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THE GREAT DEBATE

The recent emergence of nuclear power as a
possible contender in the battle for a share of
Australia’s future energy pie highlights the stakes
involved and the changing political and economic
environment. Nuclear’s low greenhouse gas profile is
starting to balance its other less attractive attributes.
In effect, it is now widely accepted, including in
government circles, that energy from low emitting
sources will command a premium in the future.

So how should Australia prepare for a future where
emissions are constrained and almost certainly
subject to a penalty cost in one form or another?
The diverse views on this issue were well
demonstrated recently in the Senate Inquiry into the
Government's Energy White Paper, released last
year. The Senate Committee had serious concerns
about a number of aspects of the White Paper

and this prompted a number of recommendations
supporting a more proactive approach to managing
Australia’s energy future. In response, Government
members of the Committee prepared a minority
report supporting the White Paper and rebutting
the recommendations. Our first article presents the
recommendations and rebuttals providing a useful
summary of the state of the debate.

The Australian energy and greenhouse debate is
set in a global context by our other two articles.
Contraction and Convergence (of national emission
rates) is a concept that is gaining currency in the
post-Kyoto debate as a framework for stabilising
atmospheric concentrations while moving to more
equitable per capita emission levels. Outlined in our
second article, it demonstrates one possible pathway
towards a sustainable future, a pathway that could
have profound implications for Australia given our
high per capita emission levels.

The third article summarises the recommendations
made by a number of major global companies,

most of which operate in Australia, to the G8 Summit
supporting more effective greenhouse emissions
management. Of particular interest here is their
support for an efficient global emissions market to
provide clear price signals for business.
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CONTENTS
Lurching Forward, Looking Back?

The Senate Committee reviewing the Government’s
Energy White Paper is critical of a number of
aspects of the policy blueprint and has made

a range of recommendations for improvement.
Government members of the Committee rebut these
recommendations providing a useful summary

of the state of the energy and greenhouse policy
debate. p.2

Contraction and Convergence

The Global Commons Institute promotes C&C as the
way to achieve long-term reductions in atmospheric
concentrations of greenhouse gases through a
convergence of national per capita emission levels.
This article presents the basics of C&C. p.5

Corporate Support for G8 Action

This article presents some key elements of a
statement by the G8 Climate Change Roundtable
supporting G8 action on global emissions
management. The Roundtable comprises the
leaders of a significant number of global companies
across a range of sectors. Priority is given to the
establishment of an effective global emissions
market. p.7

*Join the AETF Business Roundable
The AETF Business Roundtable provides a range
of additional services, information and networking
for companies that have a particular interest in
emissions trading developments and opportunities,
and are seeking a more interactive involvement
with market participants and policy makers.

The AETF is pleased to welcome new Business
Roundtable members for 2005/06

For more information contact the AETF
Coordinators or visit www.aetf.net.au/BR
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Lurching Forward,
Looking Back?

Senate Inquiry into the Energy
White Paper

On 15 June 2004 the Government released

its Energy White Paper (EWP), titled Securing
Australia’s Energy Future. The EWP sets out the
Government's strategy for Australia’s future energy
development (see box below).

Soon after its release, the Senate referred the EWP
to the Environment, Communications, Information
Technology and the Arts References Committee

to examine its budgetary and environmental
implications. The Committee received submissions
from a wide range of government agencies,
companies and NGOs and has recently released its
Report titled Lurching Forward, Looking Back.

The government members prepared a dissenting
report which provided a government response to
each of the Committee’s recommendations. In this
article the Committee’s recommendations, together
with the government’s responses, are presented

to provide a summary of the breadth of political
perspectives on the critical issue of the Australian
energy sector. The Committee’s full report can be
found at http://www.aph.gov.au/senate/committee/
ecita_ctte/energy_white_paper/index.htm

The Committee’s main concerns
Issues of serious concern:

(a) while the Government acknowledges that
greenhouse gas emissions must be reduced if
the world is to avoid experiencing catastrophic
climate change during the 21st century, the plan
outlined in the EWP does not go far enough and
lacks a viable time-frame for success;

(b) the Government's energy policy fails to accept
the evidence that global warming has already
begun and therefore action to reduce emissions
needs to be taken immediately;

(c) Government policy of relying on the hope that
geosequestration will eventually be possible and
that it will significantly reduce greenhouse gas
emissions is not enough to reduce emissions in
the near term;

(d) Government policy of hoping that alternative
technologies will be developed to make the
burning of Australia’s coal less dirty and the
production and use of energy more efficient is not
enough to reduce emissions in the near term;

(e) inadequate Government support in developing
the renewable energy industry, which will mean
that Australia will have to import renewable
energy technologies in later decades;

(f) the Government’s claim that the reduction of
greenhouse gases through the development of
renewable energy sources will be too costly, but
ignores evidence to the contrary, and ignores
concerns that there will be greater costs to
Australia in the future under its policy;

(g) the EWP proposal to cut diesel excise at a cost
to the cleaner LPG industry and to commitments
made with the introduction of the GST; and

(h) the EWP’s lack of an effective plan to cut
greenhouse pollution, a long term target to boost
renewable energy or a long term plan to control
the spiraling pollution from the energy and
transport sectors.

