
 

 

 
 
 
17 September 2021 
 
 
 
Vicky Robertson  
Ministry for the Environment 
PO Box 10362  
WELLINGTON 
 
Sent via email: etsconsultation@mfe.govt.nz  
 
Dear Vicky 

Designing a governance framework for the NZ ETS 

Firstgas Group welcomes the opportunity to comment on the Ministry for the Environment’s (the 

Ministry) consultation paper “Designing a governance framework for the New Zealand Emissions 

Trading Scheme (NZ ETS)” released on 8 July 2021. We are making this submission on behalf of 

Rockgas who have direct obligations and our other businesses which have indirect obligations under 

the NZ ETS.  An overview of Firstgas Group is provided in Attachment 1.   

We have not explicitly responded to the consultation questions posed by the Ministry.  Rather we have 

noted in (bold italics) what consultation questions our responses relate to.   

Overall Summary 

1. Firstgas considers that the level of qualitative risk analysis presented in the paper, to identify 

either the likelihood and / or consequence of the risks present in the current form of the 

NZ ETS, does not currently support any significant regulatory changes. In our view, the 

proposals lack strong evidential or quantitative information and fail to acknowledge the previous 

reports commissioned on the structure and performance of the NZ ETS including: 

• Provision of information to the New Zealand Emissions Trading Scheme – Sapere 

(March 2018) 

• Market governance of the Emissions Trading Scheme: Options and analysis – Covec & 

Catalyst (March 2018) 

2. The current market has been operating for 13 years, effectively serving a wide range of 

participants including foresters, emitting business and financial institutions. 

2.1 While advisory risk has been identified through anecdotal evidence, this is specific to the 

Primary Market and / or forestry sector only indicating a specific control is required. 

2.2 No evidence has been provided to support counter party risk. There is a higher risk of the 

buyer defaulting on payment versus the seller not providing the underlying instruments.   

3. The proposed governance framework, detailed in the consultation paper, does not identify the 

current controls and sources of assurance that currently exist within NZ ETS market on a 

system-wide basis.  

3.1 In the absence of identifying these existing controls and their effect on the risks identified, 

the proposal has either a) gathered evidence that the existing controls are not effective, 

and not presented it or b) assumed the controls are not effective as there is no evidence 

to support their level of influence in controlling the risks (e.g., negative assurance). 
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3.2 Therefore, we believe the changes proposed in the paper appear to be excessive and not 

in proportion to the risk profile presented.  There is an over reliance upon subjective 

assumptions, rather than evidence-based facts and analysis.  

4. The risks brought about by the proposed changes to the NZ ETS framework have not been 

measured in terms of the likelihood / consequence to identify the commensurate level of 

controls required.  The impact of the proposed changes are also not measured in terms of their 

effect on reducing the risks to an acceptable level.   

4.1 No consideration or analysis has been provided for the various new risks created by the 

proposed options that would threaten to destabilise a functioning market and outweigh 

any actual risk currently presented.  

4.2 We consider that the light regulation approach in the consultation document is the best 

approach for the level of risk identified in the NZ ETS. This education, and light touch 

approach will assist in monitoring the market and provide further information that is 

currently unavailable, while not impeding business ability to meet their obligations. 

4.2.1. Further analysis can then be conducted at a future date based on evidential 

support to determine if the current light regulation approach is effective, or if 

there is a need to move to another approach. 

Impact of increased regulation and compliance 

5. We observe that the proposed changes would also be applicable to the Government’s ETS 

auction system, increasing barriers to entry. There is currently low participation in Government 

auctions of which the need to post collateral is likely a contributor.  This hinders SME 

participation due to cashflow restrictions. Alternative and competitive purchasing options 

available in the current diverse secondary market help meet the needs of a variety of investors 

(Questions 16 – 17). 

6. We consider that any additional costs as a result of the proposed changes would be passed to 

those purchasing or selling New Zealand units (NZUs). This adds additional costs to already 

increasing NZU prices for those attempting to meet their carbon obligations, and reduces 

potential returns for those selling, such as foresters (Questions 1, 2, 4, 5, 7, 8, 9, 10). 

7. Through further enforcement of collateral obligations (suggested in option B4), we consider that 

Government will limit the ability of participants in the New Zealand carbon market. Supporting 

evidence for this view is found in the current carbon auctions, which require collateral and 

consequently have significantly fewer participants (under 40) than the number of participants 

required to surrender units.  

7.1 This further requirement for collateral may subsequently impact the ability of participants 

to successfully meet their NZU surrender obligations. With new penalties for 

noncompliance of three-times the values of the NZU and the requirement to surrender, it 

places further risk on mandatory participants (Questions 16 – 17).  

