The Senate

Environment and Communications
References Committee

Direct Action: Paying polluters to halt
global warming?

March 2014



© Commonwealth of Australia 2014
ISBN 978-1-74229-973-0

Committee address

PO Box 6100

Parliament House

Canberra ACT 2600

Tel: 02 6277 3526

Fax: 02 6277 5818

Email: ec.sen@aph.gov.au

Internet:

http://www.aph.gov.au/Parliamentary Business/Committees/Senate/Environment and Com
munications

This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 3.0
Australia License.

©0o

The details of this licence are available on the Creative Commons website:
http://creativecommons.org/licenses/by-nc-nd/3.0/au/.

This document was printed by the Senate Printing Unit, Parliament House, Canberra


http://www.aph.gov.au/Parliamentary_Business/Committees/Senate/Environment_and_Communications
http://www.aph.gov.au/Parliamentary_Business/Committees/Senate/Environment_and_Communications
http://creativecommons.org/licenses/by-nc-nd/3.0/au/

Committee membership

Committee members

Senator the Hon Lin Thorp, Chair ALP, Tasmania

Senator John Williams, Deputy Chair NATS, New South Wales
Senator Louise Pratt ALP, Western Australia
Senator Anne Ruston LP, South Australia
Senator the Hon Ursula Stephens ALP, New South Wales
Senator Larissa Waters AG, Queensland

Substitute members
Senator Christine Milne (AG, Tasmania) to replace Senator Larissa Waters
(AG,Queensland) for this inquiry

Senator Carol Brown (ALP, Tasmania) to replace Senator the Hon Lin Thorp
(ALP, Tasmania) from 17 March to 21 March 2014

Senator Anne Urquhart (ALP, Tasmania) to replace Senator the Hon Ursula
Stephens (ALP, NSW) from 17 March to 21 March 2014

Senator the Hon Jacinta Collins (ALP, Victoria) to replace Senator Louise
Pratt (ALP, WA) from 17 March to 21 March 2014

Participating members

Senator Helen Kroger LP, Victoria
Senator Scott Ludlum AG, Western Australia
Senator Nick Xenophon Independent, South Australia

Committee secretariat

Ms Christine McDonald, Committee Secretary
Ms Sophie Power, Principal Research Officer

Mr Chris Lawley, Senior Research Officer

Ms Sarah Bainbridge, Research Officer

Mrs Dianne Warhurst, Administration Officer






Table of Contents

Committee MEMDEISNIP ..ouviiii e ii
RECOMMENALIONS ... e IX
Abbreviations and ACFONYIMS ........cciveiiriiiiiienie e see e nees xiii
Chapter 1 - INtrodUCTION ......c.ooiiiiii e e 1
CoNAUCT OF the INQUITY ....eeieeiieee e 1
ACKNOWIBAGEIMENTS ... beene s 2
NOTE ON TETEIBNCES ...ttt ettt 2
StruCture Of the rEPOI.......ccv e 3
Chapter 2 - The need fOor aCtioN..........cocveiiiiiinieie e 5
A Changing CHIMALE........ooouiiie e 5
INtErNAtioNal ACTION .......cccuie et ree e nree s 6
Australia’'s commitments under international agreements..........cccocevvvevvereeseennenn 9
Australian action in a global CONtEXt..........ccocvvviiieiieiicceece e 10
Climate Change Authority's assessment of Australia's targets...........cccceevveennenn 12
Assessment of Australia’s international targets..........cccvvvveieeneenennesieee s 14
COMMITIEE COMIMENT ...ttt enes 21

Chapter 3 - The Clean Energy Package and the impact

Of ItS Proposed rePeal...........ccveiiiiiiiiice e 23
POLICY DaCKGrOUN ........ooiieiicciec e 23
Clean ENErgy PaCKAge .........oiuiiiriieiieiie ettt 24
Carbon pricing MECNANISIM ........uiiiiiiiiie e 25
INAUSEFY @SSISTANCE .....c.vieeiieie ettt esraennes 26
HOUSENOIA @SSISTANCE.......cuviiiiiieieie s 27
Carbon Farming INIATIVE ........ccoiiiiiiiieeee e 27
GOVEIMIAINCE ...ttt ettt bttt et et e e st e e s hb e e sbe e e be e e beeenteesnns 29
Repeal of the Clean Energy Package .........cccoovvieiiiiic i 31
Effectiveness of the Clean Energy Package ..........ccccvvvuevieiieiiciiee e, 32
Impact of the repeal of the Clean Energy Package ..........ccccoevevveveiinccieciesnee 38
COMMITLEE COMIMENT ...ttt be et e ne s 51