Committee Recommendations and
government member responses

Recommendation 1- Emission reduction targets

The Committee recommends that the
Government, in consultation with energy interest
groups and the energy industry, develops a
detailed long-term strategy that includes specific
CO, emissions reduction targets for 2010, 2020
and 2030, with the ultimate goal of reducing
greenhouse emissions by at least 60% by 2050.

Government response: The EWP makes it clear
that the new technologies can be developed through
government incentives which will ensure that a
broader range of renewables are available on the

Key EWP initiatives

Initiatives in the EWP include measures
which are claimed to promote lower
emissions technology, support renewable
energy, increase energy efficiency,
enhance investment in resource
development and promote energy market
reform. They include:

* acomplete overhaul of the fuel excise
system to remove $1.5 billion in excise
liability from businesses and households
in the period to 2012-13

* the establishment of a $500 million fund

to leverage more than $1 billion in private
investment to develop and demonstrate
low-emission technologies

* a strong emphasis on the urgency

and importance of continued energy
market reform

* the provision of $75 million for

Solar Cities trials in urban areas to
demonstrate a new energy scenario,
bringing together the benefits of solar
energy, energy efficiency and vibrant
energy markets

* the provision of $134 million to remove

impediments to the commercial
development of renewable technologies

* incentives for petroleum exploration in

frontier offshore areas as announced in
the 2004-05 budget

* new requirements for business to

manage their emissions wisely

* arequirement that larger energy

users undertake, and report publicly on,
regular assessments to identify energy
efficiency opportunities.
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open market to effect the reduction of greenhouse
gases. By increasing the range and lowering the cost
of low-emission technologies long-term emission
reductions will be brought within reach.

Recommendation 2 — LETF hurdles

The Committee recommends that the
Government sets abatement timeframes and
raises the abatement targets for projects seeking
funding through the Low- Emissions Technology
Development Fund.

Government response: Government members
agree in principle to making the Low-Emissions
Technology Development Fund as efficient and
economically responsible as possible, and agree that
review of the abatement timeframes and targets may
be appropriate if it proves likely to be effective.

Recommendation 3 — Coverage of LETF
The Committee recommends that the Government:

* recognises that geosequestration is one of many
options for reducing Australia’s CO, emissions; and
ensures that the greater proportion of the
Low Emissions Technology Fund is made available
to technologies which can provide emission
reductions in the short term;

* fund only cost and abatement effective research
and development on the basis of the principle that
the polluter pays; and

* extend the life of the Low Emissions Technology
Fund to cover the timeframe set out for emissions
reductions targets, namely a reduction of at least
60% by 2050.

Government response: Government Members
consider the EWP has addressed the first point -
the establishment of the Low-Emissions Technology
Development Fund is designed specifically to
develop and demonstrate technologies which can
provide emission reductions.

Government Members consider simplistic the
recommendation that the polluter pays for research
and development. Companies involved in the
delivery of Australia’s energy who were required

to pay for research and development without
support from Government would pass these costs
on to the consumer. The EWP, through its excise
reduction program and support of the development
of renewables, aims at reducing energy costs, not
increasing them.

The Low Emissions Technology Fund is expected

to provide support for demonstrations in the period
to 2020, with possibilities for commercial uptake
starting in 2020-2030. The Government Members
consider that it would be premature to further extend
the fund at this time before the results of the scheme
are known.

Recommendation 4 — Energy efficiency

The Committee recommends that the
Government provide incentives to encourage the
uptake of current energy efficiencies, such as

www.aetf.net.au

by adopting the NSW BASIX energy efficiency
scheme on a national basis.

Government response: Government Members
agree that the EWP addresses energy efficiencies,
and encourages uptake by:

* improving market signals through reform of
Australia’s energy markets

* continuing to develop and update minimum energy
performance requirements

* providing information to consumers and
businesses about the energy performance of
appliances and buildings

* encouraging firms to identify and report on energy
use and energy efficiency opportunities

* requiring large energy resource project proponents
and businesses receiving fuel excise credits
of over $3 million per annum to join the
Greenhouse Challenge

# working with state and territory governments to

improve the delivery of existing programs.

