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Committee met at 10.04 am

CHAIR (Senator Hurley)—This is the final hearing of the inquiry of the Senate Standing
Committee on Economics into the exposure drafts of the Carbon Pollution Reduction Scheme
legislation. On 11 March 2009 the Senate referred the exposure drafts to the economics
committee for inquiry. The drafts reflect the government’s white paper on climate change
released in December. These documents affirm the government’s commitment to a medium-term
target range of reducing emissions by five per cent to 15 per cent of 2000 levels by 2020 and to a
long-term emission reduction target of 60 per cent below 2000 levels by 2050.

The government has released six draft bills for public comment. The Carbon Pollution
Reduction Scheme Bill 2009 is the main bill and covers the arrangements for the scheme. A
second hill relates to the consequential amendments needed to the National Greenhouse and
Energy Reporting Act 2007. The Australian Climate Change Regulatory Authority Bill 2009 will
establish the authority which will administer the scheme. The remaining three bills are technical
bills in case the charges for the permits issued are at some time considered taxation. This inquiry
will focus on issues relating to these bills. A separate Senate inquiry will consider aspects of
climate change policy more generally. The committee is due to report to the Senate by 14 April
2009.

These are public proceedings, although the committee may agree to arequest to have evidence
heard in camera or may determine that certain evidence should be heard in camera. | remind all
witnesses that in giving evidence to the committee they are protected by parliamentary privilege.
If awitness objects to answering a question they should state the grounds and the committee will
determine whether it will insist on an answer. If it does, a witness may request that the answer be
given in camera. | remind committee members that the Senate has resolved that departmental
officer shall not be asked to give opinions on matters of policy and shall be given reasonable
opportunity to refer questions to a superior officer or to a minister. This resolution does not
preclude questions asking for information on policies or factual questions about when and how
policies were adopted.
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[10.06 am]
COMLEY, Mr Blair Robert, Acting Secretary, Department of Climate Change

SAKELLARIS, Mr Tas, Assistant Secretary, Legal and Governance Branch, Department
of Climate Change

STERLAND, Mr Barry, Acting Deputy Secretary, Department of Climate Change

CHAIR—I welcome representatives from the Department of Climate Change. We will start
with questions from Senator Furner.

Senator FURNER—L.istening to witnesses' evidence last week, | developed a whole host of
guestions. Firstly, if the CPRS were not passed and the government till had an obligation to
reduce Australian emissions under the Copenhagen agreement, what kinds of measures would
the government have at its disposal instead? At least one witness last week indicated we should
go to Copenhagen with no position.

Mr Comley—In principle, there is a broad range of policies that would be available to
government to meet emissions targets. You could go down the part of a market based scheme—
that is, either a CPRS style scheme or a carbon tax. If those had been rejected, other policies
available would be mainly regulatory policies. These are the sorts of policies that to a large
extent have been pursued to date in the climate change mitigation area. They could include
things like imposing regulatory restrictions on large or significant projects or moving to more
command-and-control measures that might limit or ban certain activities. Where any government
or future government may go in that area is very much a set of policy questions. If the CPRS
were not imposed, you would need to look at successively more restrictive regulatory measures
to achieve any target, or you could do it on the outlay side.

To put that into context, the government has announced energy efficiency measures that were
part of the stimulus package. These were estimated to make a contribution to reducing emissions
by around five megatons a year. If you looked at the government’s target of minus five per cent
by 2020, you would need policies that would deliver around 135 megatons of emission
reductions. If you are looking at the minus 15 per cent target, it is more like minus 195
megatons. So it really would be a policy question, but with a comprehensive CPRS you would
need a very extensive suite of measures to achieve the sorts of reductions are being considered
within the government’s target range.

Senator FURNER—My next question is based on the assertion by a number of witnesses that
the CPRS put forward in Australia would put us well ahead of other countries tackling climate
change. | am wondering whether you could talk us through some of the policies of our major
carbon emitters in countries such as Brazil, Canada, China, the EU as a whole—which includes
France, Germany, Italy—Indonesia, Japan, Mexico, Russia, Korea, South America, the United
Kingdom and the United States?
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Mr Sterland—There is quite an extensive range of emission reduction policy in a number of
the countries you mentioned, and all of them have measures of some sort. Starting with the
European Union, it has an emissions trading scheme in place. It covers less than half of
emissions there, but it is still well up into the 40s. They have a range of measures alongside that,
including renewable energy targets. They have energy transport efficiency measures, regulation
of fuel efficiency in their transport sector. Their publicly stated objective is to reduce emissions
between 20 per cent and 30 per cent on 1990 levels. Of course, they are subject to much less
population growth than Australia, and are also starting from a lower base in their efforts due to
issues that happened in the 1990s in the structure of their economy, with the fall of the Berlin
Wall and the de-industrialisation that happened in some parts of Europe as a result of that.
Individual member countries are part of that broader scheme and there are a number of non-EU
countries that have joined the European Union scheme as well.

CHAIR—Sorry? There are non-EU countries that have voluntarily joined the scheme?
Mr Sterland—Yes.
Senator FURNER—Could we possibly get alist of those as well?

Mr Sterland—Yes, we could provide that on notice. Off the top of my head, | think Norway
Isakey country that has joined that scheme.

As you would be aware from the newspapers, the US is currently in the middle of a debate at
the federal level about whether to proceed on the policy there, but the Obama administration has
announced a clear objective to introduce a cap and trade scheme and has announced emission
reduction targets. They are the new developments at a federal level. At the federal level there
have also been a number of policies surrounding transport, fuel and that sort of thing. But at the
state level in the US, and the provincial level in Canada, there has been a number of countries
introducing cap and trade schemes, or who are in the process of introducing them, as well as
regulatory measures in states like California that combine regulatory measures with their cap and
trade. That is a development that is recent and | think that is motivating alot of the further action
at the federal level to think about this.

Japan has a range of measures. They include the voluntary emission reduction measures,
improvements in energy efficiency in homes, promotion of measures for alternative energy.
Japan last year announced a domestic emissions reduction target of between 60 per cent and 80
per cent of current levels by 2050. The Japanese are considering emissions trading: the former
Prime Minister announced a voluntary emissions trading scheme and they wanted to include as
many sectors and companies as possible. They have also trialled emissions trading through a
number of previous measures.

As| think we indicated in our discussion last time, the election of the Obama administration in
the US has caused Canada to think about their emissions trading policies going forward. They
had an existing range of targets and a combination of measures that included some elements of
emissions trading and some elements of regulation and direct price setting on carbon emissions.
They had a policy to reduce emissions intensity from 2006 levels by 18 per cent and with
reductions after that. They have indicated, following the visit of Obama, that they are currently
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thinking about their broad range of climate policies given the importance of the US as a trading
partner.

