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The Clean Energy Future & Carbon Farming Initiative
What do they mean for forestry investment in Australia?
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Policy Note, New Forests provides an overview of the Clean Energy Plan and its associated offsets program, tt

Farming Initiative, and overviews some of the resgltipportunities and risks facing Australian timberland and fores

investors as the program rules are finalized.

Clean Energy Plan

After several years of highly contentious political
debate on climate change, on 8 November the
Clean Energy Legislative Package was passed by the
Australian Senate. The package includes several
bills, which the Government says will “introduce a
carbon price to reduce Australia’s carbon pollution
and move to a clean energy future.”’ The
Government seeks to reduce emissions by 5%
below 2000 levels by 2020 and by 80% below 2000
by 2050. The Government’s so-called “Clean
Energy Future Plan” features a carbon pricing
scheme, which includes two distinct phases.

Fixed Price (tax): During the fixed price phase of
2012-2015, the government has set a permit price,
and liable entities will have a compliance obligation
for every tonne of emissions, starting at
AS23/tonne of CO,e. Liable parties will also be able
to use certain types of domestic offsets for up to
5% of their compliance. These offsets are
restricted to types that are deemed “Kyoto-
compliant” Australian Carbon Credit Units (ACCUs)
— those generated by activities allowed under the

"http://www.climatechange.gov.au/en/government/cle

an-energy-future/legislation.aspx

Kyoto Protocol of United Nations Framework
Convention on Climate Change (UNFCCC).

Flexible Price (ETS): The second phase begins 1 July
2015 as the scheme moves into a full ETS. From
2015-2018, the carbon price will “float” within a
range established by the government. This range,
known as a price collar, includes a minimum “floor”
price and a maximum “ceiling” price, which are
intended to increase certainty for investors and
compliance buyers. Liable entities can purchase
and trade permits (whether allocated or purchased
at auction) and use international offsets in addition
to the Kyoto-compliant ACCUs from domestic
offset projects. A minimum of 50% of the
compliance obligation must come from domestic
sources.

Carbon Farming Initiative

Agricultural and land sector emissions are not
covered under the carbon price and instead are
incorporated in the Carbon Farming Initiative (CFI).?
The CFl is a voluntary carbon offsets scheme, which
passed into law in August 2011. The CFl is closely
tied to the land use goals of the Clean Energy
Future Plan, and the Government has committed

2 See http://www.climatechange.gov.au/cfi.
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$45.6 million over four vyears for scheme
implementation.

Project and Credit Types

The CFI allows for a range of agricultural and
forestry activities that can generate ACCUs (Figure
1). Eligible activities may generate two types of
credits: Kyoto-compliant ACCUs and non-Kyoto
ACCUs, depending on whether the activity is
eligible under the international carbon accounting
practices of the Kyoto Protocol. While Kyoto
ACCUs can be used in the CPM to meet up to 5% of
compliance obligations from 2012-2015 with
unrestricted use thereafter, they can also be
exported for use overseas. Non-Kyoto ACCUs can
be sold in the voluntary market or purchased by
the Commonwealth Government, which has
committed $250M over six years to the CFl Non-
Kyoto Carbon Fund. The fund, which will issue
tenders, will target the purchase of credits from
soil carbon, revegetation, and cessation of logging
in native forests.

Of the forestry-related activities, Kyoto ACCUs
would be generated from reforestation on land
that was not under forest at 1 January 1990 and
from avoided deforestation or managed regrowth
on deforested land. Forest management,
revegetation, and reforestation on land that was
already under forest at 1 January 1990 would lead
to Non-Kyoto ACCUs.
forestry in Australia, if plantings occur on land that

In terms of plantation

was bare at 1990, there is potential to create
compliance-eligible Kyoto credits. However, to do
so other restrictive criteria must also be
demonstrated, and scheme regulations are still
being developed. There may also be scope for
other CFl projects in association with forestry
plantations. For example, soil carbon, biochar, and
revegetation activities (e.g. on non-commercial
areas of forestry plantation estates) could be
combined with a plantation forest management
regime.

Figure 17 CFI Eligible Project Activities
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Commercial Forestry and the CFI

Based on the early guidance and draft regulations
regarding forestry activities for CFl offsets, some
provisions appear likely to significantly restrict the
participation of commercial forestry operators and
investors in abatement activities. Additionality in
the CFl requires that the activity undertaken not be
common practice and that it be listed as an eligible
offset project type on what is known as the
The Positive List and its
counterpart, the Negative List (Figure 2), are to be

“Positive  List.”

included in regulations that are currently only
available in draft and partial form.> The Positive
List will include activities that have satisfied
requirements that potential adverse impacts will
be avoided and positive co-benefits encouraged.
The Negative List will set out the project types that
are excluded on the basis that the kind of project
may have significant adverse impacts on the
environment, water, and availability of agricultural
lands.

