the subject matter, the Panel finds that the RIS could 
benefit from greater clarity and conciseness in certain areas. Given that this is an annual 
regulatory process, future work should focus on striking an appropriate balance between 
robust analysis and clear, effective communication to decision-makers. Improving clarity and 
conciseness may also encourage broader public engagement during consultation, enhancing 
the overall quality of this annual process. 
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Section 1: Diagnosing the policy problem 

What is the context behind the policy problem and how is the status quo expected 
to develop? 

Overview of NZ ETS 

1. The NZ ETS is the Government’s key tool to help New Zealand meet its:  
• Nationally Determined Contributions (NDCs)  
• 2050 target: net zero greenhouse gas emissions (except biogenic methane) and a 24 

to 47 per cent reduction in biogenic methane, including 10 per cent reduction below 
2017 biogenic methane emissions by 2030 

• emissions budgets: a set of descending interim targets to reach the 2050 target.  
2. The NZ ETS supports emissions reductions by: 

• requiring emitters to measure and report on their emissions 
• pricing emissions and removals 
• requiring businesses to surrender one ‘emissions unit’ (unit) to the Government for 

each tonne of emissions they are responsible for under the NZ ETS 
• limiting the number of units supplied into the scheme through auctioning and 

industrial allocation. 
These collectively incentivise investment in decarbonisation or in removals. 
3. The Government sets and reduces the number of units supplied into the scheme over time, 

apart from units supplied for removal activities (primarily forestry). This limits the total 
volume of net emissions that can be emitted by participants in the scheme, in line with New 
Zealand’s emissions reduction targets. 

4. Businesses that participate in the NZ ETS can buy and sell units from each other. The unit 
price reflects supply and demand in the scheme. This price signal encourages businesses 
to make economically efficient choices about how to reduce emissions and increase 
removals. 

Annual process for unit limits and price control settings 

5. The Climate Change Response Act 2002 (the Act) requires NZ ETS unit limits and price 
control settings (NZ ETS settings) for the next five years to be made through an annual 
update process to the Climate Change (Auctions, Limits, and Price Controls for Units) 
Regulations 2020 (the Regulations).  

6. NZ ETS settings are updated annually to ensure they remain in accordance with emissions 
budgets and targets, and NZ ETS settings are put in place to cover the next five years.  

The Climate Change Commission has provided advice on NZ ETS unit settings 

7. The Climate Change Commission (Commission) is legally required to give annual advice on 
NZ ETS unit settings. The Minister of Climate Change (Minister) must consider the 
Commission’s advice when recommending updates to settings. If there are any differences 
between the recommendations of the Commission and those made by the Minister, the 
Minister must table a report in Parliament to explain the reasons for differences. 

8. The Commission’s advice on settings was published in April 2025. The Commission’s main 
recommendations this year are: 

• 13.6 million more units could be auctioned across 2026–30 than the current 
settings allow 

• to make no changes to the unit limits for 2026–27, with higher auction volumes 
distributed evenly across 2028–30 
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• keep the auction price floor and CCR settings at current levels, adjusted only for 
inflation. 

What is the policy problem or opportunity? 

9. NZ ETS unit limits and price control settings need to be updated annually and should 
continue to assist New Zealand in meeting its emissions budgets and climate change 
targets. They also need to be extended to cover an additional year to meet the requirement 
that there must always be 5 years of settings in place.  

10. The Government must set NZ ETS settings that accord with emissions reduction targets, 
while balancing the impacts of emissions pricing on businesses and New Zealanders more 
generally. It must also support a transparent, durable and proper functioning ETS market. 
These objectives are described more in the section below. 

What objectives are sought in relation to the policy problem? 

11. The objective sought are: 
a. Accordance with emissions reduction targets 
b. Proper functioning of the NZ ETS 
c. Price control settings that support NZU prices consistent with the level and 

trajectory of international emissions prices 
d. Price control settings that manage overall costs to the economy and households 

Accordance with emissions reduction targets 

12. The primary objective is prescribed by the Act, which requires that unit settings must accord 
with New Zealand’s: 
• 2050 target, which is:  

a. net zero emissions of all greenhouse gas emissions other than biogenic 
methane by 2050  

b. 24 to 47 per cent reduction below 2017 biogenic methane emissions by 2050, 
including 10 per cent reduction below 2017 biogenic methane emissions by 
2030. 

• emissions budgets, which are stepping stones along the path to the 2050 target  
• NDCs, specifically 

a. NDC1, which sets a target of a 50 per cent reduction of net emissions below the 
gross 2005 level by 2030 

b. NDC2, which sets a target of a 51-55 per cent reduction of net emissions below 
the gross 2005 level by 2030.  

13. NZ ETS settings must strictly accord with New Zealand’s 2050 target, meaning there is a 
very high probability that settings constrain emissions to levels necessary to meet the 
target. 

14. For emissions budgets and NDCs, the settings do not have to strictly accord if the 
discrepancy is justified after considering matters prescribed in the CCRA. Even if deviating 
from strict accordance, the settings must still accord, meaning there is a good probability 
that settings constrain emissions to the levels necessary to meet the targets. 

15. We refer to this as the ‘accordance test’ in this RIS. 

Surplus stockpile drawdown 

16. A large quantity of units are banked in private accounts. These provide liquidity to the 
market and help to reduce price volatility. However, the current number of banked units 
presents a risk to achieving emissions budgets.  
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17. Some of the banked NZUs are held to meet future surrender liabilities, or for other reasons. 
Some NZUs are held for investment purposes and can be more readily sold when market 
price expectations change – these are considered ‘surplus’. Emitters can surrender these 
surplus units instead of reducing emissions. Other stockpile units might also be used in this 

way, particularly if price expectations are flat to falling. This poses a risk to the Government’s 
continuing duty to ensure it meets emissions budgets. 

18. A key part of this year’s decision is to reduce this risk by managing the surplus down to zero 
by 2030. The Government set out this objective through the 2023 NZ ETS settings process 
and reaffirmed the objective through the 2024 NZ ETS settings process. Our advice has 
been developed on the basis that the Government remains committed to this objective.  

19. There is inherent uncertainty about the size of the surplus, but options with more accurate 
estimates or approaches that reduce the surplus sooner will better support this objective. 

Accordance with NDC1 

20. NZ ETS settings decisions are required to accord with NDC1. However, NZ ETS settings are 
unable to strictly accord with NDC1 because the gap between the NDC and domestic 
emissions budgets is larger than the forecast volume of auctioned units. Put simply, even if 
no units were auctioned between now and 2030, it still wouldn’t be enough to close the gap. 

21. In the absence of being able to strictly accord, NZ ETS settings must still accord with the 
NDC and the deviation from strict accordance must be justified with reference to matters in 
s 30GC of the CCRA. The NZ ETS settings options outlined in this RIS are underpinned by the 
core assumption that the Government intends to meet NDC1 and settings must deliver the 
NZ ETS’s share of achievement of NDC1.  

22. NDC2 is set at approximately the same level as EB3. Therefore, the accordance of options 
will approximate the accordance with EB3. 

23. Assessment of the accordance of 2025 ETS settings options with the NDCs, emissions 
budgets and 2050 target is substantially addressed in the accordance assessment. 

Proper functioning of the NZ ETS 

24. There are two major concepts that support the proper functioning of the NZ ETS and are 
essential for the NZ ETS to play its role in meeting emissions reduction targets: Transparent 
and durable decision making, and NZ ETS participants’ ability to attain and surrender NZUs 
to meet NZ ETS obligations. 

Transparent and durable decision making 

25. Government decisions on NZ ETS setting that are transparent and durable provide market 
participants with the stability and confidence necessary to support investment decisions. 
This includes providing predictability to participants by taking a consistent approach to 
incorporating new information and clearly explaining the Government’s reasoning behind 
decisions.  

NZ ETS participants’ ability to attain and surrender NZUs to meet NZ ETS obligations.  

26. The settings should avoid creating unexpected NZU supply shortages such that participants 
are unable to attain and surrender the NZUs necessary to meet their NZ ETS obligations, 
which would result in further price volatility and uncertainty in future market dynamics.  

Price control objectives 

27. There are also two objectives that specifically apply to price control settings, discussed 
further in Table 1. Price control settings should: 

a. support NZU prices consistent with the level and trajectory of international 
emissions prices 
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b. manage overall costs to the economy and households. 

What consultation has been undertaken? 