8. Guidance and standards such as a Code of Conduct would increase the legitimacy of the 

NZ ETS market and can follow prudent foundational principals as set by the Financial Markets 

Authority and Real Estate Authority for example.  

8.1 The goal of the NZ ETS is to be the primary tool to limit carbon emissions through 

influencing business behaviour and directing New Zealand to a zero-carbon society. 

8.2 The creation of bespoke legislation and regulation for this minor section of the overall 

financial markets that operate in New Zealand would conflate the goals and objectives of 
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the NZ ETS, particularly when existing options are present to provide for the necessary 

governance and compliance frameworks. 

9. Option C3, which involves price reporting to an oversight body, effectively meets the needs of 

the market.  Implementing regulation only appears to be a productive course of action if 

international units were being allowed in and the markets were aligning with each other 

(Question 31) 

10. The New Zealand Carbon Market is a transaction market rather than an investment market. The 

vast majority of participants are emitters who have an obligation to surrender units. 

10.1 It would be assumed that this majority group of participants are already sophisticated 

investors and mature risk takers due to the inherent nature of their operations and 

therefore would not need to seek investment advice. 

10.2 It could also be assumed that if there is a significant risk around investment advice, then 

this would also apply to the Government auction which would be required to provide 

advice to all its buyer participants (Questions 1, 2, 4, 5, 7, 8, 9, 10). 

11. Investors and speculators of carbon units are predominantly involved upstream in forestry. The 

new Forests Amendment Act 2020 addresses some advisory risk in this regard. The largest 

potential advisor risk would therefore arise from forestry providers, forestry consultants, valuers, 

and real estate agents.  

11.1 The costs and impact to implement the proposed changes to the system-wide ETS 

framework would need to be weighed against the potential benefit they offer to this 

defined sector or if a targeted approach would be more effective.  

12. Creating advisor regulations like those of an Authorised Financial Advisor (AFA) would increase 

costs on participants in the secondary market. The certification costs will be passed onto the 

end purchaser of the units.  Coupled with an already exponentially rising carbon price, this 

additional cost would appear excessive for emitters who are sophisticated participants with 

surrender obligations (Questions 1, 2, 4, 5, 7, 8, 9, 10).  

Eliminate competition and provide a single trading platform 

13. Removing alternative procurement channels will remove competition of fees. This will likely 

increase costs when purchasing units on the secondary market.  

13.1 The current model allows business to compete by offering competitive NZU brokerage, 

which drives efficient service and competitive pricing.  

a) These platforms and many of the business trading have mandated AML/KYC1 

policies established and compliance oversight by their own financial markets or 

banking regulator.  

b) The change to a proposed centralised platform does not appear to have any objective 

evidence to support it. 

13.2 We consider that the criticisms of Over the Counter (OTC) markets are subjective and are 

not an accurate or reliable representation. 

a) Many of the largest global commodity’s markets are primarily OTC markets.  The 

claim made in the consultation document that OTC trades can be illiquid, is not 

founded in evidence.  

 

1 Anti-Money Laundering / Know Your Customer 
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b) There needs to be further objective evidence to justify moving the OTC market to a 

single platform.  

c) Many contracts currently existing in the NZ OTC market are bespoke long-term 

contracts. The benefit of these contracts is to help emitters budget their costs and not 

be exposed to volatility (Questions 16 – 17). 

Purchasing and holding limits restricting emitters and those functioning within the 

market 

14. Imposing purchase and carry limits will impede business from establishing long-term carbon 

strategies that meet both the business needs and climate change needs.  

14.1 It is noted the “Balanced Approach” contains changes that do not appear to balance 

business functionality and changing behaviours with the need for regulatory compliance. 

14.2 The imposition of purchase limits assumes the Government and proposed central 

exchange will assess participants credit risk better than those institutions undertaking the 

trade themselves. 

14.3 The NZ ETS is designed to be a transaction market, where businesses offset the carbon 

emissions they produce. Market makers and contract providers serve a purpose in the 

market to enable businesses to meet their surrender obligations.   

a) Proposed purchase limits should only be applicable for speculators / investors who 

do not have an obligation to surrender and are not market or contract creators.  

b) This would ensure that speculators / investors are not drying up liquidity by 

stockpiling units.  

c) There are clearly defined limits on units that the Government is auctioning, basic 

supply and demand dictates that if large volumes of units were held by speculators / 

investors it would drive up the price that businesses with surrender obligations would 

have to pay (Question 18). 

15. The market has evolved trading mechanisms independent of government regulation (e.g., 

forward contracts).  We consider that imposing carry and purchase limits could remove the 

derivative aspect of the market.  