The early guidance the Negative List has been
issued in public consultation materials, explanatory
memorandums, and draft regulations. The
summarized Negative List provided below (Figure
2) is based on the draft regulations, which are
expected to undergo further development and
expansion before being finalized in early 2012. In

*http://www.climatechange.gov.au/~/media/publications/carb

on-farming-initative/draft-regulations-positivenegative.pdf.
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addition, both the Positive and Negative Lists will NO. THENEGATIVELIST

1 A project that:

be subject to ongoing review with the possibility to

o . was mandated under a law of the Commonwealth or & State
add and remove activities as conditions change or or Territory; and
more evidence becomes available. This early o5 oneer meneetorybaceuse fhe B wes repesled after
& arcn £

gUIdance IS partICUIarly Important for commercial 2. The establishment of vegetation on land that has been subject to:
forestry plantations, as several items could provide clearing of 2 native forest; or
barriers to participation. New Forests believes draining of a wetland

. . W n 3 years of the lodgement of an application for the project
there is an opportunity to demonstrate the o be declared an eligible offsets project
scientific and commercial realities that support the 3. Theplanting of a known weed species
inclusion of certain types of commercial forestry 4. The establishment of a forest under a forestry managed

i . . nvestment scheme for Division 384 of Part 3-45 of the Income
plantations as eligible offset types. In particular Tax Assessment Act 1997
items 4’ 5’ and 6 noted in Figure 2 could have 5. The cessation or avoidance of the harvest of a plantation forest

. - - T - 6 The planting of trees in an area that receives more than 600mm
strong implications for the eligibility of plantation ong-term average rainfall, excepting & number of specia
projects in a large portion of Australia’s most circumstances set out in the Regulations.

attractive commercial forestry regions. Source: Carbon Market Institute, September 2011. The Carbon

Farming Initiative (CFI): An Introduction to Participation.
ltem 4. The establishment of forest under a
forestry managed investment scheme (MIS).

i ) ) Item 6. The planting of trees in an area that
During the tree planting boom driven by the MIS

receives more than 600mm loAgrm average

tax incentives, a vast area of marginal forestry land . .
] ) rainfall. The draft regulation does allow for
was planted to tree crops in areas that will not be . . . . .
) ) ) projects in areas over 600mm if the project is a
commercially attractive for forestry investment . . . .
) ] ) . permanent environmental planting, if the project
going forward. Without a carbon incentive these . .
. . proponent has sufficient water entitlements to
areas, under a commercial business as usual . . . .
. . account for water interception, the project is an
scenario, will revert to lower-carbon stock land use k o
o o o ] area approved by the National Water Commission
activities or even emitting activities, such as grazing . . .
) for water interception by plantation forests, or
or agricultural cropland. However, ex-MIS . i )
where a salinity benefit can be demonstrated (in

areas of 600-800mm rainfall). New Forests
believes that the exclusions to this rule are biased

timberland that is no longer under such
management or ownership may be deemed eligible
under the CFl in the future, e.g. that second

) . towards permanent environmental plantings. In
rotations on these lands may be eligible, . . . . .
) ] o ) addition, salinity benefits and water interception
particularly where investment in timber alone is . . .
o are present in many commercial forestry regions,
not able to attract or sustain investment.

but may be difficult to demonstrate and prove

. i without more specific guidance or removing
Item 5. The cessation or avoidance of the harvest

of a plantation forest. New Forests believes this
exclusion criterion is without scientific merit,

reliance on external schemes for evidence.

] i Another important aspect of the additionality
particularly as some monoculture plantation L . o .
) ) criteria is that common practice activities will not
forests that are considered environmental . i )
. o be eligible under the CFI. Common practice will be
plantings under the CFl would be eligible and are . . .
) o . defined by adoption rates within a relevant
equivalent activities from a carbon perspective. . . . o
) comparison group, such as a given industry within a
New Forests has heard that there is some ) ) . ”
. ] ) geographic region. Therefore “business as usual
consideration for demonstration of acceptable ) . L.
) ) plantation management will not be permissible,
cases of this project type.



but there still may be scope to ensure additional
carbon is sequestered where management
practices deviate from standard industry practice
for a similar plantation within a given region.
Interpretation of common practice will be
particularly important in regions where the current
plantation estate was established through MIS
schemes, but the ongoing replanting and
management of the land under commercial crops is
not financially viable without the inclusion of
carbon revenues.

Conclusions

New Forests believes that the Clean Energy Plan
and CFl are ultimately capable of encouraging
abatement across the commercial forestry sector in
Australia, but that success is predicated on the
issuance of strong, environmentally sound
regulations. Furthermore, the forestry industry is
an important factor in the CFl achieving scale in the
amount of forest carbon sequestration and storage
possible at a national level. New Forests believes
that adverse and unintended consequences can
and should be managed within the CFl at both the
program and project level. Robust carbon

accounting practices, including the use of risk
analysis tools and “buffer” pools for possible
emissions reversals, can effectively manage the
environmental integrity of forest carbon offset
projects. While policymakers seek to ensure high
levels of environmental integrity and to avoid
unintended consequences, they must balance
these imperatives with the need for flexible rules
that enable a variety of landowners and managers
to contribute to the scheme. New Forests will
closely monitor policy developments as further
details emerge about eligible project activities and
offset protocols and assess their implications for
forestry investment in Australia.

Contact
For a more detailed discussion or to discuss specific
opportunities, please contact:

Nick O’Brien

Director, Resource Management Systems
New Forests Pty Limited

+(61) 2 9406 4100
nobrien@newforests.com.au

Note: Commentary is current as of December 2011. Reproduction is permitted with proper referencing to New Forests Pty Ltd, Sydney,
Australia. This brief is an update to an earlier version originally issued in July 2011.
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