28. Consultation on NZ ETS settings ran from 28 May to 29 June 2025. Consultation was in the 
form of a public discussion document, on line webinars and some targeted engagement 
w ith Maori stakeholders. In total, 68 unique submissions were received from experts, 
NGOs, businesses, and individuals. 

29. Most submissions (87%} generally supported maintain ing status qua unit limits because it 
supports a faster draw dow n of the surplus stockpile, better supports achieving emissions 
reduction targets and provides greater predictability of unit supply. 

30. Only a few submissions (6%} supported the option to increase unit limits. These 
submissions referred to the higher unit price path under the status qua and suggested that 
increasing unit limits wou ld better reflect the current state of the market, support market 
stability and allow for the lowest cost path to our 2030 targets. 

31. Of the submissions that referred to price controls, most (87%} expressed a preference for 
maintain ing the current price auction price floor. 

Section 2: Assessing options to address the policy problem 

What criteria will be used to compare options to the status quo? 

32. The criteria used to assess t he options are described in table 1 below. They broadly align 
w ith t he factors in section 30GC of the Act (see Appendix One} and with the objectives 
described above. 

33. The first two criteria apply to both unit limit and price control settings. The third and fourth 
criteria apply to price control settings only. 

Table 1: Criteria for options analysis of unit limits and price control settings 

Criteria Description 

Likelihood of incentivising net emissions 
reductions 

The NZ ETS must accord with New Zealand's 
emissions budgets, NDCs and the 2050 target, which 
all require a mix of gross emissions reductions and 
removals. Settings should provide a price signal to 
incentivise emissions reductions and removals. 

Because the stockpile could impede the achievement of 
emissions reductions and increase the risk of not 
meeting budgets, options that risk continuing the 
stockpile beyond the intended drawdown date will rate 
ne ativel for this criterion. 
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Proper functioning of the NZ ETS  The NZ ETS should operate in a transparent and 
durable manner so that participants can form 
expectations about supply and demand. This supports 
investment in reducing emissions. 

The legislative restrictions on how settings are updated 
allow for changes in response to new information, while 
maintaining regulatory predictability especially in the 
shorter run. Options that undermine this regulatory 
predictability will rate negatively for this criterion. 

Settings decisions should result in predictable levels of 
supply for participants, avoiding fluctuations of supply 
that undermine participants confidence in future NZU 
availability. 

Decisions should avoid creating unnecessary and 
unexpected shortages of supply of NZUs such that 
participants are unable to attain and surrender the 
NZUs necessary to meet their NZ ETS obligations.  

This can result in price volatility that is disruptive to 
participants and is disconnected from cost of reducing 
net emissions 

Support for NZU prices consistent with 
the level and trajectory of international 
emissions prices 

There are two reasons for considering the level and 
trajectory of international emissions prices. 

• International emissions prices provide a way of 
comparing New Zealand’s contribution with that 
of other countries in the global effort towards 
addressing climate change, notwithstanding 
fundamental differences between individual 
emissions pricing schemes. 

• Offshore mitigation could be needed to meet 
emissions reduction targets in addition to 
reducing emissions domestically. 

Management of overall costs to the 
economy and households 

Settings influence, and can help manage, the costs of 
the NZ ETS on the economy, households, sectors and 
regions. 

 

34. Assessment of each option against the criteria is given a rating outlined in the key below:   

Key for assessing options against the status quo  
++  much better than the status quo  

+  better than the status quo  

0 about the same as the status quo  

–  worse than the status quo  

– –  much worse than the status quo  
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What scope will options be considered within?  

35. When assessing NZ ETS settings against the accordance requirements, options need be 
considered as packages, composed of choices for unit limits and price control settings to 
understand their combined impact on emissions. All packages considered should meet the 
accordance requirements. 

36. None of the options presented include changes to price control settings, beyond 
adjustment for inflation. The rationale for this is explained in the price control settings 
section below (paragraphs 82-93). 

Auction volume options  

Context  

37. The limits for units that are prescribed in regulations are:  
a. a limit on the units available by auction: base auction volumes + volume 

available within the CCR 
b. a limit on approved overseas units  
c. an overall limit on units: which consists of units available by auction and by 

other means, as well as approved overseas units.    

Developing and assessing options 

38. We used two major approaches together to inform our judgements on appropriate options 
for unit settings that would meet the accordance tests and goals of the New Zealand 
Emissions Trading Scheme (NZ ETS):  

a. Seven steps methodology 
b. NZ ETS market model 

39. The implications of recent secondary market and auction outcomes also inform the 
development and assessment of the options. 

Seven steps methodology 

40. Developed in 2020, the seven steps methodology is an approach for calculating maximum 
annual auction volumes. The Government and the Commission have used this approach 
every year since then.  

41. The appropriate auction volumes are determined using seven calculations.  
i. Align with emissions reduction targets.  

ii. Allocate the emissions budgets to NZ ETS and non-NZ ETS sectors.  
iii. Make technical adjustments.  
iv. Account for industrial allocation volumes.  
v. Set the reduction volume to address the New Zealand Unit (NZU or unit) 

surplus.  
vi. Set the approved overseas unit limit.  

vii. Calculate the base auction volumes.  
42. Working through these seven steps provides an estimate of the maximum number of units 

that could be auctioned while meeting our emissions reduction targets, given current 
circumstances and our best assumptions for other sources of units. Different assumptions 
and choices can result in different estimates for auction volumes. One limitation is that the 
seven steps methodology treats the surplus stockpile in binary terms. Units are either 
surplus or they are not. By contrast, the NZ ETS Market Model allows for a spectrum of liquidity 

across the stockpile. 
43. Appendix 2 shows the seven steps, and the underpinning methodology and assumptions. 
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NZ ETS market model 

44. The NZ ETS market model estimates supply and demand for NZUs under different 
conditions and can generate price projections based on supply and demand. 

45. The ETS market model allows for a more realistic approximation of the real-world situation. 
It determines demand for NZUs in terms of price-responsiveness and allows for more of a 
spectrum of liquidity across units in the stockpile. This means that if the marginal price of 
reducing emissions is lower than the expected value of holding the most liquid unit in the 
stockpile, emitters will choose to reduce emissions rather than purchase a surplus unit for 
surrender.  The practical consequence of this is that the model can show units remaining in 
the stockpile beyond 2030 without meaning that net emissions necessarily exceed 
emission budgets. It also means that in scenarios when the model projects non-surplus 
units come to market, emissions budgets can be exceeded even if the surplus stockpile is 
eliminated. 

46. As with any model there are limitations in the modelling and it is unlikely that things will play 
out precisely as the model suggests. The model was not designed to estimate total net 
emissions; its focus is on net emissions covered by the NZ ETS. However, the projections 
from the model can be combined with other information to estimate total net emissions. 
This can help with assessing whether a given combination of unit and price control settings 
are in accordance with emissions budgets.   

47. More details on the NZ ETS market model can be found in Appendix Three 
48. Using both models together can help overcome the shortcomings of each approach. It also 

provides a more robust overall assessment of the merits and trade-offs of each option 
considered here. 

Market signals 

49. The signals provided by the secondary market are a further source of information to be 
reflected in the assessment of unit and price control settings. This has particular relevance 
to the assessment of the stockpile and the risk it poses to budgets, and considerations with 
respect to proper functioning of the ETS. 

50. Following a period of stability after the 2024 settings decisions were announced, secondary 
market spot prices declined from around $65 in January 2025 to below $50 in late April. 
Across June and July, prices were tightly range bound around the $57-58 mark, about 15% 
below the floor price of $68. Forward and futures price curves are sitting below future 
auction price floor levels, although these instruments are not traded in large volumes. No 
bids were made at either the March or June auctions. 

51. Market commentary has been mixed on the possible cause of the decline in prices. Some 
has focused on short-term factors that could reverse, such as selling by smaller foresters to 
meet cashflow needs, and weakening global and domestic economic sentiment. 

52. Other commentators have noted that current price dynamics could represent a more 
fundamental re-pricing of the cost of reducing net emissions. This means that emissions 
budgets could be achievable at a lower market price than previously anticipated. 
Afforestation has been considerably higher over the past few years than was anticipated 
when auctions were introduced. In addition, a growing share of forestry has switched into 
the permanent forest category, which frees up NZUs previously held against future harvest 
liabilities.  

53. To the extent a repricing is taking place, current price levels would indicate that the market 
has enough supply that additional units from auction are not needed.  