Government members therefore believe that the
EWP’s approach to the uptake of energy efficiencies
will achieve results in accordance with the need to
reduce CO, emissions.

Recommendation 5 — Photovoltaic support

The Committee recommends that the
Government continue to fund the Photovoltaic
Rebate Programme (PVRP), and set targets

for the installation of stand alone (RAPS)
Photovoltaic (PV) energy systems and for grid-
connected PV energy systems.

Government response: Government Members
consider this recommendation superfluous as the
Government already supports the development of
photovoltaics and has placed photovoltaics in the
Market Leadership category, recognising that the
technology deserves high government support.
The Government has recognised that the demand
for this technology in the Asia Pacific region is
potentially large, and the Solar Cities trials will
address current lack of rewards for the unique
characteristics of photovoltaics, and market barriers
to energy efficiency.
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Recommendation 6 — Renewable energy targets

The Committee recommends that the
Government re-examine the projected costs of
increasing the MRET to at least 5% by 2010,

to 10% by 2020, and 50% by 2050, and if it is not
prepared to do this, provide infrastructure grants
for renewable energy developments.

Government response: Government Members
believe this recommendation is also superfluous.
The EWP is clear about the Government's position
on the MRET - it will remain at current levels.

As stated in the EWP, the Government believes that
the cost of increasing the MRET cannot be justified.

The Government's position on infrastructure grants
for developing renewables is also clear. In the
Solar Cities trial program pricing mechanisms will
be developed to ensure that consumers will not

be worse off during the trial period. Getting these
signals right in the market can have important
economic and environmental benefits. Delaying the
need for new generation infrastructure will reduce
costs and allow more time for development of low-
emission generation options.

Recommendation 7 — Fuel excise

The Committee recommends that the
Government not proceed with the proposed
reductions in excise on diesel and petrol in the
EWP, unless the decision to impose excise on
biofuels and gaseous fuels by 2012 is reversed.

Government response: Government Members

do not support this recommendation. The excise
reduction on diesel is part of the Government'’s
overhaul of the excise tax regime. The advent of
cleaner diesel fuel and more efficient and cleaner
engines will ensure that CO2 emissions will decline.
Excise on biofuels and gaseous fuels is not, in the
view of the Government, likely to reduce their use in
country areas. Fuel excise has been demonstrated
not to be the driver of fuel usage.

Recommendation 8 — Market incentives and targets

The Committee recommends that the
Government develop a more comprehensive
policy framework that will set stronger market
incentives to invest in energy efficiencies and
mandate standards for CO, abatement with
specific, quantifiable and meaningful targets.

Government response: Government Senators note
that this recommendation is unnecessary

as Government incentives will ensure that a broader
range of renewables are available on the open
market, thereby lowering the cost of low-emission
technologies and bringing about long-term

emission reductions.

Recommendation 9 — Government operations

The Committee recommends that the
Government move to review its own operations
in order to achieve maximum energy efficiencies
and CO2 abatement prior to 2010.
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Government response: Government Members
consider that the EWP clearly outlines the
Government’s plans to attain achievable efficiencies
in CO, abatement, and shows that the current
reduction in CO, emissions is on track to meet the
Kyoto target by 2010.

Recommendation 10 — Carbon trading

The Committee recommends that the
Government introduce a carbon trading scheme,
or at least provide support for the States’ carbon
trading scheme, and mandate maximum levels
of carbon emissions for Australia, according to
diminishing benchmarks towards the goal of
60% by 2050.

Government response: Government members of
the Committee believe a carbon trading scheme is
unlikely to achieve carbon emissions reductions;
the EWP’s proposals to assist in the development
and demonstration of renewables is a better
approach to achieving emission reductions.

Moreover, we note that a carbon trading scheme
allowing transfer of carbon credits would work
fundamentally to maintain the real level of carbon
emission in the developed economies without
restraining emission in the developing economies
involved in the transfer. In other words such a
scheme would more likely work to retard rather than
advance the reduction of global emission level.

However, we do note that there may be potential
economic benefits in emissions trading, but only
when supported by complementary measures and
when consistent with the national interest.

Recommendation 11 — Carbon tax

The Committee recommends the Government
reconsider the benefits of a carbon tax as

a tool to reduce carbon emissions in the
industrial sector.