So they are some of the key developed countries. You also mentioned a range of developing
countries in your question.

Senator FURNER—L ke Indonesia, Mexico and South Africa

Mr Sterland—Yes, Brazil and those sorts of countries. All of them are thinking about and
implementing policies. Brazil, for example, has policies relating to their own circumstances on
biofuels, mandatory efficiency standards for household appliances and the like. They have also
been thinking about and committing to reductions in deforestation. China is the second largest
greenhouse gas emitter, although in the past year there have been some reports suggesting it is
now the largest. They have areasonably comprehensive climate change policy that they released,
and they are working on a range of fronts, including improved energy efficiency in building
construction—they are quite interested in that area—in developing renewable energy, increasing
forest cover. They have an objective of reducing energy intensity with a target of a 20 per cent
reduction within five years. They have recently had enacted renewable laws that are increasing
the share of renewable energy in their grid. So they have arange of measures.

Indonesia are focused on deforestation. That is the largest source of emissions in Indonesia,
and they have been working very productively with Australia on that issue. They have
announced targets to reduce energy sector emissions 17 per cent below 2006 levels over coming
years. Their targets are dependent on separate moves to shift the energy mix, but they are
pushing ahead with that. They are a leader amongst developing countries in international efforts
to reduce emissions from deforestation and forest degradation, so they have been one of
Austraia’s most active partnersin that area. It is probably worth stopping there. That is a brief
survey; we would be happy to provide more information on notice.

Senator FURNER—That would be good.

Mr Sterland—A number of the advanced economies have very significant policies. The
developing economies have quite pervasive policies in a range of areas—Professor Garnaut
made this point. The more advanced developing countries, such as South Korea and South
Africa, are beginning to put quite ambitious policies on the table that are looking much more like
those the advanced economies have been considering. South Korea is quite interested in
emissions trading, and South Africa recently announced that it has a very comprehensive
emission reduction scheme. They are aiming to stop emissions growing by 2020 to 2025, so they
are committing to a peaking and then a stabilisation for 10 years and then declines in absolute
terms. As far as | understand—and | am not an expert on the international scene—it is a very
significant step for an advanced developing economy to start putting that sort of language into
the international debate. The debate going forward is a very important step.

Senator FURNER—The next question is related to a specific group of members from the
Australian Industry Group. On Friday, when they appeared in Sydney before the committee, they
indicated that most of their members, who are in the manufacturing area, were going to be
disproportionately affected by the CPRS. | am just wondering whether you could talk us through
the kinds of impacts these firms will face and how those impacts will compare with other costs
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that these kinds of businesses face with changes to the exchange rate and also how the climate
change action fund will assist those businesses.

Mr Comley—T he first point to make about AiG is that they have quite a diverse membership,
so to talk about the AiG as one group is probably a little misleading in this area. The AiG’s
membership spans from quite emissions-intensive producers, such as steel producers, down to
small-scale manufacturers. Broadly, manufacturing is not very emissions-intensive. For example,
things that people often think about as emissions-intensive, such as car production, come a long
way down the list of industries that have emissions. There were tables that gave some data on
that in the green paper. | think they rank somewhere between 80th and 100th in terms of the list
of emissions intensity for industry.

For general manufacturers that do not have significant greenhouse gas emissions from things
like steelmaking, the overall impact of the scheme will be quite modest. Essentially the total
impact of their emissions is small, so their potential permit liability or indirect costs are likely to
be small. Some of those manufacturers may in fact benefit from the scheme. You made the point
in your question about the impact of the exchange rate on this. The Treasury modelling
indicates—and | think all comparable modelling of this type will indicate—that you would
expect a modest exchange rate depreciation as a result of the introduction of a scheme like this,
S0 those that are not relatively emissions-intensive can in fact gain more from the exchange rate
effect than they will face in additional costs.

Within the AiG membership there are some quite large emissions-intensive emitters, and they
would be picked up by the emissions-intensive trade-exposed assistance that is provided under
the white paper model. The most emissions-intensive, who have an emissions intensity above
2,000 tonnes per million dollars of revenue, would benefit from the 90 per cent rate of
assistance. Those between 1,000 and 2,000 tonnes per million dollars of revenue or the
equivalent in value-add, would benefit from the 60 per cent rate of assistance. So the AiG
membership is quite diverse, and the general manufacturing sector is not particularly emissions-
intensive. Things like steelworks are quite emissions-intensive but are subject to the emissions-
intensive trade-exposed assistance.

It is perhaps worth noting that | believe that when Peter Burn of the AiG gave his evidence he
made the comment that a number of his members thought they would be liable parties but are
unlikely to be so. | think this highlights that there is still some education and information that
needs to be provided about what precise liabilities and engagement with the scheme there will
be. Clearly, the fact that only around a thousand firms will be liable under the scheme means
there is a range of people who are concerned about the direct impact of the CPRS and that they
are likely to be liable. The government has announced the Climate Change Action Fund, which
Is partly to address those information issues but will also provide some direct assistance which is
primarily targeted at those not covered by the emissions-intensive trade-exposed assistance. So
those AiG members that would fall outside of the assistance regime under the emissions-
intensive trade-exposed program would potentially benefit from the Climate Change Action
Fund, which includes a range of grant programs to businesses affected by the introduction of the
scheme.

CHAIR—Can | interrupt there and ask: when will the authority be set up and will it have any
adjudicative role?
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Mr Comley—Yes. The authority cannot be formally established until after the legislation has
been passed, but we are already within the department effectively setting up a protoregulator so
that it can be immediately established and hit the ground running. It will have a substantial
information role with businesses. Certainly the model that we have in mind is that the regulator
will take a constructive role with businesses and will help them through the needs of their
compliance. At one level that has already commenced, because the National Greenhouse Energy
Reporting System, which commenced 1 July last year, has already registered firms for
compliance with emissions reporting. That becomes the platform for the emissions trading
scheme, the Carbon Pollution Reduction Scheme, and there is already a dialogue among a
number of firms and the Greenhouse Energy Data Office about how we can comply with
NGERS, which becomes the platform for the Carbon Pollution Reduction Scheme. The
regulatory force at the start will very much be education and assistance to make sure that people
understand the obligations of the scheme.

Senator XENOPHON—I would like to ask you a question about the Climate Change Action
Fund, because | think that you are aware that there is a debate among some of the subset of
potential losers. Some—and these happen to be the more intensive emitters, by the way—are
shielded through compensation with the ETS and some are perversely not because of the way of
the scheme is designed. So there is that argument. Are you saying that for those who are
relatively less intensive emitters and who miss out on compensation that the Climate Change
Action Fund is an alternative method of compensation? If so, how would it give some certainty
to those industries in that transitional period?