Auction volume options 

54. Three options for auction volumes are being presented.  
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Auction volume Option One – Status quo volumes extended to 2030 

55. Option One includes total auction volumes of 16.9 million units across the settings period. 
56. In Option One, auction volumes are unchanged from 2024 settings which apply to 2025-29 

and would be extended to 2030. To make the 2030 auction volume internally consistent 
with settings already in regulation, it has been calculated based on the same information 
used to determine 2024 settings, including industrial allocation forecasts and surplus 
drawdown volumes as estimated at the time.1 

Auction volume Option Two – Updated methodology  

57. Option Two includes total auction volumes of 26.9 million units across the settings period. 
58. This option uses the updated information for each step as available to the Commission but 

with different assumptions leading to a higher surplus stockpile estimate and more recent 
forecasts for industrial allocation, described below. The seven-step methodology as 
applied to Option Two is described in more detail in Appendix Two. 

Updated surplus stockpile assumption - Introducing an overlap between holding and hedging volumes 

59. A key change in the surplus estimate methodology this year has been the introduction of the 
concept of “holding” volumes. These refer to units that are being held to cover emissions 
that have already occurred but haven’t yet been surrendered to fulfil the current 
compliance cycle. Holding volumes are subtracted from the total stockpile to calculate the 
estimated surplus stockpile. 

60. The Commission’s advice treated holding volumes and hedging volumes (units held in 
anticipation of future emissions) as entirely separate and additional to each other. This 
methodological change, amounting to -34.2 million units, was a significant driver in 
reducing the estimated surplus stockpile, thereby supporting its recommendation for higher 
future auction volumes. However, the Commission also acknowledged in its advice that its 
estimate of holding volume may partially overlap with what was previously attributed to 
hedging volume, and suggested the Government tests its assumptions during 
consultation.2 If an overlap in hedging and holding volumes exists, it would result in higher 
estimates of the surplus stockpile because fewer units are being subtracted from the 
overall stockpile of units. 

61. The evidence we have been able to gather indicates that at least some emitters, do not hold 
distinct (or additional) holding and hedging volumes. Instead, many use units held for 
upcoming compliance to hedge price (if at all).  

62. However, it has been challenging to quantify this overlap. The NZU holders survey, 
submissions on the ETS Settings discussion document and desktop research based on 
firms’ financial reports have provided limited insight on the specific level of overlap. 

63. In absence of robust quantitative evidence, there is value in taking a conservative estimate 
(i.e., assuming a greater overlap between hedging and holding stockpiles), as 
underestimating the overlap risks underestimating the size of the surplus stockpile. This 
could mean the surplus stockpile is not fully drawn down as intended, increasing the 
challenge in achieving New Zealand’s emissions reduction targets.  

64. Given the holding volume estimate is based on emissions that have actually occurred, it is 
more appropriate to retain this estimate based on the best available data (either emissions 
projections for that year or actual net surrender data once available – see next section). 

 
1 Additional details can be found in the Regulatory Impact Statement: 2024 update to New Zealand Emissions 

Trading Scheme limits and price control settings for units  

2 He Pou a Rangi | Climate Change Commission. NZ ETS unit limits and price control settings for 2026–2030. 
P44 
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Therefore, an adjustment to the overlap between hedging and holding should be applied to 
the hedging volume estimate via changes to the future hedging assumptions.  

65. The hedging volume estimate is taken as at 2030. It is based on projected sectoral 
emissions net of industrial allocation and assumptions about the extent to which different 
sectors future emissions are hedged. Previously, all sectors were assumed to be fully 
hedged for the first year, except liquid fossil fuel (27%). This is effectively equivalent to the 
new holding category.  

66. Given this, retaining the previous hedging assumptions represents no overlap between 
hedging and holding volumes. This approach is used for the lower bound surplus estimate. 
Setting the first-year hedging assumption to zero represents the maximum possible overlap 
with holding volume. This approach is used for the upper bound surplus estimate.  

67. In the absence of strong evidence to a specific value, the central assumptions have been 
set at the midpoint of these two extremes i.e. assumed 13% year 1 hedging for liquid fossil 
fuels and 50% for all other sectors. This increases the surplus central estimate by 5.4 
million units compared with the Commission’s estimate, with a corresponding reduction in 
auction volumes. 

Adjusting surplus estimates based on 2024 net surrenders information. 

68. Data on 2024 surrender compliance volumes published by the Environmental Protection 
Authority has allowed the Ministry for the Environment to refine the estimate of holding 
volumes. These figures indicate net surrenders of 34.0 million for the period 1 July 2024 to 
30 June 2025, 0.2 million units lower than provisional estimates of the holding volume. This 
increases the surplus estimate by 0.2 million units compared with the Commission’s 
estimate, with a corresponding reduction in auction volumes. 

Updating industrial allocation forecasts for recent data and to align with 2025 projections. 

69. Industrial allocation forecasts have been updated to incorporate 2024 actual allocations. 
Aggregate industrial allocation was very close to the level forecast by the Commission but 
with some differences at the sectoral level. 

70. In addition, future output adjustment assumptions have been updated to align information 
available as of mid-July 2025. The most material change is bringing forward the assumption 
of when Methanex will close by one year to the end of 2027 and assuming lower production 
levels prior to reflect ongoing winter closures to release gas for electricity generation. 

71. Together, these changes result in industrial allocation forecasts 2.1 million units lower than 
the Commission forecast for the settings period. Changes in forecast industrial allocation 
for 2025-2027 are addressed as part of the discrepancy adjustment step (5b). Changes to 
2028-2030 are addressed as part of step 4. 

Auction volume Option Three – Commission recommended volumes  

72. Option Three includes total auction volumes of 30.5 million units across the settings period. 
73. The Commission determined its recommended auction volumes based on the seven-step 

methodology explained above and in Appendix Two. 

Additional option considered 

74. In addition to the above, we also considered but ultimately did not proceed with an 
additional unit settings option. 

75. Options Two and Three are based on the assumption that unit limits can increase based on 
any 2024 auction volumes that went unsold. When setting unit limits, all upcoming auctions 
are assumed to clear. When auctions do not fully clear in a calendar year, this means less 
supply has entered the market than expected, which reduces future estimates of the size of 
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the surplus. A smaller estimated surplus means more units can be made available for 
future auctions while remaining aligned with the NZ ETS cap.  

76. The additional option was to use the same methodology as Option Two, with an additional 
adjustment to ensure that settings do not increase as a result of 2024 auction volumes that 
went unsold.  

77. However, further work to determine the appropriate approach towards unsold auction 
volumes is ongoing and progressing separately to these settings decisions. This option was 
therefore not progressed further at this time. 

78. It is important to take the additional time necessary to address this issue, as it could also 
impact on future NZ ETS settings decisions. Decisions are expected to be made to inform 
advice from the Commission on 2026 NZ ETS settings decision. 

Consultation feedback on auction volume options 

79. Most submitters (86%) supported Option One. Key rationales were that it supports a faster 
draw down of the surplus stockpile, better supports achieving emissions reduction targets 
and provides greater predictability of unit supply.  

80. Only four submitters supported Option Three, the Commission’s option to increase auction 
volumes. Key rationales were to allow the lowest cost path to achieving emissions 
reduction targets and to reduce the risk of price volatility and higher price path under Option 
One. One of the submissions in favour of increasing unit limits, however, did acknowledge 
that an increase of 13.6 million units may be too much, given indications of the market 
being well-supplied and that maintaining the status quo or reducing the size of the increase 
may be better for consistency.  

81. Option Two wasn’t presented through consultation and is an intermediate option between 
Option One and Option Three. However, the submissions still favour Option One and the 
key rationale highlighted in support for Option One align better with Option One than Option 
Two.  

Price control settings  

Context 

82. Auction price controls provide the Government with tools to manage the supply of units. 
Auction price controls include the:  

a. auction price floor (price floor) – the price below which the Government will not 
sell units at auction (the price control). It stays at a prescribed value for each 
auction in a year.  

b. cost containment reserve (CCR) trigger price(s) – the price or prices at which 
additional units will be released if an auction’s interim clearing price reaches or 
exceeds this level (the trigger price).  

c. CCR volume(s) – the number of units that will be released if the trigger price is 
reached.  

83. The price floor minimises the risks of the unit price at auction being inconsistent with the 
prices necessary to meet emissions budgets and targets. The price floor is the lower price 
control setting of the auction price corridor; however, it is not a ‘hard’ price floor as the 
secondary market price can fall below it (as is currently the case).  

84. The CCR helps manage the risk of extremely high prices in the NZ ETS from shocks and 
unforeseen events. It functions by releasing reserve volume into an auction where 
prescribed prices have been met. The volume of the CCR needs to be large enough to 
enable it to perform its function of mitigating the risk of auction prices that are too high. The 
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t rigger prices for the CCR must be high enough t hat the CCR is only released at a price that 
does not risk the achievement of emissions reduction targets. 