Government response: Government Members
believe that there is no evidence a carbon tax
would be an effective response to climate change.
Furthermore:

* the introduction of a carbon tax is unnecessary
given Australia is on track to meet its Kyoto target,

* a carbon tax would be premature in the
absence of effective longer-term global action
on climate change,

* a carbon tax would increase costs for Australian
homeowners and businesses and would be an
attack on Australia’s economic growth,

* business would move offshore to avoid a carbon
tax, taking Australian jobs with them.

The Committee report is with the government who
are expected to respond within three months.



COﬂtraCtl On and to be safe, following IPCC WGL1 carbon cycle

modelling. (See Figure 1 - GCI sees higher than

CO nve rg ence 450 parts per million by volume [ppmv] CO,

equivalent as ‘not-safe’).

* The international sharing of this budget as
‘entitlements’ results from a negotiable rate of

Aubrey Meyer,

Global Commons Institute linear convergence to equal shares per person
globally by an agreed date within the timeline of

A concept that is gaining momentum in the debate the full-term contraction/concentration agreement.

about how to constrain global greenhouse gas (GClI suggests [a] between the years 2020 and

emissions is that of “Contraction and Convergence” 2050, or around a third of the way into a 100 year

(C&C), a global climate-policy framework proposed budget, for example, for convergence to complete

by the Global Commons Institute (GCI) in the UK. (see Figure 2) and [b] that a population base-year

The objective of safe and stable greenhouse gas in the C&C schedule is agreed).

concentrations in the atmosphere and the principles * Negotiations for this at the UNFCCC should

of precaution and equity, as already agreed in the occur principally between regions of the world,

“United Nations Framework Convention of Climate leaving negotiations between countries primarily

Change” (UNFCCC), provide the formal calculating within their respective regions, such as the

basis of the C&C framework that proposes: European Union, the Africa Union, the US, etc.

(See Figure 3). Implications can also be identified
at the national level (See Australian example,
Figure 4).

* Afull-term contraction budget for global
emissions consistent with stabilising atmospheric
concentrations of greenhouse gases (GHGSs) at
a pre-agreed concentration maximum deemed

Fig. 1 - Negotiating Rates of Contraction
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Annual Carbon Emissions contract over time to sustainble levels. This is the “Contraction Event”. The choice of a safe
stabilisations level determines the total tonnage of carbon to be burnt during the contraction event. Two examples of CO,,
stabilisation levels are shown above, with their coresponding contraction budgets.
Fig. 2 - Negotiating Rates of Convergence
Convergence by 2050 Convergence by 2020
North ' - < :North - pet
: |3 E H Ls &
H 5 8
: C > : C g
; 2 o] ; 2 s
H I~ L2 I~ 2
: C! 2 /\ C :
/\ o = H - o
South i - ) 2 Sou;h 0 g
H E H c
< : S
g —i
el
2 6
P
=
5 8 _ No .h :
2000 2020 2200

Per capita emissions around the world converge on equality by a negotiated “Convergence Date”. Two examples of covergence
are shown here, each within a 450ppmv contraction budget.
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Emissions Gigatonnes Carbon

* The inter-regional, inter-national and intranational
tradability of these entitlements in an appropriate
currency such as International Energy Backed
Currency Units [EBCUSs] should be encouraged.

* As scientific understanding of the relationship
between an emissions-free economy and
concentrations develops, so rates of C&C can
evolve under periodic revision.

Presently, the global community continues to
generate dangerous climate change faster than it
organises to avoid it. The international diplomatic
challenge is to reverse this. The purpose of C&C is
to make this possible. It enables scenarios for safe
climate to be calculated and shared by negotiation
so that policies and measures can be internationally
organised at rates that avoid dangerous global
climate change.

GHG emissions have so far been closely correlated
with economic performance. To date, this growth of
economies and emissions has been mostly in the
industrialised countries, creating recently a global
pattern of increasingly uneconomic expansion and
divergence [E&D], environmental imbalance and
international insecurity.

The C&C answer to this is full-term and
constitutional, rather than short-term and
stochastic. It addresses inertial argument about
‘historic responsibilities’ for rising concentrations
recognising this as a development opportunity cost
to newly industrialising countries. C&C enables

an international predistribution of these tradable
and therefore valuable future entitlements to emit
GHGs to result from a rate of convergence that is
deliberately accelerated relative to the global rate of
contraction agreed (see Figure 2).

This synthesis of C&C can redress the increasingly
dangerous trend imbalances of global climate
change. Built on global rights, resource conservation
and sustainable systems, a stable C&C system is
now needed to guide the economy to a safe and
equitable future for all. It builds on the gains and
promises of the UN Convention and establishes an
approach that is compelling enough to galvanise
urgent international support and action, with or
without the Kyoto Protocol.