Mr Comley—It certainly is an alternate method for providing assistance to manage the
transition. The scheme was always set up with the view that it was primarily targeted at those
who were not the emissions-intensive trade-exposed. Some of that assistance may be in
education which helps them, for example, reduce their carbon pollution. Some of it may be in
grants programs that allow them to invest in equipment and technology which allows them to
have a lower carbon footprint. The precise details of that scheme have not been finalised; there
are consultations going on. But it is certainly primarily targeted at those who are not in the
emissions-intensive trade-exposed category.

Senator XENOPHON—BLUt it is acknowledged that there are some perverse outcomes in the
sense that those who are relatively less energy intensive miss out whereas the more intensive
ones do get alevel of compensation?

Mr Comley—I would not refer to it as a perverse outcome. The basic point is that, in
designing the emissions-intensive trade-exposed assistance, the government had to settle on a
materiality threshold about how significant it is before you have the assistance. That threshold is
athousand tonnes per million dollars of revenue which, at a $25 carbon price, translates to about
2% per cent of revenue. People who are below that will be facing some cost impact. That may be
offset by their capacity to reduce carbon pollution or it may be offset by, say, the exchange rate,
but, for those, the Climate Change Action Fund was intended to be targeted to provide assistance
to manage transition for those firms.

Senator FURNER—We have heard a lot through the inquiries about the varying ranges of
jobs. As late as Friday we heard of the substantial number of jobs that the CPRS has already
created in the green industries. | think one witness indicated that there will be up to 185,000 jobs
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created in the green industries. Can you inform us of any predictions of job creation and in
particular the skill requirements for upskilling in those jobs? Conversely, how many jobs may be
lost as aresult of the CPRS?

Mr Comley—The broad story here is that we would not expect the total number of jobs
gained or lost to be very large at all. | think what people often are referring to is the estimates of
aparticular gain or reduction in one sector. The Treasury modelling demonstrates that over time
the employment levels are broadly unchanged; there is just a switch from some areas of
employment to other areas of employment when we move away from high-pollution ways of
conducting those activities. That switch is relatively gradual because the scheme has been
deliberately designed with atrajectory that is taking account of that economic transition. Broadly
you would not expect alarge change in employment over all.

The Treasury modelling does not pick up precisely the detail of the skill mix level, but there
are a number of areas where you would expect the skill mix to be broadly similar. For example,
if you are building less coal fired power stations over time, those engineering skills would be
readily adaptable to either a lower pollution gas turbine or the renewables sector.

Mr Sterland—Employment overall in atrend sense in the Treasury modelling grows over the
years. The Treasury modelling found that all major sectors continue to have employment growth.
So the structural change happens over time and reflects, as Mr Comley talked about, the different
incentives that come from the scheme. The broad message that employment is broadly similar
under the scenarios is one of the findings.

Mr Comley—I will expand what Mr Sterland is alluding to. The way the art of modelling is
done is to calculate a reference case of what would have happened without the scheme and to
then compare that reference case. That is where you often hear quotes about reductions. That is
typically off a reference case that is often growing quite strongly. There can still be absolute
increases in jobs in those sectors that are growing more slowly than they otherwise would in the
reference case.

Senator EGGLESTON—First of all | would like to ask about the scheme design. There is a
strong view among various people concerned with this issue that the cap and trade proposal will
not produce a net drop in emissions in Australia and will overall increase emissions in the world
because Australian emitters will simply buy credits from Third World countries. That is an issue
that concerns many people if the real objective of this proposal is to reduce emissions
significantly. Why should Australia not just introduce a carbon trading scheme, which many
people feel would be a simpler, more efficient and less cumbersome system for this country to
have? It would mean that we could do our bit to reduce carbon emissions while the countries
around us, such as Indonesia and the South-East Asian countries with whom we principally
trade, may take a long time to develop ETSs.

CHAIR—Senator Eggleston, you are asking whether we should have a carbon taxation
system rather than the emissions trading system?

Senator EGGLESTON—That summarises my question, yes, thank you, Chair.
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Mr Comley—Before the chair’s clarification, | thought the question might have been slightly
different: why would you not have cap and trade but not allow international trade in permits?

CHAIR—I think Senator Eggleston was talking about taxation, but if you would answer your
own interpretation as well, that would be good.

Mr Comley—I am happy to answer both questions.

Senator EGGLESTON—If you would answer both questions, | would be interested to get
the answers on the record, but | am principally seeing a carbon tax as a better alternative.

Mr Comley—I will start with the carbon tax question, which | think we traversed last time.
Essentially, you can take a carbon tax approach or you can take a cap and trade approach. If they
are designed with similar design features, they can deliver broadly similar outcomes. The
principal difference is that the carbon tax provides no certainty about the total quantity of
emissions that go into the atmosphere. It provides certainty about the carbon price imposed on
businesses. In isolation, that is the central difference. If you want to ultimately hit a particular
emissions target, then you would need to change the carbon tax rate until it hits the level that
reduces emissions. That would have to go back to parliament on a regular basis in light of the
emissions targets and to be adjusted. Because the international architecture has coalesced around
emissions targets, the cap and trade scheme triesto target directly the thing that is going to be the
international obligation, which is a quantitative target for emissions entering the atmosphere.

Directly related to that, the international architecture has coalesced around countries being
able to meet their international obligations by purchasing genuine abatement in other countries
and this is really recognition that at the international level there is significant understanding that
the different countries will have different costs associated with reducing emissions. So by
allowing trade in permits in international credits, you can seek out the lowest cost form of
abatement around the world. This is a general recognition that for the very ambitious targets that
will be required over time to meet the environmental objectives, it is going to be necessary to do
this at the lowest cost possible to maintain community support and momentum for emissions
reductions.

If | bring that back to the question of why you would not have either a carbon tax where you
did everything domestically or a cap and trade scheme with no trade in international permits,
there are really two basic reasons why credits are allowed. The first is that without trade in
credits the economic cost to Australia of meeting any emissions reduction target would be
higher. 1t must be higher because you are essentially removing the capacity to access lower cost
abatement. That is very important because, provided you are buying abatement that is a genuine
reduction—and the systems are set up to have tests to show that they are genuine abatement and
the government has stated in its policy that it will impose qualitative limits on international
permits to ensure only genuine reductions in emissions elsewhere in the system—you lower the
cost of achieving agiven emissions target if you do not allow the trade in credits.