Auction price floor and CCR trigger prices 

85. Analysis suggests that t he current price floor remains fit for purpose. The Commission has 
highlighted evidence suggesting that prices at or above the current auction price floor are 
needed to support emissions reductions necessary for meeting EB2 and EB3. 

86. Current secondary market prices are below the current auction price floor, which cou ld be a 
signal that the market is currently oversupplied. The auction price floor helps limit supply 
until t he oversupply is addressed. 

87. Internal modelling suggests that pricing is likely to return to above the auction floor price for 
all options. Maintaining the auction price floor will also support the Government's key 
objectives of supporting confidence in the NZ ETS and encouraging investment in 
decarbonisation activities. 

88. For the CCR trigger prices, t he Commission highlighted a risk that trigger prices may be too 
low to encourage the high NZU prices needed to meet EB3 through additional gross 
emissions (if afforestation follows the trajectory projected in ERP2}. However, additional 
afforestation in the next few years could help meet EB3 at a relatively lower price. It advised 
maintain ing current CCR trigger prices (adjusted for inflation} unt il it is clearer whether 
current t rigger prices are too low to allow t he NZU prices needed to meet EB3. We agree 
with the Commission 's findings. 

89. The on ly option we are presenting is to adjust price control settings for inflation and extend 
t hem to 2030. This wou ld apply for all auction volume options. 

Cost containment volumes 
90. The CCR volumes need to be large enough for the CCR to bring down the auction price 

when it gets too high. Where prices are high, there is a risk that the cost will be passed on to 
consumers, potent ially resulting in pressure on household budgets. 

91. As with last year, there is no indication that changes to CCR volumes are necessary. We 
consider the current volumes to be sufficient for the CCR to perform its role without risking 
accordance with emissions budgets if the CCR is triggered. This aligns with the 
Commission 's recommendations. 

92. The on ly option we are presenting is to extend CCR volumes to 2030 in line with 2022 advice 
on CCR volumes. This wou ld apply for all auction volume options. 

Table 2: Proposed price control settings for the next five years, 2026-30 

2026 2027 2028 2029 2030 (new) 

Auction price floor ~71 ~75 $78 $82 ~87 

Cost containment reserve (CCR} $203 $213 $224 $236 $248 
tier 1 
CCR tier2 $254 $267 $280 $295 $309 

Tier 1 volume (million NZUs} tl.3 tl.1 1.9 1.7 1.4 

Tier 2 volume (million NZUs} 14.2 ~-8 3.4 3.0 tl.5 

Total CCR volume (million NZUs} 13.5 5.9 5.3 4.7 ~-9 

Consultation feedback on price control settings 

93. Many submitters did not express views on the price control settings. Of those that did, most 
(80%} supported maintaining current price control settings. A few submissions suggested 
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increasing the auction price floor and only one submission supported reducing or removing 
price control settings.  

What options are being considered? 

94. It’s important that we consider options as combined packages of auction volumes and 
price control settings to assess their overall impacts and accordance with emissions 
reduction targets. As noted above, we are not presenting options that change price controls 
because current price controls are considered fit for purpose. 

Option One – Status quo unit settings and price controls extended to 2030 

95. In Option One, auction volumes are unchanged from 2024 settings which apply to 2025-29, 
and would be extended to 2030. To make the 2030 auction volume internally consistent 
with settings already in regulation, it has been calculated based on the same information 
used to determine 2024 settings, including industrial allocation forecasts and surplus 
drawdown volumes as estimated at the time. 

96. Option One includes total auction volumes of 16.9 million units across the settings period. 
97. Under Option One, price control settings will be adjusted for inflation and extended to 2030. 

CCR volumes will also be extended to 2030. 

Option Two – Updated methodology and price controls extended to 2030 

98. Option Two determines auction volumes based on the seven-step methodology explained 
above and in Appendix Two. 

99. Option Two includes total auction volumes of 26.9 million units across the settings period. 
100. This option uses the updated information for each step compared to the Commission’s 

recommended volumes. We also make different assumptions on a key variable within the 
stockpile estimate (see paras 59 to 67 above) leading to a higher surplus stockpile estimate 
and more recent forecasts for industrial allocation. 

101. Under Option Two, price control settings will be adjusted for inflation and extended to 
2030. CCR volumes will also be extended to 2030. 

Option Three – Commission recommended volumes and price controls extended to 2030 

102. The Commission determined its recommended auction volumes based on the seven-
step methodology explained above and in Appendix Two. 

103. Option Three includes total auction volumes of 30.5 million units across the settings 
period. 

104. Under Option Three, price control settings will be adjusted for inflation and extended to 
2030. CCR volumes will also be extended to 2030. 
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How do the options compare? 

105. Table 3 below compares the estimated impacts tor the options on accordance, net emissions, and household and fiscal implicat ions. 
106. One critical judgement is the short-term outlook tor the market and auctions. For each option, we have modelled two scenarios. One 

scenario assumes secondary prices in 2025 above the floor price and therefore that auctions will clear (including t he unsold volumes from 
earlier in 2025). The other scenario uses the year-to-date secondary market price ($59 tor the first half of 2025) and therefore assumes that 
auctions do not clear in 2025. 

107. Which of the two scenarios is more likely to occur depends on the unit and price control settings adopted. If option one is adopted, 
secondary market prices are more likely to increase in t he short term (all else equal) than under the other two options, making t he 2025 auctions 
more likely to clear. Conversely, adopting option two or three is more likely to result in downward pressure on prices and auctions clearing in 
2025 less likely. 

108. In officials' judgement, it t herefore is most appropriate to compare the status qua option and markets clear scenario against t he non-
clearance scenarios tor the other two options. However, given t he degree of uncertainty both sets of scenarios have been presented tor all three 
options. 

Table 3: Estimated impact for NZ ETS settings options 2026-2030 

Option 

. . . 
One 

Summary of accordance 

• Modelling indicates th is option meets EB2. 

• It does not meet EB3 but posit ions us better 
than Options 2 or 3. 

• It has t he highest chance of eliminat ing t he 
stockpile risk to budget accordance, w ith 

Summary of modelling and net emissions 

impacts3 

Estimate of total net emissions (Mt CC>Nt) 

EB2 (305) 303.1 

EB3(240) 

(290.5-307.4) 

249.2 

(232.1-258.8) 

Summary of price impacts (household and fiscal implications)4 

• Modelling projects NZU prices to rise to between $87 and $103 by 2030. 

• This would result in addit ional household expenditure caused by 

emissions pricing between $650 to $770 per household (or between 

0.5% and 0.6% of household gross income) in 2030. 

• If prices increase sufficiently for auctions to clear in 2025, NZ ETS cash 

proceeds are proj ected at about $1.4 billion for 2026-2030 (range $1.3-

3 Modelled impacts are derived from the ETS market model using ERP2 projections and information that informed unit settings options. They are not the official emissions 
projections which will be presented to Cabinet later this year. Ranges in the central estimates represent different judgements regarding the short-term price outlook and 
auction clearance. Bracketed ranges represent the modelled uncertainty bands using different price responsiveness assumptions. Central total net emissions estimates 
for EB3 have been calculated by taking the ERP2 projection for this period and adding the modelled difference in emissions impacts from different price pathways. See 
Appendix Three for more details on the modelling approach and key assumptions. 

4 Modelled ranges for price and fiscal impacts are dependent on the level of stockpile liquidity and assumptions about market activity in 2025, including whether prices rise 
above the auction floor price by the end of the year. Price and household impacts are expressed in 2025-dollar terms. Lower end of cash receipts estimate assumes 
auctions clearing at the floor price. Central and upper estimates are based on auctions clearing at the modelled central and upper price projections. 
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Option Summary of accordance Summary of modelling and net emissions Summary of price impacts (household and fiscal implications)4 

impacts3 

t e tota stoc pI e proi ecte h k I at -d 60 71M units 2 3 b II ) Th I JOn . Is ou come 1s more I e y un er op 1 I k I d t on one than the other 
in 2030 and the surplus eliminated. options. 

• If prices remain near their current levels in the short term, NZ ETS cash 

proceeds are estimated at $1.0 billion ($0.9-1.3 bi ll ion) and no auctions 

are projected to clear in 2026. 

Opt ion Meets accordance test , w ith more risk than 
• Modelling proj ects NZU prices to rise to between $82 and $91 by 2030. 