15.1 Derivative instruments are used to meet future obligations and create price security for 

the benefit of the end customers (e.g., retail consumers) so business can budget 

effectively to meet their obligations while maintaining margins. 

15.2 An intermediary party, typically a bank or financial institution, will hold carbon units to 

deliver in accordance with the derivative contract. 

15.3 By removing this key aspect of the market, analysis will need to be conducted as to the 

impact this will have upon energy pricing that will eventually be passed to the household 

consumer to absorb.  

15.4 Carry limits also impact market makers such as banks who provide liquidity in the market 

(Question 18). 

16. Many current derivative contracts have one party holding large books of NZUs as part of the 

contract.  

16.1 Holding limits would mean the fulfilment of these existing contracts is impossible. Efficient 

financial markets operate with derivatives of the underlying assets. This proposed 
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approach to governance of the ETS framework will stifle participants ability to operate in 

the market. 

a) Further consideration needs to be given to other future contracts and offtake 

contractual agreements.  New risks would be created for NZU generating businesses, 

such as foresters, who may have guaranteed cashflows from these contracts and 

have enacted their own business strategy based off them.  

b) Consideration also needs to be given to the negative effect of holding limits for 

funding decarbonisation activity as removing carbon volatility allows business to 

safely invest elsewhere (Questions15, 16, 18, 19). 

Reporting obligations 

17. There is limited mention of evidence that the fair price of a carbon unit has deviated from the 

current price of carbon. In the absence of objective or quantitative evidence to the contrary, 

current markets are working effectively and efficiently to define a fair carbon price and maintain 

fair value, therefore price discovery does not appear to be an issue and is only a perceived risk 

(Questions 18, 27, 28, 29). 

18. Forcing position limits to be disclosed publicly could lead to sensitive and confidential 

commercial information being leaked.  

18.1 This would undermine a business’ negotiating position in the market, reduce margins and 

ultimately lead to less funds being available for investment in decarbonisation initiatives.  

18.2 The risk of energy price manipulation impacting on domestic households created by the 

ability to see competitors’ volumes has not been identified.  This risk of manipulation 

could lead to a pricing-up strategy or cartel-like behaviour to force emitters to pay more 

for their surrender obligations (Questions 14, 15, 19, 20). 

Conclusion 

19. Without strong quantitative evidence to support a need for regulatory change, Firstgas 

recommends that the proposed option A3 of an educative and voluntary approach should be 

adopted alongside continual monitoring and information gathering to support the risks and their 

rating.  

20. Option D3, in regard to appointing a regulator, appears to balance the investigatory powers of a 

regulatory body, who could then inform authorities with the power to prosecute effectively.  We 

consider that more bespoke regulatory options threaten to create additional risks to the market 

and their impact requires further analysis (Questions 22 – 23).  

21. If you have any questions regarding this submission, please contact me via email at 

chaye.pettigrew@rockgas.co.nz.  

Yours sincerely 

 

Chaye Pettigrew 
Fuels and Carbon Manager   
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Attachment 1:  About Firstgas Group  

 

Our vision is to lead the delivery of New Zealand’s energy in a changing world. Our mission is to safely 

and reliably deliver energy that’s affordable and accessible to Kiwi families and businesses. We’re 

really proud of this and of the important role we play in Kiwis’ lives.  

Based in New Plymouth, Firstgas Group is an umbrella brand consisting of Rockgas, Firstgas, Flexgas 

and Gas Services NZ. Firstgas and Rockgas are consumer brands that supply LPG and natural gas to 

over 165,000 customers through their gas network of over 2,500 kilometres of high-pressure 

transmission pipeline and 4,800 kilometres of distribution pipeline in the North Island, 36 local LPG 

suppliers, and over 180 Refill and Save locations across New Zealand.  

Flexgas and Gas Services NZ are energy storage, operations and maintenance brands who make 

sure gas can be delivered safely and continuously. Flexgas operates the Ahuroa gas storage facility in 

central Taranaki. Gas Services NZ provides operational and maintenance support to all gas 

infrastructure owners, including the brands within Firstgas Group. 

New Zealand’s homes have benefited from the choice of energy sources to meet their household 

needs. Currently there are over 400,000 homes in New Zealand who enjoy natural gas and LPG in 

their homes. These homes predominantly use gas for cooking, instant hot water, and heating. There 

are many benefits of having gas in the home. Hot water heating is currently the most energy. 

affordable way to heat a home and water.15 Gas boilers heats water so that it is instantly available. It 

requires no onsite storage in the home.  

Firstgas is investigating opportunities for using our assets in ways that help to reduce New Zealand’s 

carbon emissions. Our gas transmission and distribution networks cover much of the North Island and 

are ideally placed to support the development, transfer, and use of emerging fuels such as hydrogen 

and/or biogas. 