The second point is related again to the international architecture. Ultimately, the objective of
reducing emissions must be a global objective and the key thing to delivering a global objective
IS to increase the chances of cooperation and goodwill and improve the chances of getting a
sound international agreement with ambitious targets. The trade in credits is part of that capacity

ECONOMICS



Monday, 30 March 2009 Senate E9

building, that building of trust that facilitates the development of an international system that
will ultimately produce much stronger reductions in emissions. They are the key reasons:
domestically allowing trade in credits reduces the economic costs of any given target and
internationally it supports the development of an international architecture that will ultimately
contribute to meeting the global objective of reducing emissions.

Senator EGGLESTON—Thank you. My view remains that the idea of having an
international agreement to reduce emissions is an ideal which is a very long way away. The
argument that we should seek to enable Australian industries to purchase genuine emission
reduction producing credits from other countries, to me, also has a very hollow ring about it. |
have a feeling that, while there is a great deal of idealism in this, there is not going to be very
much practical reality in countries like Indonesia, for example. While going down a carbon
reduction path or introducing emissions trading schemes is a very grand vision, in practical
reality it is not going to work very well. If we in Australiareally want to do something about our
own carbon emissions then let us do it domestically and have a carbon tax. | do not see the other
Issue that you raised—about the need for the parliament to periodically vary the taxes—as such a
big hill to climb. That could be done on an annual basis in the budget as a matter of course. So it
Is not such abig issue. It isput up as a huge obstacle but | do not think it actualy is one.

What | am concerned about is that people seem to have run away with idealism, imagining
that countries in East Asia, Africa and South America are going to get into emissions treading
schemes and that we in the developed world can assuage our consciences by purchasing
‘genuine credits’. But | suspect that, somehow or other, all that is going to happen is that the
level of emissions in the world will continue, our costs will go up and we will lose jobs in
Australia as aresult if this scheme progresses. However, | remain committed to the concept of a
carbon trading scheme. The other thing that | would like to talk about is renewable energy
targets. We have an MRET of 20 per cent, as| understand it. | find it hard to see how that can be
achieved given the limitations on renewable energy sources within Australia. | would like you to
comment on that for the record.

Mr Comley—I will comment on the MRET in a second. Picking up on your observations
about whether this is idealistic, | think there is a real question about the way in which these
international credits are created at the moment. It is not mandatory that developing countries
create them. There is an option under the Kyoto architecture to create them, so countries can opt
In on a project by project basis where they believe it is in their broader policy and financial
interests and where it can be demonstrated there is genuine abatement. It may be the case that
emissions continue to rise in those countries. In fact, in many cases they will almost certainly
continue to rise. But they will be rising at a lower pace than they otherwise would, which is
genuine abatement in terms of what the atmosphere will see from the world. | take the view that
thisis quite a pragmatic response to the way in which the world is emerging. This response says:
where we can engage constructively with developing countries in terms of a mechanism which
they see as mutually beneficial, that helps build trust and is a pragmatic stepping stone to a more
comprehensive global agreement.

You also raised the question of jobs. The thing that is going to drive the speed of the economic
transformation in Australia is the carbon price or the carbon tax rate, if you were to have a
carbon tax. In most scenarios it is clear that not alowing the trade of international permits will
result in a higher carbon price than you otherwise would have. That will lead to a speedier
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transition of the economy to a lower carbon pollution future, but that speedier transition can be
more difficult in some circumstances.

Senator EGGLESTON—What are your comments about the McKibbin hybrid model?

Mr Comley—Warwick McKibbin has been putting forward that model for some time. It isin
many respects a perfectly respectable model. The issue isthat it is not really consistent with how
the international architecture has evolved. If you were to ask Warwick McKibbin the question
directly—and | am not inaccurately putting words in his mouth, because we have had a
discussion about this in recent times—he would fundamentally say that you should not have a
quantity based target at the end of the day and that you should have atarget that you would then
allow to be breached if it turned out that the costs of meeting that target were higher than they
were thought to be or were higher than you would be prepared to accept. At one level, if the
international community a decade or more ago had gone down the path of embracing a
McKibbin style model then you could have contemplated that. But that is not the direction the
international community took. It went towards negotiating in terms of fixed commitments and in
terms of quantities, and that is the most likely outcome in the foreseeable future. | do not think
there is anything wrong theoretically with Warwick McKibbin's model, but it really is
fundamentally not putting an absolute emissions constraint on the world.

CHAIR—What about the separate idea that there be a central banking of the permits so that
you would not be subject to the instability of other countries?

Mr Comley—If you had a central Australian bank of carbon or something equivalent to it,
you would have a genuine issue associated with what powers you would want to delegate to that
bank. | think the analogy here is. when you set quantity targets in a cap and trade scheme or you
set a carbon tax rate explicitly, that is very much akin to setting a tax rate in the rest of the
political discussion. It would be very unusual to delegate that power to an independent body. To
delegate that to a new institution would be a significant leap to take. That is a judgment you
could make, but it is not typically the sort of decision that would be allocated to such a body. In
the same way that a number of people have advocated an independent body to run fiscal policy
and countercyclical policy, typically the decision is that that should rest with parliaments.
Regarding Senator Eggleston’s comment about whether it is a significant concern to have to
change the tax rate in the parliament, clearly it can technically be done. The technical issue that
arises, though, is: what level of investment certainty does that provide to business? In the case of
a cap and trade scheme, you can have a cap set, you can have trading permits and you can also
have associated financial markets that allow businesses to hedge against the likely future carbon
price. It is highly unlikely that you would get an equivalent associated financial market for a
carbon tax. | am not aware of any financial markets in the world that are essentially about
changes in tax rates by government.

Senator EGGLESTON—You were also going to speak about renewable energy.

Mr Comley—The government and the department commissioned quite a substantial amount
of modelling on the 20 per cent renewable energy target. It models the electricity market in some
detail, looking at the costs of various technologies and their capacity to be deployed. That
modelling indicated that it was certainly feasible to reach the 20 per cent target by 2020.
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Senator EGGLESTON—AS | have said before, | am surprised by that, given the limitations
on sources of renewable energy available in Australia. | notice that in some of our papers France
Is listed as the country with the lowest emissions profile in Europe. Its power base isvery largely
nuclear. Wouldn't it be simpler if we began retiring coal fired power stations and introducing
nuclear power for our baseload electricity in this country?

Mr Comley—Clearly, that is a large-scale policy question. | am not really going to comment
on the desirability of introducing nuclear power, except to say that when Professor Garnaut
looked at this question the observation was made that, given the endowment base of Australia, it
was not as obvious that you would necessarily, even on a pure cost basis, embrace nuclear as a
technology that would outperform some of those others over time.