Two Option One Estimate of total net emissions (Mt CC>Nt) 
• This would result in addit ional household expenditure caused by 

EB2 (305) 303.5 
emissions pricing between $610 to $680 per household (between 0.5% • Modelling indicates th is option meets EB2. (290.5-307.4) 
and 0.6% of household gross income) in 2030. • It does not meet EB3 and has a higher EB3(240) 249.8 

chance of retaining surplus stockpile into 
(232.1-258.8) • If prices increase sufficiently fo r auctions to clear in 2025, NZ ETS cash 

the EB3 period, w ith a higher risk to budget proceeds are projected at about $2.2 billion for 2026-2030 (range $2.1-
accordance. 4.1 billion). However, there is a lower probability that auctions clear 

• The tota l stockpile is proj ected at 65-81M under Option 2 because of the higher unit volumes. 
units in 2030. If auctions clear in the short 

• If prices remain near their current levels in the short term, NZ ETS cash 
term, a small amount of surplus units (6M) 

proceeds are estimated at $1.6 billion ($1.4-2.3 bi ll ion) and no auctions 
are proj ected to remain in 2030. 

are projected to clear in 2026 or 2027. 

Option Meets accordance test , w ith more risk than 
• Modelling proj ects NZU prices to rise to between $78 and $86 by 2030. 

Three Options One or Two Estimate of total net emissions (Mt CC>Nt) The upper end of the range also assumes that unsold auction volumes 
EB2 (305) 303.7 

1 
are not displaced to later in the settings period; altering th is judgement 

• Modelling indicates th is option meets EB2. (293.2-308.0) would reduce the upper end of the range. 
• It does not meet EB3 and has the highest EB3 (240) 249.9 

• This would result in addit ional household expenditure caused by chance of retaining surplus stockpile into 
(236.1-259.3) 

emissions pricing between $580 to $650 per household (about 0.5% of the EB3 period, and highest risk to budget 

I 
accordance. household gross income) in 2030. 

• The tota l stockpile is proj ected at 69-84M • If prices increase sufficiently for auctions to clear in 2025, NZ ETS cash 
units in 2030. If auctions clear in the short proceeds are projected at about $2.4 billion for 2026-2030 (range $2.4-
term, a small amount of surplus units (9M) 4.8 billion). However, there is a lower probability that auctions clear 
are proj ected to remain in 2030. under Option 3 because of the higher unit volumes. 

• If prices remain near their current levels in the short term, NZ ETS cash 

proceeds are estimated at $1.8 billion ($1.7-2.8 bi ll ion) and no auctions 

are projected to clear in 2026 or 2027. 
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109. Table 4 evaluates each option against the criteria out lined in table 1 above 

Table 4: Assessment of NZ ETS settings options 2026-2030 

Likelihood of 
incentivising 

(net) emissions 
reductions 

Proper 
functioning of 

the NZ ETS 

Option One- Status Quo unit settings and 
price controls extended to 2030* 

0 

Compared with Option Two, Option One is 

expected to incentivise greater levels of emissions 

reductions and removals and reduce the stockpile 

faster. It is assessed as according with all 

emissions budgets, NDCs and the 2050 target. 

It is more likely to align with emissions reduction 

targets, including the challenging EB3. 

0 

Option One is formed on a different basis to the 

other options. It uses values created in 2024 (and 
only updated this year very slightly), derived from 

Option Two - Updated methodology and price 

controls extended to 2030 

Option Two is expected to incentivise lower emissions 

reductions and removals than Option One, but still 

enough to achieve EB2. It is assessed as according 

with all emissions budgets, NDCs and the 2050 target. 

Given the uncertainty in the estimated surplus, this 

option also comes with higher risk that the surplus will 

persist into the EB3 period. The price floor mitigates 

this risk somewhat. It only allows supply to enter at a 

price expected to incentivise decarbonisation. Flat 
distribution of volumes and keeping 2026-27 volumes 

unchanged further mitigate the surplus risk. Option 

Two has a lower risk compared with Option Three 

because of its more conservative surplus stockpile 

estimate. 

Option Three - Commission 
recommended volumes and price 

controls extended to 2030 

Option Three is expected to incentivise lower 

emissions reductions and removals than 

Options One and Two, but still enough to 

achieve EB2. It is assessed as according with 
all emissions budgets, NDCs and the 2050 

target. 

Given the uncertainty in the estimated surplus, 

this option also comes with the highest risk 

that the surplus will persist into the EB3 

period. The price floor mitigates this risk 
somewhat. It only allows supply to enter at a 

price expected to incentivise decarbonisation. 
Flat distribution of volumes and keeping 2026-

27 volumes unchanged further mitigate the 

surplus risk. 

0 0 

Option Two adheres to the seven steps approach that Option Three adheres to the broad seven steps 
has been consistently applied to determine unit approach that has been consistently applied 

settings in previous years (though with different to determine unit settings (though with 

that year's seven steps approach. Unlike the other underlying assumptions). It specifically explains the different underlying assumptions). It 

options, it does not use updated estimates of cause of any changes in unit settings in a way that can specifically explains the cause of any changes 

industrial allocation, or the surplus stockpile, nor be predictably applied to future settings decisions, in unit settings in a way that can be predictably 
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Option One- Status Quo unit settings and 
price controls extended to 2030* 

account for other changes since 2024, though it 

does account for market pricing signals unlike 

Options Two and Three. To the extent that this is a 
departure from previous years, using it creates a 

new question about how unit volumes will be 

estimated in the future. 

Option One has a higher risk than Option Two of 

constraining unit supply such that the draw down 

in the stockpile exceeds the estimated surplus. 
This may impede the ability of participants to 

efficiently manage their current and future 

surrender obligations and generate greater price 
volatility, with negative flow-on impacts on 

emissions reduction investments. However, this 

risk is expected to be manageable through future 

settings decisions as additional volumes can be 

released through future NZ ETS settings 

decisions. 

The option avoids a significant deviation in 

auction volumes based on uncertain surplus 

stockpile estimates. Option One takes a more 

conservative approach to estimates of the surplus 

and reflects recent market signals. Better 
alignment with EB3 also means it is less likely that 

volumes will need to be reduced again in the 
future. This supports greater stability for the 

market. 

Option Two - Updated methodology and price 

controls extended to 2030 

allowing participants to predict the impacts of future 

changes in data or methodology. However, the 
changes in methodology, particularly around the 

surplus stockpile estimate, were significant and may 

not have been expected by the market. 

Less risk of overly constraining unit supply compared 

with Option One, with correspondingly lower risk of 

excessive price volatility. However, incorporating 

changes in the surplus stockpile estimate and the 

reduced likelihood of aligning with EB3 make it more 
likely for future fluctuations in auction volumes. This 

reduces stability and predictability for the market. 

These impacts are less pronounced compared with 

Option Three because of the more conservative 

surplus stockpile assumption. 

Option Three - Commission 
recommended volumes and price 

controls extended to 2030 

applied to future settings decisions, allowing 

participants to predict the impacts of future 

changes in data or methodology. However, the 
changes in methodology, particularly around 

the surplus stockpile estimate, were 

significant and may not have been expected by 

the market. 

Even less risk of overly constraining unit supply 

compared with Options One and Two, with 

correspondingly lower risk of excessive price 

volatility. However, fully incorporating changes 

in the surplus stockpile estimate and the 

reduced likelihood of aligning with EB3 make it 
most likely for future fluctuations in auction 

volumes. This reduces stability and 

predictability for the market. 
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Support for NZU 
prices 

consistent with 
the level and 
trajectory of 
international 

emissions 
prices** 

Management of 
overall costs to 
the economy 

and households 

** 

Overall 
assessment 

Option One- Status Quo unit settings and 
price controls extended to 2030* 

0 

It has been assessed that existing price control 

settings are within the range of international 

emissions prices and comparable to the efforts of 

developed country peers 

0 

Extending existing price control settings is 

expected to have a modest impact on households 

and inflation. 

0 

Option Two - Updated methodology and price 

controls extended to 2030 

Option Three - Commission 
recommended volumes and price 

controls extended to 2030 

0 0 

It has been assessed that existing price control It has been assessed that existing price control 

settings are within the range of international emissions settings are within the range of international 

prices and comparable to the efforts of developed emissions prices and comparable to the efforts of 

country peers developed country peers 

0 

Extending existing price control settings is expected to 

have a modest impact on households and inflation. 

0 

Extending existing price control settings is 

expected to have a modest impact on 

households and inflation. 