Chapter 4 - Institutions under the Clean Energy Package...........ccccceeuennee. 55

Importance of the Climate Change AUthOFItY ........ccoooveiiiiiiiiii e 55
Importance of the Clean Energy Finance Corporation............ccccceevvveiveineninnne. 58
Cuts to the Australian Renewable Energy AQencCy ........cccccevvvveiieeiiiesieesieesieennenn 64
COMMITIEE COMIMENT ...ttt et 67
Chapter 5 - Direct ACtiON Plan ..o 69
Background: What is the Direct Action Plan? ..., 69
Background: the Emissions Reduction FUNd ..........ccccccevriiniiniinnieneeneee e, 71
Capacity of the Direct Action Plan to meet Australia's targets............cccoevevvvenen. 77
COMMITIEE COMIMENT ...ttt 98

Chapter 6 - Technical design issues with the Emissions

RedUCtioN FUN ... s 101
AAITONATITY .o be s 101
Difficulties in setting baselines ... 103
The 'safeguard mechanism': Compliance and penalty iSSUES...........cccevveiveenenn 106
No overall imit 0N eMISSIONS.........ccoviiiiiiiee e 109
TIMETTAMES ... e st e e e et eeae e areesnae e e 111
Future scalability and increasing targets ........cccovvevieiieiiene s 115
Accessing international CreditS..........ccceiveiiiie e 117
BenChmark PriCe.......cooviiiiie e 119
COMMILLEE COMMENT ..ot e e snes 119

Chapter 7 - Related ISSUBS .......ccuiiiiiiieiiesiee et 123
Renewable ENergy Target ... 123
Carbon FarmMINg........coeoiie et ee e 128
Other components of the Direct ACtion Plan ...........ccccoceviiiiiiiicvie v, 135
COMMILLEE COMMENT .....oeiiieece et e e e snes 138

Dissenting Report from Government Senators...........cccoccveveeniinniesiiesneeenee 141

Additional Comments from the Australian Greens ...........ccccooevcvvviviiieenne. 153

Vi



Appendix 1 - Submissions, tabled documents and answers

to questions taken 0N NOTICE ........cocveiii i 157
Appendix 2 - PUDIIC NEAIINGS........coiiiiieiiiceee s 161
Appendix 3 - Australia’s 2020 target poliCy ........ccccoceviviieniiiinsie e 165

Appendix 4 - Comparison of original Direct Action Plan funding
and commitments v current funding and commitments............cccocevevennen. 167

Vil



viii



Recommendations

Recommendation 1

2.63 The committee recommends that the Australian Government immediately
adopt the emissions reduction targets outlined by the Climate Change Authority
in its final report released on 27 February 2014. Namely that Australia's 2020
minimum emissions reduction target be set at 15% below 2000 levels and that
Australia's carryover from the first commitment period of the Kyoto Protocol be
used to raise the 2020 emissions reduction target by 4%, giving a total
2020 target of 19%.

Recommendation 2

2.65 The committee recommends that the Australian Government immediately
adopt the carbon budgets outlined by the Climate Change Authority in its final
report released on 27 February 2014. Namely that Australia set a national
carbon budget for the period 2013-2020 of 4,193 Mt CO,-e and a carbon budget
for the period of 2013-2050 of 101.1 Gt CO,-e.

Recommendation 3

2.67 The committee recommends that the Australian Government immediately
adopt the longer term targets outlined by the Climate Change Authority in its
final report released on 27 February 2014. Namely, that beyond 2020 Australia
continues to reduce emissions within a trajectory range bounded by the paths to
40% and 60% below 2000 levels in 2030.

Recommendation 4

3.142 The committee recommends that the Clean Energy Package not be
repealed.

Recommendation 5

3.143 The committee recommends that the transition of the fixed carbon price
to a fully flexible price under an emissions trading scheme with the price
determined by the market occur on 1 July 2014.

Recommendation 6

3.144 The committee recommends that the Government adopt stringent
legislated caps on carbon emissions, based on the advice of the Climate Change
Authority, to ensure that Australia meets its emissions reduction targets.

Recommendation 7

457 The committee recommends that the Climate Change Authority be
retained and that the Government withdraw the Climate Change Authority
(Abolition) Bill 2013.



Recommendation 8

4.60 The committee recommends that the Clean Energy Finance Corporation
be retained and that the Government withdraw the Clean Energy Finance
Corporation (Abolition) Bill 2013.