Senator PRAT T—Without the CPRS what is likely to happen to our emissions?

Mr Comley—The first question was about alternate policies, but if there were no other
alternate policies put in place the business as usual projection for Australia is that we would be at
around 120 per cent of 2000 levels at 2020. Broadly, the trend is emissions growth of about one
per cent per year each year. That is the trend for emissions growth over time. It is perhaps worth
explaining that that growth to 120 per cent of 2000 levels by 2020 already incorporates other
measures such as the renewable energy target of 20 per cent by 2020. So, broadly speaking, the
trend growth in emissions of about one per cent per year is what you would expect in the
absence of a major mitigation policy.

Senator PRATT—So that is even including the MRET?
Mr Comley—Yes, even including the MRET; that isright.

Senator PRATT—What would that look like with the other options that you said we could
have—regulation or banning investments? Can you create an emissions trajectory based on these
things or isit too difficult to do?

Mr Sterland—The 120 per cent business as usual number already includes not just the
renewable energy target but a whole range of regulatory responses and other responses.
Minimum energy efficiency standards and the like all contribute to achieving that 120 per cent.
There are alot of regulatory measures in there already. | do not have the figures at my fingertips,
but the entire renewable energy target abatement contribution from memory is around 3%
percentage points of the emissions out in 2020. The previous question that Senator Eggleston
asked was in relation to a measure that is contributing around 3%z per cent of emissions. In other
words, without that measure those 2020 emissions would be up towards 124 or something like
that.

Clearly quite substantial policy shifts are required to even register on atime like that two or
three percentage points of emissions, let alone 25 percentage points of emissions, which is what
is embodied in the minimum of the government’s target range in 2020. So typically you find that
other regulatory measures build up over time. When you change a minimum performance
standard for a technology, obviously the extent to which that reduces emissions depends on
people buying new parts of that technology. All the existing stock of technology is there. So to
achieve big shifts would require regulation that starts to not only address new investments and
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new purchases but look at existing plant. That is typically very difficult regulation to conceive
and implement.

Senator PRATT—I would like to touch now on a few of the issues raised by different
submitters as they gave evidence. Frontier Economics—and | assume you have gone through
their evidence—said that it could achieve these cuts at a lower cost to the economy and impose
no cost on households. They asserted that it would be, | think, about $3 billion or $4 billion
cheaper than the CPRS and that households would not be affected. | want to know what your
response to that assertion is. Isthat possible?

Mr Comley—If you come to the assertion about the lower overall cost, we do not think that
that is a credible result. The reason for that is that, when you look at economy wide costs for an
emissions reduction target, if it is the same target, then all the areas where you can find low-cost
abatement help you reduce the overall cost of doing that. If you adopt a model such as Frontier
has in mind, you will reduce the increase in prices of electricity to households, but that in turn
reduces their incentive to demand side measures to reduce their electricity use. So you have to
throw the full burden on the electricity sector in terms of switching the types of fuels used.
Certainly we think that the number of alower cost cannot be right; there must be a higher cost of
reducing emissions. The extent of that would depend on the specific design details of the
scheme. We think that is the general modelling point.

Probably more significant, though, is that you can design a model like the Frontier model to
get roughly the same emissions reductions; it can be designed. The difficulty is that in a
modelling world there is actually no uncertainty about the cost of reducing emissions and the
way in which firms will respond et cetera, so the way the modelling works is that it assumes
away all that uncertainty and then imposes an emissions-intensity baseline to try to achieve a
given reduction in emissions. That is fine in a modelling world; the problem is that we really do
not have enough information to know precisely what the costs of reducing emissions will be in
each particular sector. So, in an emissions-intensity world, if you go down that path you will
have to observe what actually happens and then readjust the baseline to hit any particular target,
which introduces quite significant uncertainty for business going forward.

The last point | would make isthat the Frontier model would result in a lower direct change in
electricity prices for consumers. But, of course, in that model, there is no revenue created in the
purest form that is available to compensate households or smooth the rest of the transition. So, in
a sense, the comparison between the white paper model and the Frontier model is that the
Frontier model reduces the impact on electricity consumers but applies equally to low-income
households and high-income households, who no longer have an incentive to reduce their use of
electricity; whereas, under the white paper model, low-income households are able to be
compensated—in fact, more than compensated—for the expected price impact. They will still
have an incentive to change their use of electricity and reduce emissions, but they have the
financial wherewithal to cover that without being worse off. Higher income earners will face a
cost increase, but they tend to be people who are better able to take advantage of energy
efficiency measures or try to reduce their carbon pollution.

Senator PRATT—If householders are not put in the position of assisting with the transition,
because there is no real motivation for them to reduce their own emissions—because there is no
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real price signal there—isthat likely to create a greater burden for energy producers in having to
pursue that?

Mr Comley—Yes it is, essentially because you throw the full burden of adjustment on that
sector. Certainly all the modelling that has been done on these types of models versus a cap and
trade indicates that the impact on asset values, the impact on existing power producers, is much,
much more significant under these models than it would be under a cap and trade scheme.

Mr Sterland—Mr Comley has been using the electricity sector throughout as the example to
illustrate administrative practicality. But, from our experience in implementing an actual scheme,
moving an intensity based approach to other sectors would be very difficult, if not impossible.
Basically, it would mean applying the approach that we are taking to the emissions-intensive
trade-exposed sector—which is a concentrated sector, which is tractable and with which we are
working very productively to derive baselines and that sort of thing—and moving that from
several tens of activities to hundreds and even thousands of activities. To define all the
manufacturing activities necessary to implement an intensity basis throughout the economy
would be extraordinarily difficult and, | think, impossible. So that effectively then starts making
you concentrate this on a small number of sectors, rather than having the broad coverage that a
cap and trade allows to be feasibly implemented.

Senator PRATT—Thank you. David Pearce from the Centre for International Economics
suggested that there has been more cost-benefit analysis of whether Canberra needs a new dam
than there has been of the CPRS. Isthat afair assertion?

Mr Comley—That clearly is not a fair assessment. | have certainly never been involved in a
public policy issue with this level of analysis. This does not quite work for you because you are
on the phone, but Mr Sterland has next to him the stack of documents that has led up to this,
which includes the white paper—he does not have the green paper there, actually—

Mr Serland—This is a subset!

Mr Comley—the Treasury modelling, the report of the task group on emissions trading and
the Garnaut report. | think any claim that this is an underanalysed policy is quite extraordinary.