* Option One is used as the counterfactual because the CCRA requires settings to be extended every year. This option therefore is the closest possible option to the status quo. 

**These assessment criteria only apply to price controls. Because price controls are identical for all options, they are evaluated as the same 
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What option is likely to best address the problem, meet the policy objectives, and 
deliver the highest net benefits? 

110. Option One- Status quo settings is most likely to address the policy problem and offer 
t he highest net benefits. Under Option One the recommended unit limits tor 2026-2030 
would be as outlined below: 

Table 5: Proposed unit limits for the next five years, 2026-30 

Unit limits (millions) 2026 2027 2028 2029 2030 

Base auction vo lumes 5.2 4.3 3.3 2.4 1.7 

Total CCR volumes 6.5 5 .9 5 .3 4.7 3.9 

NZUs available by auction 11.7 10.2 8.6 7.1 5 .6 

Industrial allocat ion 
4.6 4.4 4.1 4.0 4.0 

Approved overseas units 0 0 0 0 0 

Overall limit on units 16.3 14.6 12.7 11.1 9.6 

Option One best supports achievement of EB2 and positions New Zealand better for 

achieving EB3 

111. Maintaining status quo volumes will better posit ion New Zealand to achieve EB2 and 
EB3 compared with options that increase auction volumes (Options Two and Three). 

112. Option One (16.9 million units) will result in 10.0 million fewer units being avai lable tor 
auction over the next f ive years compared with Option Two (26.9 million units), and 13.6 
mi llion fewer units compared with Option Three (30.5 million units). Modelling shows that 
t hese fewer units are expected to drive more emissions reduction through the EB2 and EB3 
periods through increased NZU prices. Higher prices are projected to lead to net emissions 
of around 303Mt CO2-e in EB25, similar to the level projected in ERP2 and with in the 305Mt 
CO2-e limit. Options with higher unit supply are projected to result in slightly higher net 
emissions (304Mt CO2-e) and less reduction in the stockpile. Appendix Three includes the 
findings from the Min istry tor the Environment modelling in more detai l. 

113. The major driver tor increasing auction volumes under Options Two and Three is lower 
estimates of the surplus stockpile. There are still considerable uncertaint ies around surplus 
estimates and if t he surplus cont inues into the EB3 period, it will make it more challenging 
tor New Zealand to meet its emissions target. Given th is, there is a benefit to being more 
conservative in our estimates. Maintaining status quo volumes takes a more conservative 
approach and means we can be much more confident that the surplus stockpile, a key risk 
tor ach ieving EB3, will be eliminated by 2030, and sooner than under the other options 

114. Maintaining status quo volumes also puts us in a better position to respond in future 
ETS settings decisions to policy underway where decisions are yet to be taken. For example, 
between April and May 2025, the Ministry tor Primary Industries consulted on proposed 
changes to default carbon table tor exotic forests in the NZ ETS. If these proposed changes 
are agreed by Cabinet, then foresters using default carbon tables tor exotic forests will be 
allocated increased levels of NZUs. This would mean that auction volumes will need to be 
decreased by around 7.5 million NZUs over the EB3 period. This wou ld lessen the ability to 
further adjust volumes during the EB3 period and supports the decision to maintain status 
quo volumes. 

5 These projected emissions estimates are based on ERP2 projections and other information that informed the 
unit settings options. The 2025 official projections are currently being prepared and will be available later in 
2025. 



115. While all options meet the accordance requ irements, Option One provides greater 
confidence in meeting emissions reduction goals and accordance requi rements for current 
and futu re NZ ETS settings decisions. 

Option One is most consistent with market pricing signals and most likely to support market 

confidence 
116. Recent market signals, including prices significantly below the auction floor, and unsold 

2024 auction volumes further suggest that there remains strong supply of NZUs in the 
market. This supports taking a more conservative estimate of the surplus stockpi le, and not 
increasing auction volumes compared with the status qua. 

117. The seven steps methodology used by both Options Two and Three involve significant 
changes in methodology, including changes that have lowered the estimate of the surplus 
stockpile. These methodological changes are conceptually valid and likely to improve t he 
accuracy of the surplus estimate. However, lower surplus stockpile estimate runs counter 
to recent market signals and substantial uncertainty remains about the true size of the 
surplus stockpile. 

118. The lower revised estimate of the surplus stockpile under t he seven steps methodology 
in part reflects that auction volume that went unsold in 2024 did not enter the surplus 
stockpile, as was estimated in 2024 NZ ETS settings decisions. This issue has been 
highlighted by submitters and market participants as leading to uncertainty. Some said 
auctions not fully clearing is sign that the market is sufficiently supplied and so these unit 
should not be 'reintroduced' in later years. 

119. Market participants value stable and predictable unit volumes. The status qua option 
will maintain more consistent volumes across the settings period and signal support for 
stability of supply. 

Option One best balances the risk of not achieving emissions reduction targets with the risk 

of undersupply 
120. Compared with Options Two or Three, Option One cou ld lead to t ighter supply in 2028-

30, potentially resulting in price volatility. Price volatility also leads to investment 
uncertainty which can discourage emissions reduction investments. Tighter supply could 
also make it difficult for some compliance participants to source units. However, recent low 
secondary market prices suggest t here is still strong supply, and the risk of t ight supply 
leading to price volatility is relatively low and likely outweighed by t he increased risk of not 
achieving emissions reductions ta rgets under Options Two or Three. 

121. Maintaining status qua auction volumes now under Option One does not preclude 
increasing auction volumes (if further information suggests increased supply may be 
needed) in future ETS settings decisions. 

122. The status qua is expected to result in higher peak NZU prices compared with Option 
Two, with flow on impacts on cost of living. Our modelling estimates t hat Option One could 
resu lt in a peak NZU price about $5-12 higher (in 2025-dollar terms) than Option Two, 
resu lting in up to $40-80 higher peak annual NZ ETS cost to households by 2030. This wou ld 
have a negligible impact on annual inflation of about 0.01-0.03% per annum. Per table three 
above, the lower range of these impacts assumes that prices increase in the short term 
sufficiently to clear 2025 auctions, while the upper range assumes that prices remain 
around their cu rrent levels in the near term and therefore auctions do not clear. 

Is the Minister's preferred option in the Cabinet paper the same as the agency's 
preferred option in the RIS? 

123. Yes. 



What are the marginal costs and benefits of the preferred option in the Cabinet paper? 

124. Costs and benefits presented are relative to Options Two and Three. We have presented impacts on groups of stakeholders, the wider 
economy and the Government. The majority of the impacts stem f rom the higher NZU prices expected under Option One, w hich have flow on 
impacts to almost all parts of the economy. The Minister's recommended option is expected to resu lt in NZU prices t hat are approximately $5 
higher by 2030 compared w ith Option Two. 

Table 6: Marginal costs and benefits of Option One, compared wit h Options Two and Three 

Affected groups 

Emitting firms 
subject to NZ ETS 
obligations 

Firms that receive 
industrial 
allocation of NZUs 
(additional to firm 
impacts above) 

Other NZ ETS 
participants, 
including Maori 
businesses that 

Benefits 

Increased certainty on the 
direction of NZU prices for 
investment decisions. 

Relatively higher prices 
nominally increase the value 
of units provided to fi rms by 
industrial allocation. 

Relatively higher prices 
would increase the financial 
value of stockpiled units, 
both those held for hedging 

Costs 

Higher costs for firms to meet surrender 
obligations. This may be mitigated by the 
extent to which: 

• firms invest in transitioning to lower­
emissions alternatives 

• firms have hedged their forward 
obligations 

• these additional costs can be passed on 
to households (see 'Households' row 
below). 

Overall impact assessment 

The short-term (approx. next 1-2 years), response 
to relatively higher NZU prices is likely to be fairly 
inelastic and result in limited addit ional emission 
reductions relative to the status quo. 

Over longer timeframes (approx. next five years), 
relatively higher NZ ETS prices would increase the 
incentive for fi rms to invest in emissions reduction 
actions. 

As above for the residual surrender obligations The overall impact will be dependent on the level 
these firms face after industrial allocation is of residual surrender obligations for each firm. 
accounted for. 

The higher price increase expected under Option 
One means a larger increase in the value of 
stockpiled units. 



Affected groups Benefits Costs Overall impact assessment 

earnings t k I s oc pI e. 

Landowners (e.g., Higher NZU prices can lead 
foresters and to greater returns for 
farmers), including foresters that participate in 
Maori the NZ ETS. 

Higher returns on forestry 
land also increases the 
option value of farming and 
other land that is suitable for 
forestry use (regardless of 
whether this option is 
exercised). 