Recommendation 9

4.63 The committee recommends that the funding cuts to the Australian
Renewable Energy Agency contained in the Clean Energy Legislation (Carbon
Tax Repeal) Bill 2013 not be passed and that funding for the *One Million Solar
Roofs' program be additional and not come out of the Agency's existing funding.

Recommendation 10

5.129 The committee recommends that the Emissions Reduction Fund not be
substituted for the carbon pricing mechanism.

Recommendation 11

6.87 The committee recommends that the Government not proceed with the
Emissions Reduction Fund as it is fundamentally flawed and in doing so notes
that:

e there is insufficient funding to be able to secure enough abatement to meet
Australia's emissions targets now and into the future;

e thereis a lack of a robust safeguard mechanism with stringent baselines and
penalties for exceeding baselines;

e there is no legislated limit or ‘cap’ on Australia's emissions in line with
emissions reductions targets;

e there is no access to international emissions credits;

e the maximum terms of contracts for purchasing emissions reductions under
the Emissions Reduction Fund need to be increased;

e the use of international permits needs to be limited at 50%, with the
maximum caps being 12.5% from Certified Emissions Reductions under the
Clean Development Mechanism and 37.5% from European Union permits;

e an increase of staffing will be required within the Department of the
Environment to enable the scheme to be designed properly;

e anincrease of staffing will be required within the Clean Energy Regulator in
order to administer the scheme properly; and

e the maintenance and establishment of a range of complementary measures,
including the Renewable Energy Target and fuel emissions standards are
required.

Recommendation 12

7.61 The committee recommends that the Renewable Energy Target be
retained in its current format.



Recommendation 13

7.64 The committee recommends that, once further details are available in
relation to the proposed streamlining of the Carbon Farming Initiative, including
the changes to permanency rules and the methodologies to be implemented, that
the proposals be referred to a Senate Committee for inquiry and report.

Recommendation 14

7.65 The committee recommends that, in the event the Emissions Reduction
Fund proceeds, measures are put in place to ensure the viability of existing
projects prior to 1 July 2014 under the Carbon Farming Initiative.

Recommendation 15

7.67 The committee recommends that the 'One Million Solar Roofs' and the
‘Solar Towns and Schools' program focus on helping low-income Australians to
access solar PV and solar hot water and not be paid for out of the Australian
Renewable Energy Agency's existing budget.

Recommendation 16

7.69 The committee recommends that the Government provide further details
about the proposed Twenty Million Trees program and its implementation.
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ACCU
ACF
ACTU
ADIC
AFPA
AMEC
AMWU
ANAO
ARENA
ARRCC
AUSTELA
AYCC
CANA
CCSA
CCWA
CEFC
CFlI

CO,
COz-e
CSIRO
Cth
ERF
ESAA
GDP

GGAP

Abbreviations and Acronyms

Australian Carbon Credit Units

Australian Conservation Foundation

Australian Council of Trade Unions

Australian Dairy Industry Council

Australia Forest Products Association
Association of Mining and Exploration Companies
Australian Manufacturing Workers' Union
Australian National Audit Office

Australian Renewable Energy Agency

Australian Religious Response to Climate Change
Australian Solar Thermal Energy Association
Australian Youth Climate Coalition

Climate Action Network Australia

Conservation Council of South Australia
Conservation Council of Western Australia

Clean Energy Finance Corporation

Carbon Farming Initiative

carbon dioxide

carbon dioxide equivalent

Commonwealth Scientific and Industrial Research Organisation
Commonwealth of Australia

Emissions Reduction Fund

Energy Supply Association of Australia

gross domestic product

Greenhouse Gas Abatement Program
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GHG

Green Paper

GWh
IGCC
IMF

IPCC

Kyoto Protocol

LEPID
LNG
LRET
LULUCF
MPCC
Mt

NFF
NGERS
OECD
PHAA
RET
SRES
UNFCCC

Wentworth Group

greenhouse gas

Department of the Environment, Emissions Reduction Fund Green
Paper, December 2013

gigawatt hours

Investor Group on Climate Change
International Monetary Fund
Intergovernmental Panel on Climate Change

Kyoto Protocol to the United Nations Framework Convention on
Climate Change

Liable Entities Public Information Database

liquefied natural gas

Large Renewable Energy Target

land use, land-use change and forestry

Multi-Party Climate Change Committee

Megaton, a unit of mass equal to million tonnes

National Farmers' Federation

National Greenhouse and Energy Reporting Scheme
Organisation for Economic Co-operation and Development
Public Health Association of Australia

Renewable Energy Target

Small-Scale Renewable Energy Scheme

United Nations Framework Convention on Climate Change

Wentworth Group of Concerned Scientists
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