Senator PRATT—I can actually see you on the video linkup in Perth. You cannot see me—
which is probably a good thing because our teleconference started at 7 am, now that we are off
daylight saving! My next question relates to the Coa Association. They told us that they were
excluded from free EITE permits for political reasons. | want to know what you can tell us about
their preferred alternative—how much it would cost, what abatement incentives would still be
retained, if any, and what would happen to coalmines with an emissions intensity of 1,000 tonnes
per $1 million of revenue?

Mr Comley—My understanding is the Coal Association’s preferred alternative is to be
included in the emissions-intensive trade-exposed regime—

Senator PRATT—Yes, that is what they put to us.
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Mr Comley—with some modifications, and | think that is important to acknowledge. The
Coal Association recognise that a pure application of the ET model would not be appropriate for
their sector. My understanding of their model is that they would take the emissions-intensive
trade-exposed eligibility test on an industry basis. In their view, that would lead to them being
eligible for 60 per cent of permits—a 60 per cent assistance rate. But, in contrast to the approach
in the emissions-intensive trade-exposed in general, they would then consider going back to an
individual mine by mine analysis of what the emissions intensity of a mine is and then apply a
60 per cent rate on a mine by mine basis. | do not have the exact cost of that in front of me. We
can take that on notice, but as a rough order of magnitude it would be around at least double the
direct assistance that is covered under the Climate Change Action Fund.

What that would do in terms of incentives is, first of all, provide significant assistance to
mines with an emissions intensity below a thousand tonnes per million dollars of revenue. Other
firms in the economy do not receive that assistance. The way that coal mining exists is that the
level of emissions is primarily related to the geology of the coal seams, and that is effectively
related to how much methane is released when you pull the coal out of the ground. What that
would mean is that around 90 per cent of mines have an emissions intensity of below a thousand
tonnes per million dollars of revenue. So those mines would receive a level of assistance which
comparable firms in the rest of the economy with the same level of emissions intensity would
not have access to.

Senator PRATT—What kinds of firms might those others be that have that same intensity?

Mr Comley—Some of them, for example, may have an emissions intensity as low as a car
manufacturer or a processing plant or a range of things that might be in the general
manufacturing sector that just use some electricity in producing their products but are not
particularly emissions intensive.

Senator JOY CE—Which isthe most energy efficient: rail, road, air or shipping?
Mr Comley—In what metric are we—

Senator JOY CE—In moving people around, which is the most efficient—to move them by
air, by road, by rail or by ship?

Mr Comley—I do not know that answer off the top of my head. | can take that on notice.

Senator JOY CE—Do you think that air is more energy efficient than road or rail? You have
all those documents. You have just told us that you have read them, and it is the most analysed
package on earth. You must be able to answer that question. Or don’'t you know?

Mr Comley—I do not know the answer off the top of my head. That is why | am happy to
take it on notice. | am aware that that question is actually not a straightforward one because, for
example—

Senator JOY CE—It is pretty straightforward.
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Mr Comley—you need to make assumptions about load factors and other things that impact
on the energy efficiency of a particular mode of transport.

Senator JOY CE—This program has no effect on the global climate. It is about Australians
supposedly leading the way. That iswhat it isall about, isn’t it?

Mr Comley—The answer that Mr Sterland elaborated on earlier is that there are a range of
countries taking significant actions on climate change.

Senator JOYCE—That is why we are doing it—because we in isolation are not going to
change the globe, are we?

Mr Comley—I think we have answered in previous questions that obviously we need a global
response.

Senator JOY CE—Which we are not getting.
Mr Comley—If | could come back to your mode of transport question, because | think it is—
Senator JOY CE—If you are brief, yes.

Mr Comley—It is an important point that no particular mode of transport is always going to
be more efficient that the others. For example, in air transport, whether it is a short hop flight or
along haul flight does make a difference. What the Carbon Pollution Reduction Scheme tries to
do is send a consistent price signal for the amount of pollution that is entering the atmosphere.
Soinasensel, asapublic servant, do not have to make that judgment the whole time. | send the
right signal to a business that then has to take that into account when they are making a decision
about how they move their freight or move people.

Senator JOYCE—What | want to know is, if we are leading by example, why do we have
people flying from Canberra to Sydney—and they are parliamentarians? If we are leading by
example and setting an example to the world, it is far more efficient to move them by road. Why
don’t we do it that way? Have you made a suggestion like that in your paper?

Mr Comley—I am not going to comment on government policy in terms of how people are
transported for work. | think what we have in the paper is that there will now be a price signal
that will be encouragement and will send a signal about the financial cost of doing this.

Senator JOY CE—But the taxpayer will pick that up.

Mr Comley—In the public sphere agency heads have obligations to spend public money in an
accountable way and that will change the relative balance of particular transport modes.

Senator JOY CE—Surely it would be a brilliant example to the world and to al Australians if
we start moving our heads of departments and our politicians by rail or road to Sydney rather
than having them in short line air hops from Canberrato Sydney. That would be a great example
for usto al follow, wouldn’t it?
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Mr Comley—I am not going to comment on that policy issue.

Senator JOY CE—How many people are going to lose their jobs because of the emissions
trading scheme?

Mr Comley—We are not saying there will be job losses associated with the emissions trading
scheme.

Senator JOYCE—So you are saying that there will not be job losses because of the
emissions trading scheme?

Mr Comley—I am saying that the best analysis that we have in the Treasury modelling is that
over time employment levels will be broadly unchanged.

Senator JOYCE—AnNd you are saying that in the short term people are not going to make
decisions which are going to be directly attributable to the ETS—that that will be the reason by
which people, especially in the coal industry and the manufacturing industry, lose their job?

Mr Comley—I think it certainly will be the case that a range of people will make claims
about the direct attribution of the Carbon Pollution Reduction Scheme to changes in jobs. That is
not atypical. If you reflect on almost any significant policy change, a range of claims are made
that attribute arange of things, including general circumstances, to a particular policy change, so
| would not be surprised if arange of people make claims about the direct impact of the Carbon
Pollution Reduction Scheme.

Senator JOYCE—So0 you are saying it is just a claim. It will be rhetoric; it will not be
actuality. For instance, with the coal industry, which will have to pick up about $5 billion over
five years, it will just be a claim that they will have to lose jobs; it will not actualy be a reason
that they lose jobs?

Mr Comley—What | am saying is that there will be a range of claims and each claim will
need to be subjected to some analysis as to whether it is attributable to the Carbon Pollution
Reduction Scheme.

Senator JOYCE—You have the most analysed document of all time—you just told me so
you yourself, Mr Comley—and it is sitting on the desk there with you. As Mr Sterland has said,
it is only a subset of the documents, so surely, within your analysis, you would be able to tell me
whether or not we arelosing jobs.

