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A better way to finance  

continuous native forest in 

Aotearoa New Zealand. 



ABOUT

MŌHIO IS PASSIONATE ABOUT
RESEARCH, POLICY &
INVESTMENT SOLUTIONS THAT
REFLECT AOTEAROA: ITS
CIRCUMSTANCES, ITS VALUES &
ITS UNIQUE OPPORTUNITIES.

A 2017 analysis for the Ministry for Primary 
Industries puts the scale of moderate to 
extremely erosion-prone land suitable for 
afforestation at 1.131 million hectares, 
about 4.2% of New Zealand’s total land area. 

The Parliamentary Commissioner for the 
Environment (2016) estimated that 
regeneration of native forest on at least one 
million hectares of marginal land would 
offset about 17% of all the agricultural 
methane and nitrous oxide currently 
emitted annually, into the indefinite future. 
Through intervention and innovation, this 
carbon sequestration potential could be 
even higher. 

THE OPPORTUNITY

1.1 MILLION HECTARES OF 
EROSION-PRONE LAND

The New Zealand Government is committed 
to increasing forest planting through its 
Billion Trees  Programme, funded by the 
Provincial Growth Fund.  

This should include continuous native forest 
on marginal erosion-prone land to enhance 
the mauri and resilience of the land, and to 
create carbon sinks to help New Zealand 
meet its international emissions targets. 



The Native Forest Bond Scheme is 
underpinned by a unique financing 
structure, guaranteed by the New Zealand 
Government, which provides urgently 
needed upfront capital for large-scale 
native forest establishment.

To create a scalable, national level scheme 
that enables landowners to create forest 
carbon sinks to reduce New Zealand’s net 
greenhouse gas emissions and enhance land 
resilience. 

N A T I V E  F O R E S T  B O N D  S C H E M E

PROPOSAL OBJECTIVE

PAY FOR PERFORMANCE

The forest established through the NFBS 
creates a rich stack of social, environmental 
and economic benefits  – both quantifiable 
and unquantifiable – which generates value 
for investors, landowners, regional 
communities, and the New Zealand public.  

INTEGRATED OUTCOMES 

01 Number of trees 
(stems per hectare)

M O R E  T R E E S

The NFBS can establish forest more cost- 
effectively and efficiently by the private 
sector under environmental outcomes-based, 
pay-for-performance contracts that 
guarantee results for the Government and 
attractive financial returns for investors. 

THE  OUTCOMES

02 Volume of carbon sequestered (tonnes 
of carbon per hectare) 

M O R E  C A R B O N

03 Avoided terrestrial erosion, reduced 
sediment in waterways, increased 
biodiversity, more regional jobs 

M O R E  C O - B E N E F I T S



Existing Schemes 

6%

1.1m Hectares 

94%

EXISTING SCHEMES ARE 
NOT REACHING THE 
POTENTIAL  SCALE

Existing schemes (such as the AGS, PFSI 

and ECFP) do not yet reach the scale of the 

problem identified. Moreover, commercial 

forestry will not bridge the gap, because 

much of this steep and remote land is 

marginal for forestry as well as agriculture, 

due to the additional transport costs and 

logistical challenges of removing timber. 

WHAT IS AN IMPACT BOND?

"An Environmental Impact Bond is “a ‘pay-for-performance’ (PFP) contract that addresses an 

environmental issue. The PFP mechanism inherent in Environmental Impact Bonds (EIBs) will be similar to 

that of Social Impact Bonds (SIBs), whereby the government (or another contracting entity) pays an 

agreed-upon return if impact performance targets, as specified in the investment contract, are met. EIBs 

tend to represent a ‘monetization’ of future costs savings, whereby investors are paid a return based on 

the amount of cost savings generated by a particular project."  – David Nicola (2013) 

AGS

The Afforestation 
Grant Scheme (AGS) is 
a $20 million fund that 
targets 15,000 
hectares between 2015 
and 2020. 

PFSI

The Permanent Forest 
Sink Initiative (PFSI) 
has 15,900 hectares 
registered since 2006.  