,, 

Households, 
including Maori 
households and 
whanau 

,-

Higher carbon prices co 
levels of existing exotic i 

uld lead to increased 
orests being managed 
roduction6. This has 
ed impacts on the 
unities, and regional 

for carbon, rather than p 
the potential for unintend 
environment, rural comm 
economies. 

Increased cost to lando wners of deforestation 
due to increased price. 

Our modelling estimates that Option One 
could result in NZU price s around $5-12 and 
$9-17 higher in 2030 tha n Option Two and 

ting in $40-80 and 
cost to households 
riation depends on 
decreases and 
uctions in 2025 clear. 
I be the extent to 

Three respectively, resul 
$60-120 higher NZ ETS 
annually by 2030.The va 
how much the stockpile 
whether the remaining a 
The mitigating factors wil 
which businesses pass o n additional costs, 

households are able to 
n patterns in 

and the extent to which 
change their consumptio 

In the short-to-medium term, extending status quo 
unit limit settings is likely to marginally increase 
the rate of afforestation and farm conversions, 
subject to existing capacity constraints (e.g. , 
labour, seedling supplies) and relevant policy 
decisions (such as restrictions on converting 
productive farmland). 

Increased afforestation now may lead to greater 
downward pressure on prices in the 2030s when 
these forestry units enter the market in material 
volumes. 

A $10 increase in NZU prices is estimated to 
increase annual household expenditure on 
emissions costs by about $84 (in 2025 dollars) for 
the average household ($1.61 per week).7 For 
lower income households, the increase is 
estimated at $44- 52 per annum, while for higher 
income households it is estimated at $120-147. 

Rising prices have a disproportionate impact. Low­
income households, and single-adult households 
such as sole-parent families, bear the largest 
relative im acts and may be less able to change 

6 Based on research and analysis completed by the University of Canterbury School of Forestry in 2021 - Afforestation Economic Modelling 

7 This assumes 100 per cent and instantaneous pass through of NZ ETS costs to households and does not account for behaviour change. Therefore, this is an upper bound 
estimate of the impact. 



Affected groups 

Wider economy 

Benefits 

Higher prices in the medium 
term may incentiv ise firms to 
invest in emissions reduction 
technologies or changes to 
processes. 

Costs 

response. Most of the impact on households is 
v ia fuel and electricity prices. 

Households may also be affected via the 
labour market. Businesses may adjust the type 
or number of jobs they offer in response to 
cost changes. 

I Relatively higher prices for household items 
cause a marginal reduction in disposable 
income for low-income households, which may 
impact the wider economy through reduced 
spending. 

Forestry plays a large role in the wider Maori 
economy. The expected increase in value of 
NZUs under Option One impacts on 
businesses' asset base and capacity as an 
employer. 

Relatively higher NZ ETS prices are likely to 
mar inall increase inflationa ressures . ...._ _______ ...._ __________ _. 

8 The Treasury. Internal analysis - Treasury Analytical Reports 365 and 367 

Overall impact assessment 

consumption pattern where this involves high 
upfront costs. 

The impacts on lower-income households are 
partly offset by the indexing of some existing 
income support payments to the consumers price 
index (CPI). This means that, as the cost of goods 
and services increases because of efforts to 
reduce emissions, some benefits will increase as 
well. Recent Treasury analysis found that around 
80 per cent of household equivalised disposable 
income decile 1-4 households received CPI­
indexed payments, and these payments 
compensate for around 50 per cent of increasing 
costs from emissions pricing. 8 

A $10 increase in NZU prices is estimated to 
contribute to a O .14 % increase in inflation as 
measured by the Consumer Price Index, largely 
due to higher fuel and electricity prices. 

Investment in emissions reductions technologies 
and processes may be productivity enhancing. 
However, these investments may be at the 
expense of other productivity enhancing 
investments firms could make (the opportunity 
cost). The net impact on productivity and 
economic capacity is difficult to determine but is 
likely to be quite small from this change alone. 



Affected groups Benefits Costs Overall impact assessment 

Government Tighter unit settings 
strengthen the likelihood of 
meeting emissions reduction 
targets as well as the 
domestic contribution 
towards NDCs. 

Increased chance of 
auctions clearing, possibly 
increasing cash receipts, 
particularly in the short term. 

However, we judge this highly unlikely to 
influence the trajectory of monetary policy. 

Under the status quo option and assuming 
auctions clear, cash receipts from NZU 
auctions over 2026-2030 are up to $1 billion 
lower than the Commission's recommended 
option (based on central estimates from 
projections). However, there is a higher 
probability that auctions do not clear under 
Options Two and Three because of the higher 
unit volumes. 

Option One positions New Zealand best for 
achieving its emissions reduction targets. 

The exact impact on auction clearance and cash 
receipts is difficult to evaluate. If prices increase 
such that all auctions clear, then the Government 
will face reduced cash receipts under Option One, 
however Option One will be more effective at 
increasing the market price and clearing auctions 
by signalling constrained supply through to 2030. 



 

 

Section 3: Delivering an option 

How will the proposal be implemented? 

125. Updates to NZ ETS unit settings will be made under the existing regulatory framework. 
Schedule 3 of the Climate Change (Auctions, Limits, and Price Controls for Units) 
Regulations 2020 will be updated to reflect the new settings. 

126. The amendment regulations will be published in the New Zealand Gazette in September 
2025, to take effect from 1 January 2026. 

How will the proposal be monitored, evaluated, and reviewed? 

127. Agencies will closely monitor the impacts of NZ ETS unit settings. The Ministry for the 
Environment routinely tracks the price of units and informs the Minister of this, as well as 
the flow of units within the NZ ETS and the secondary market. It also measures and reports 
domestic emissions annually. This will be used to assess the impact of the NZ ETS under 
the proposed settings. 

128. Agencies will continue to update and refine emissions projections that will be used for 
future emissions budgets and informing unit limit and price control settings. The broader 
economic impacts of the proposed NZ ETS settings will be monitored and assessed by an 
array of government agencies, and other public and private organisations. 

129. The legislated coordinated decision-making process in the Act includes provision to 
review the NZ ETS settings under certain circumstances. The Government is obliged to 
review the settings if the price controls are used, such as if the CCR is triggered. 

130. The Commission will continue to have a role monitoring and reviewing unit limits and 
price controls settings. Under section 5ZOA of the Act, the Commission must recommend 
to the Minister limits and price control settings, including any desirable emissions price 
path, each time regulation updates are required. 

 

Section 4: Regulatory Update – Auction Rollover Volumes 

Context 

131. Currently, the number of NZUs set for auction in a year are evenly distributed into 
quarterly auctions. Bidders submit bids for a specific volume of units at a specific price. The 
auction clearing price is determined by ranking all bids from highest to lowest price. Units 
are allocated to bids until there are no more bids or all of the units available at auctions are 
allocated.  The bid price of the lowest-rank bid that receives units becomes the clearing 
price. All bidders at or above the lowest-rank bid will then pay the same clearing price for all 
the NZUs they bid for.  

132. For auctions to clear, there must be no bids below the confidential reserve price (CRP) 
or enough bids above the CRP to sell all the units available for auction. 

133. Following each auction, any unsold units are rolled over to the next auction held in the 
same calendar year. Units are rolled over within the year (instead of being discarded or 
cancelled after an uncleared or partially cleared auction), to ensure participants can 
access the full allocation of auction units set by the annual NZ ETS cap.  

134. At the end of the year any unsold units are cancelled and not carried over into the next 
calendar year 

Policy problem 

CLASSIFICATION

CLASSIFICATION
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135. Currently, the way in which unsold units are rolled into the next auction impacts on the 
likelihood of auctions clearing. When the number of NZUs available for auction increases 
due to additional rollover units, there is a greater risk that any bids below the CRP will result 
in a failure for the bids above the CRP to clear, as illustrated in Figure 1 below. The risk 
increases as the units accumulate across the auction year. 

136. This can prevent NZ ETS participants from purchasing units even when they are bidding 
above the CRP. This is inconsistent with the policy objective of the auction mechanism. 

137. Figure 1 illustrates how the accumulation of unsold NZUs within a calendar year can 
affect auction outcomes. Both scenarios have identical bidding behaviour. However, the 
latter, which includes previous unsold NZUs, fails to clear due to bids below the 
confidential reserve price. 