Mr Comley—The clear conclusion from that analysis is that the aggregate employment
effects of the scheme will be such that there will be no loss of jobs over the longer term.

Senator JOYCE—So if we can prove that that is fundamentally flawed and if industry can
prove that it is fundamentally flawed, would that be a fair indication that your whole subset of
documents—in fact, the documentsin their entirety—are flawed?

Mr Comley—That is a hypothetical question.
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Senator JOY CE—It is not if they prove it.

Mr Comley—Clearly, if evidence comes to light that is relevant for the policy, it needs to be
taken into consideration.

Senator JOY CE—From the most analysed policy of all time, can you explain to me in your
own words exactly how it will affect agriculture and how it will be played out in agriculture
from the year 2015 on.

Mr Comley—The government has said it that it will consider whether agriculture will be
included, and the inclusion will not occur until at least 2015.

Senator JOY CE—Let us say that they consider including it. | am in the agricultural industry
and | have grazing cattle. | want to know exactly how this is going to play out on my farm.
Roughly, what will happen?

Mr Comley—I am happy to explain the process we are currently going through, but that
really is getting well ahead of where the policy debate is. The government has said that it will
consider whether agriculture will be included and will do so by—

Senator JOY CE—A lot of people want to consider whether to buy a grazing property. They
want to give consideration as to whether they should own it in 2015. How do we consider
whether we should make that consideration unless we have the policy before us?

Mr Comley—I understand that that is a very valid concern about certainty about the future
regime. The issue here is that there is a process in place, and that process involves quite
extensive consultation with stakeholders. There are a number of tracks. Firstly, should
agriculture be included in the Carbon Pollution Reduction Scheme?

Senator JOY CE—Was the answer yes or no to that?

Mr Comley—That is a question under government consideration.

Senator JOY CE—When will we get to the end of that consideration and get to an answer?

Mr Comley—The government said it will make its decision by 2013 so there is adequate
notice, should it be included—

Senator JOY CE—So we just put buying a property on hold until then, do we?

Mr Comley—There is an uncertainty created by any change in the scheme, as there is about
what other measures might be brought in.

Senator JOY CE—What magical thing is going to happen in 2013 so that we cannot make the
decision now?

CHAIR—Senator Joyce, | think Mr Comley is trying to answer but you are badgering him
bit.
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Senator JOY CE—I am just trying to get through the questions quickly.

Mr Comley—T he process is quite important because, as was laid out in the white paper, there
are legitimate and sensible questions in agriculture about how you would cover agriculture
within a Carbon Pollution Reduction Scheme. For example, a number of stakeholdersthat | have
spoken to say that if agriculture were included within the Carbon Pollution Reduction Scheme
they would prefer that the point of liability would be at the farm level.

Senator JOYCE—Let us say that they are included; exactly how would that work? As a
hypothetical, let us say that they are in; what exactly is going to happen to the farm then?

Mr Comley—That iswhat | am trying to explain. The model of the way in which agriculture
would be included, should that decision be made, has not been finalised, and there has been a lot
of discussion with stakeholders who actually have a variety of views on this. One model is that
you would have a liability at the farm level.

Senator JOY CE—Let us tak about that model. How does that work?

Mr Comley—I will talk about that in a second, but the second model would actually be to not
have the liability at the farm level but to have that liability somewhere downstream where the
agricultural products are taken. That could be at an abattoir, a a meat processor if it were in the
beef industry, at agrain silo—

Senator JOY CE—It still filters back. How are you going to assess the carbon emissions on
the farm?

Mr Comley—That, again, is also part of the consultation process. At the moment we have,
essentially, agricultural emissions that feed into the national accounts, so we have a range of
methodologies for measuring that.

Senator JOY CE—Give me one.

Mr Comley—An example might be beef production. There would be an emissions estimate
based on the number of head of cattle, and that emissions estimate can in fact be broken down by
the region in which you are running the cattle or the breed of the cattle. Other information is
being collected.

Senator JOY CE—How many tonnes of carbon does a cow emit, roughly?

Mr Comley—Quite alot. | do not have an individual number.

Senator JOY CE—Give me arough idea.

Mr Comley—I will give you an idea of agricultural emissions. Agricultural emissions are
around 16 per cent of our inventory, and the most significant component of that is beef cattle

emissions. | am trying to remember whether it is between six per cent and 11 per cent of national
emissions that come from beef.
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Senator JOYCE—If there were one bovine ruminant marauding across the countryside
chewing up cellulitic material and turning it into faeces, how many tonnes of carbon would that
bovine ruminant emit?

Mr Comley—We will take that on notice.
Senator JOY CE—Would it be one tonne per beast?

Mr Comley—I am not going to give an estimate off the top of my head; we will take it on
notice.

Senator JOY CE—Does anybody have any idea about the most analysed document of all
time?

CHAIR—They said they are still doing the analysis. It is not yet included.

Mr Sterland—There is nothing in the exposure draft before the stakeholders and this
committee that pre-empts that decision.

Senator JOYCE—Let usjust cut through it. At the end of the day they are going to have to
buy a permit for each tonne of carbon that that beast emits.

Mr Comley—T here are a couple of important points. The first point is the model of inclusion,
whether the inclusion is going to occur, and a decision has not been made. The second point is
the method of inclusion, and that has not been included. But the third point isthat there is a clear
policy commitment that, should agriculture come onto the scheme, they will get access to the
same emissions-intensive trade-exposed assistance regime as other sectors.

Senator JOY CE—Let us move on. What we have confirmed there is that we do not have a
clue what is going to happen to agriculture in 2015; otherwise, we would have some details. But
let us move on to tax. Is atax tax-deductible?

Mr Comley—I think that is a question you should direct to Treasury.

Senator JOY CE—I will help you out. The answer is no; it is not. So, if a person is buying
thisand it is deemed to be atax, they will not get atax deduction for it.

Mr Comley—The question of whether it is a tax is one that the government views as not a
tax. There are a number of bills for an abundance of caution in case it is viewed as a tax. If that
hypothetical situation were to occur then the government would have to look at the policy.

Senator JOY CE—So we would have atax that was tax-deductible, then?

Mr Comley—I am not going to comment on that. That is a matter for Treasury.

Senator JOY CE—I can tell you that it is not. There would be a complete change in the tax
act. We have to do an assessment process. You personally are not going to be walking around the
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countryside assessing carbon emissions; | imagine somebody else is. Can you direct me to one
accredited assessor?

Mr Comley—As | explained last time, the process for determining who would be an
accredited assessor has not been completed yet.

Senator JOY CE—So thereisn't one?