More details on C&C and its recognition in the
international policy debate can be found at
www.gci.org.uk.

Fig. 3 - An Aggregate Global C&C Scenario
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This example shows rates of C&C negotiated as regions.
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This example is for a 450ppmv Contraction Budget, Converging by 2030.

Fig. 4 - C&C Implications for Australia
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This example is for 450ppm Contraction Budget, Converging by 2030. Australia’s relatively high per capita emissions would
mean that its emissions entitlements would have to contract significantly to meet the 2030 convergence point.
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Corporate Leaders Push
for G8 Climate Action

The leaders of a number of major global companies,
most of which operate in Australia, comprise the

G8 Climate Change Roundtable. In the lead up to
the forthcoming G8 meeting the group has issued a
statement supporting more effective global action on
greenhouse including the establishment of a global
emissions market. Key elements of the statement
are presented here.!

Introduction

As leaders of major global companies representing
a broad range of industries, we share the belief that
climate change poses one of the most significant
challenges of the 21 century. With linkages to
other important issues, such as the need to ensure
economic growth, alleviate poverty, and provide
access to adequate supplies of energy, climate
change is an issue that demands the attention of
governments, business, and civil society throughout
the world.

Our companies have begun to act in a variety of
ways... We acknowledge, however, that there is
a need for further, substantial efforts to reduce
greenhouse gas emissions.

We also note that business and government cannot
solve the climate change problem alone. Consumers,
too, have a vital role to play, in so far as they will
determine whether actions undertaken by business
to introduce low carbon practices or offer new
“climate friendly products” will be met with a viable
market. Indeed, that is the premise underlying Article
6 of the UN Framework Convention on Climate
Change (ratified by 189 states), which obligates
governments to educate and inform consumers.
Market-based solutions to climate change will work
best when there is an informed base of consumers
who understand the implications of their consumption
and buying choices — and when they are given the
right price signals.

Key Principles

From a business perspective, we believe there are a
few key principles that should guide future strategy
for climate change mitigation:

* Policies and action should be based firmly on good
science and rational economics.

* Policy frameworks that use market-based
mechanisms to set clear, transparent and
consistent price signals over the long term offer
the best hope for unleashing needed innovation
and competition.

1 The full statement can be found at www.weforum.org/pdf/
g8_climatechange.pdf
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# Solutions must be global -- participation of all major
emitters is essential.

* Climate change mitigation must not be viewed in
isolation from other highly important challenges,
such as ensuring access to energy, expanding
availability of clean water, alleviating poverty, and
achieving economic growth in emerging markets.

# Undertaking a system-wide, integrated approach to
the problem and its solutions is critically important
— to identify where greatest leverage exists for
mitigation from the beginning of the production
cycle through to end-users and consumers.

Science

The Roundtable supports the efforts of the IPCC
and “agree that the science is sufficiently compelling
to warrant action by both the private and public
sector, and we acknowledge that, because of

the cumulative nature and long residence time of
greenhouse gases in the atmosphere, action must
be initiated now”.

Concerned to understand the dimensions of the
task ahead they recommend, inter alia, that G8
governments:

* Move expeditiously to adopt climate stabilization
targets that will define the scope and scale of
mitigation needed in the years ahead.

Policy Framework

To establish clear, transparent, and consistent pricing
signals, the policy framework for addressing climate
change must meet a number of objectives.

In presenting these objectives the Roundtable gives
top priority to establishing an efficient emissions
market to “Create long term value”. They state that:

The current “patchwork” scheme of regulatory,
financial, and technology incentives that has evolved
in various parts of the world is not conducive to a
cost-effective and efficient approach to the problem
of climate change. The difficulty is exacerbated by
the short term nature of the Kyoto Protocol and
related policy mechanisms — whose targets and
timetables do not extend beyond 2012. For an
investor seeking to gain a fair return on low carbon
capital projects whose life cycle may often be in the
25-50 year range (e.g. power plants), the level of
risk can become a significant disincentive. The same
kind of uncertainty clouds the future value of tradable
emissions credits and the value of investment in low
carbon infrastructure in emerging markets.

We must adjust our thinking about actions to

reduce emissions of greenhouse gases — to see
them as adding real, long-term value, not simply
imposing costs. This is a primary benefit of market-
based approaches and should be reflected in an
enduring policy framework supporting all low carbon
technologies. Creating lasting shareholder value is
particularly important.
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