ECFP

Erosion Control Funding 
Programme (ECFP) funds 
the establishment of forest 
on highly erodible land in 
the Gisborne district. By 
2016, $49 million was paid 
to treat 41,251 hectares. 

C U R R E N T  L A N D S C A P E







Contracting Agency: On behalf of the Government, the 

Contracting Agency makes a promise to pay the Intermediary for 

managing a successful intervention with agreed-upon impacts. In 

this case, the outcome is continuous native forest which will 

remove carbon dioxide from the atmosphere, enhance the mauri 

and resilience of erosion-prone land and associated waterways, 

create meaningful employment opportunities in the regions, and 

enhance native biodiversity. 

The Intermediary: This guarantee to pay for outcomes, 

formalised through a pay-for-performance contract between the 

Intermediary and the Contracting Agency, provides the 

Intermediary with the commercial conditions required to raise 

investment capital from private sector investors through issuing 

the Bond. Typically, the Intermediary is also tasked with 

coordinating and structuring the deal and managing 

performance of contractors. 

The Investors: By purchasing the Bond, the Investors provide a 

loan (the principal) to the Intermediary which will be used as up- 

front capital for establishing new forest. The Investors are 

exposed to the risk that the Intermediary will not achieve the 

agreed-upon impacts, and are compensated for that risk by being 

paid an interest rate on the loan if the intervention is successful. 

Contractors & Landowners: The Investors’ capital (the principal) 

is used to pay the Contractors to identify and prepare planting 

sites, plant the trees, and maintain the sites afterwards. This 

enables the Landowners to make a land use conversion that they 

otherwise might not have had the time, resources or expertise to 

make. 

The Evaluator: Once the forest is established, the Evaluator 

assesses whether the impact targets are successfully met. If the 

targets are met, payment is triggered from the Contracting 

Agency to the Intermediary, as per the pay-for-performance 

contract. This money is used to repay the Investors during the 

tenor (the lifetime) of the Bond.  

R O L E  O F  E A C H  P A R T Y





Note, any words or figures which are present between [brackets] are placeholder text which will form the 

basis of discussion with the Contracting Agency.  

A [10] year expected maturity bond to be issued by a special purpose vehicle (the "Issuer"). Two classes of 

bonds will be issued: senior bonds (Class A) and subordinated bonds (Class B). 

 

The Issuer will enter into an outcome agreement in the Contracting Agency under which it will be required 

to plant continuous native forest to an agreed standard in agreed areas. The Issuer will subcontract all its 

obligations under the outcome agreement to subcontractors agreed with the Contracting Agency. The 

Issuer will have the ability to replace the subcontractor for a breach of the subcontract which is not cured 

within any applicable grace period. 

 

The amount raised through the issue of bonds will be sufficient to cover the establishment costs of the 

bond and the project expenses and service interest payments up to the date by which the Government is 

expected to start making payments under the outcome agreement. 

 

Under the outcome agreement, the Government will make outcome payments depending on the actual 

performance of the project. No payments will be made unless minimum agreed performance is achieved. 

 

The outcome payments will comprise 2 components: 

 

1.    A payment per healthy tree which will commence in month [45] and step up as the healthy trees 

mature and carbon sequestration capacity increases; and 

2.    A payment per [unit of carbon sequestered] which will commence in month [66]. 

 

The outcome payments will cease in month [120]. 

 

The Government will be entitled to retain the AAUs from planting until month [120]; thereafter the AAU's 

will become NZU's and revert to the issuer for the benefit of the bondholders and finally the landowners.  

 

The proceeds of the bond and the outcome agreement payments will be deposited into a cash reserve and 

released periodically to pay agreed expenses in relation to the project including paying interest and 

scheduled principal payment amounts in respect of the bonds. 

 

At maturity of the outcome agreement, subject to the bondholders having been fully repaid any surplus 

balance in the reserve would be released to the Government as a reimbursement of previous outcome 

payments. 

 

 If the outcome payments are not sufficient to fully repay the bonds, after month [120], the issuer will 

apply the proceeds of sale.

P R O P O S E D  S T R U C T U R E
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