 
Figure 1: Example of impact of current auction rollover provisions for units within the same 
calendar year 
 

 
138. There is an opportunity to adjust the unit rollover provisions to ensure participants can 

still access the full allocation of units set by the annual NZ ETS cap but avoid 

CLASSIFICATION

CLASSIFICATION

Cleared 
5 million units sold, as at least 5 million bids at or above CRP 

Sm for sale 
6m bids above CRP 

! 2m b;ds below CRP 

Declined 
0 million units sold, as less than 10 million bids at or above CRP and some below CRP 

10m for sa le 

Auction 
volume 

Rollover 
auction 
volume 

6m bids above CRP 

! 2m b;ds below CRP 
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circumstances where progressively large auction volumes constrict their ability to 
purchase.  

Objective 

139. To better support participants to engage in NZ ETS auctions and have access to the 
units they require to meet their emissions obligations. 

Consultation 

140. Consultation on NZ ETS regulations, including the proposed auction rollover changes 
ran from 28 May to 29 June 2025. Consultation was in the form of a public discussion 
document, online webinars and some targeted engagement with Māori stakeholders. 

141. There were 18 responses to questions on the proposed auction rollover changes. 
Option 2, as outlined below, was the preferred option by 8 submitters, option 1, no change, 
was preferred by 5 and option 3 was preferred by 3.  

142. Submitters who commented also offered alternative options. Five suggested that 
unsold NZUs should be cancelled after each auction because by not selling, the market is 
indicating that they are not required and by adding them back in, they are suppressing the 
NZU price. It was further suggested that bids below the auction floor should not result in a 
failed auction. Those above the floor should still clear.    

Options for managing rollover auction volumes 

Option One: Status quo 

143. Under the status quo, unsold NZUs will continue to roll over to the next auction. This 
may result in progressively larger auction volumes throughout the year and greater risk that 
bids below the CRP will cause auctions to decline. 

Option Two: Sell unsold units if there is enough demand 

144. Under Option Two, unsold units will be rolled over but only made available if the original 
number of units clears the auction.  

145. This approach maintains market stability by preventing a buildup of unsold units that 
could distort auction outcomes while also ensuring the volume of units remains available to 
participants if there is demand. 

146. At the end of the year, any unsold units will be cancelled as per current policy settings. 
147. Figure 2 below highlights how Option Two would work, using the same scenario as in 

Figure 1. In it, 5 million units are sold, whereas the auction would fail to clear under the 
status quo. 

 
Figure 2: Example of impact of auction rollover provisions under Option 2 for units within the 
same calendar year 
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Partial clearance 
Sm sold, as ot least Sm above CRP but not enough to clear rollover volume 

10m for sale 

Auction 
volume 

Rollover 
Auction 
volume 

Gm bids above CRP 

l 2m bid, below CRP 

Option Three: Spread unsold auction volumes across remaining auctions for the year 
148. Under Option Three, the number of units to be rolled over will be spread evenly across 

t he remain ing auctions tor the year. While unsold units will continue to be available, this 
option does not reduce the risk of auctions not clearing due to bids below the CRP. 

Other options considered 
149. We also considered holding two addit ional auctions per year, at regular intervals, so NZ 

ETS participants can access NZUs that were not sold in previous auctions or cancelling any 
unsold NZUs after an auction has ta iled to clear. However, we do not consider they are 
viable. Holding two additional auctions would be administratively complex, and cancelling 
rollover NZUs would remove the ability of NZ ETS participants to access these NZUs 

What criteria will be used to compare options to the status quo? 

150. The options will be compared against two key criteria: 
a. Proper functioning of NZ ETS auctions -Allows consistent auctioning of units 

when there is sufficient demand above the confidential reserve price. 
b. Efficiency- Minimises admin istrative and compliance costs and burdens tor 

participants and the Government 

How do the options compare to the status quo/ counterfactual? 

Table 7: Assessment of options for managing rollover auction volumes 

Proper 
functioning 
of NZ ETS 
auctions 

Option One­
Status quo 

0 

There will continue to 

be a higher risk of 

auctions not clearing 

when rollover units 

increase the number 

of NZUs available for 

auction. 

Option Two - Sell unsold units 
if there is enough demand 

++ 

This will enable participants to 

access units when there is 

sufficient demand (at above the 

confidential reserve price), and 
therefore more closely reflects 

demand. 

Option Three - Spread unsold 

auction volumes across 
remaining auctions for the year 

+ 

Compared with the status quo, Option 
Two may enable better access to units 

throughout the year, but an increased 

risk of auctions not clearing despite 

demand for units still applies. 
Particularly for the final auction of the 

year. 
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Auction volumes are 
maintained 

throughout the year if 
they are required in 

later auctions. 

Reduces the unintended 
consequences meaning auctions 

likely to function as intended. 

Auction volumes are maintained 
throughout the year if they are 

required in later auctions. 

Efficiency 0 

Auction volumes are maintained 
throughout the year if they are 

required in later auctions. 

No implementation There is a small administrative cost 
costs with continuing to the Crown to implement this 

Similar implementation costs as 
Option Two. 

status quo approach change, but it is relatively small. 

Simple for NZX to implement. 
Participants may find accessing 

units in larger quantities via 
auction more convenient than the 

secondary market. 

However, it is still a change to the 

status quo 

Overall 
assessment 

Simple for NZX to implement. 
However, it is still a change to the 

status quo. 

0 

What option is likely to best address the problem, meet the policy objectives, and 
deliver the highest net benefits? 

151. Option Two best addresses the underlying issue. It mainta ins the ability tor partic ipants to 
access un its at auctions later in the year if there is suffic ient demand, w hile eliminating 
t he increased risk of later auctions not clearing because of the add it ional volume. 

Is the Minister's preferred option in the Cabinet paper the same as the agency's 
preferred option in the RIS? 

152. Yes. 

What are the marginal costs and benefits of the preferred option in the Cabinet 
paper? 

153. There is a small admin istrative cost to government of changing t he management of 
rollove r units. 

154. Enabling participants to better access un its when there is suffic ient demand is 
beneficial to participants w ho have more opportun ity to secure NZUs and could result in 
cash receipts f rom clearing those auction units to the Crown. 

How will the proposal be implemented? 

155. Option Two w ill be implemented by t he auction service platform provider and it is 
considered a simple change to put in p lace. 
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How will the proposal be monitored, evaluated, and reviewed? 

156. Officials will monitor the impacts from changing how we rollover auction volumes to 
understand how this impacts: 

a. Auction clearance rates 
b. NZUs issued 
c. Crown cash receipts 

 

  

CLASSIFICATION

CLASSIFICATION



Appendix One: Considerations for determining unit limits and 
price control settings 

1. As described above, the Act requires that the limits and price control settings are in 
accordance with the NDC, t he emissions budgets, and the 2050 target. 

2 . Section 30GC of the Act also provides relevant factors for determining settings. These 
relevant factors can also justify settings that do not strictly accord with these emissions 

targets. 
3. The relevant factors are provided in Table 1 below . The table also explains how the factors 

have been considered in our analysis. Some of the relevant factors have been used to derive 
criteria to evaluate how these opt ions compare w ith the status quo. These criteria are 
provided in Table 2. 

Table 1: Mandatory considerat ions for determining unit limits and price cont rol settings 

Matters in section 30GC of the Climate Comments 
Change Response Act 2002 

The Minister must be satisfied that the The NZ ETS must accord with New 
limits and price control settings are in Zealand's emissions budgets, the NDC, and 
accordance with: 2050 target, which all require either gross 

(a) the emissions budget and the emissions reductions or increased emissions 

nationally determined contribution removals. Accordingly, settings should 

(b) the 2050 target. 
support emissions reductions and removals. 

The NZ ETS supports gross emissions 
reductions by providing a price signal to 
incentivise the uptake of low-emissions 
technology, energy efficiency measures, and 
other emissions reductions opportunities. 

The NZ ETS drives emission removals by 
providing a price signal that rewards removal 
activities such as afforestation. 

Due to the risk the stockpile creates to the 
achievement of emissions budgets, options 
that risk continuation of the stockpile will rate 
negatively on this criterion. 

Matters the Minister must consider 

Projected trends in greenhouse gas This is considered when determining the unit 
emissions, including both emissions limits as an input to emissions inside and 
covered by the NZ ETS and those that are outside the NZ ETS. 
not covered. 

The proper functioning of t he NZ ETS. The NZ ETS should operate in a transparent 
and durable manner that allows participants 
to form expectations about supply and 
demand to support investment in domestic 
emissions abatement. 

The restrictions on how settings are updated 
allow changes to be made in response to 
new information, while maintaining regulatory 
oredictabilitv. Options that undermine this 
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