Mr Comley—There is not a person who has been accredited under the scheme that will be put
in place; there are arange of firms that are currently in the process—

Senator JOY CE—Name one of those for me—
Mr Comley—and in fact provide advice on emissions.

Senator JOY CE—So name one person who is likely to be accredited as an assessor or who
has been considered for being accredited as an assessor.

Mr Comley—Senator, | do not think it is appropriate for me to provide names of individuals,
but—

Senator JOY CE—Because it iskind of fundamental to the whole policy working, isn't it?
Mr Comley—Yes. An example would be the major accounting firms.

Senator JOY CE—The major accounting firms—good stuff. | will go back to accountancy
now for sure! How many more public servants are going to be employed to run this scheme?

Mr Comley—In terms of the employment for the regulator, the final numbers have not been
finalised, but, to give you arough indication, the intention would be a little under 300.

Senator JOY CE—Three hundred are going to run it for the nation?

Mr Comley—Sorry?

Senator JOY CE—Three hundred people are going to run this CPRS for the nation?

Mr Comley—The intended staffing profile of the ACCRA is around 300.

Senator JOY CE—I will hold you to that. Now, has there been any correspondence—because
we are leading the world on this—between you and the US, in regard to where their emissions
trading scheme is going, or you and China, you and Russia or you and India?

Mr Comley—In terms of correspondence, we certainly have close contact. In fact, the reason
that the secretary is not here today is that he is currently consulting in the US on emissions

trading, among other things. We certainly have a range of bilateral contacts with China. We also
have contacts with provincial level governments—
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Senator JOY CE—And how are they doing that? Are we ringing them or are they ringing us?

Mr Comley—I think you would say it is a two-way flow. | think that they are very, very
interested in developmentsin Australia.

Senator JOY CE—And when do they reckon they are going to kick off on it?

Mr Comley—I do not think it is appropriate for me to comment on where US policy on this
might be evolving.

Senator JOY CE—Are you willing to suggest that the US may go down the path of an ETS?
Have they given us even some semblance of information which you could table which suggests
they might go down the path of an ETS?

Mr Comley—Senator, President Obama has said on the public record a number of times that
he would like to introduce a cap and trade scheme in the US, and in fact there have been a
number of pieces of legislation before the US congress that give effect to a cap and trade
scheme.

Mr Sterland—If | could just add to that, the Obama administration has included revenue from
acap and trade scheme in its budget proposal before the US congress.

Senator JOY CE—AnNd that it is similar to ours, to our cap and trade?

Mr Sterland—Absolutely—very much so.

Senator JOY CE—Very much so. Thank you.

Mr Sterland—Just on the other point—I think this goes back to Senator Eggleston’s question
earlie—there is nothing in the Australian scheme that requires exactly the same legislative
structure in the developing countries that you mentioned. For them to contribute credits involves
an internationally recognised process to assess that abatement; it does not require common
introduction of the same scheme throughout the—

Senator JOYCE—OKkKay; | am really interested in the story of revenue, because that is my
next question. Can you tell me how much revenue the government is going to collect after
implementation of this scheme?

Mr Comley—Yes. It was laid out in the white paper.

Senator JOYCE—Yes. | want you to put it on the Hansard. | actually know what it is; | want
you to say it.

Mr Sterland—The potential revenue from the issuing of permits—and that is the entire set of
permits—is $12 billion in 2011-12—

Senator JOY CE—Twelve billion in 2011.
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Mr Serland—but not all of those will be auctioned. A portion of those have been allocated
administratively. So $3.1 billion of that is being allocated to the emissions-intensive and trade-
exposed industries and $0.7 million to strongly affected industries. So that is around a third in
total that has been allocated administratively, and then just over $8 billion is for auction.

Senator JOY CE—So you have got about $8 billion coming in as revenue. |Is there anything
in the legislation that says that money has to be paid back out?

Mr Comley—No, Senator. That is a commitment the government has made, but it is not
captured in the legislation.

Senator JOYCE—It is not captured in the legislation, is it? So technically, at the moment,
they could just keep it—especially if they have got a huge deficit and they are trying to cover
their books.

Mr Comley—It is quite unusual for legislation to specify what future outlays may be made,
unrelated to the bill itself.

Senator JOY CE—Is there anything in the legislation that talks about the time frame in which
that money has to go back out?

Mr Comley—No.

Senator JOY CE—There is not, no. So they could pay it all back out—make a statement—or
they could hold it for a number of years if they really wanted to. There is nothing in the
legislation to preclude their doing that, is there?

Mr Comley—The legislation gives effect to putting the scheme in place; what is done with
the revenue as it flows into consolidated revenue as a matter government.

Senator JOY CE—It is a matter for the government once it is in consolidated revenue—thank
you.

Mr Sterland—The government will be putting out legislation that relates to some key
elements of that spending. For example, along with this bill, when the parliament sees it, the fuel
tax adjustment will be in legislation and there will be adjustments to rates of payment and the
like for low- and middle-income earners. So there will be other legislative expressions of the
expenditure which will account for avery large proportion of that table.

Senator JOY CE—The main thing is they are going to be collecting tens of billions of dollars
and there is nothing in the legislation that says they have to pay it out.

Mr Sterland—But there will be legislation that does.
Senator JOY CE—Wiill there? Can you tell mewhat isin it?

Mr Serland—There will be legislation that accounts for very significant amounts of the
household assistance package.
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Senator JOY CE—What is ‘significant’ ? You know alot about it. Isit 50, 60, 70 per cent?

Mr Comley—What Mr Sterland is alluding to is that the assistance for low- and middle-
income households is $6 billion in 2011-12. That has to be delivered through legislation because
it comes—

Senator JOY CE—$6 billion over how many years?
Mr Comley—In that year.
Senator JOY CE—So how much are they collecting?

Mr Comley—On the fiscal balance measure that Mr Sterland was talking about, if you
auctioned all permits you would raise $12 billion in 2011-12. Of that, $6 billion is assistance for
low- and middle-income households, which is delivered through legislative amendments in acts
outside the CPRS.

Senator JOY CE—But those bills are not on the table.
Mr Sterland—They are not out for exposure at present.

Mr Comley—But they will be before the parliament when the CPRS is being debated, and the
fuel tax adjustment also needs to be made legislatively.

Senator JOY CE—How much isthat?

Mr Comley—That is $2 billion. The assistance to emissions-intensive trade-exposed
industries, another $3.1 billion, is captured within the legislation. The assistance to strongly
affected industries, which is the $0.7 billion, is also captured in the legislation. Regarding the
Climate Change Action Fund, which is $0.7 billion, some of that as grants programs may not be
captured in the legislation.

Senator JOY CE—They are not permanent measures, though, are they? They are introductory
measures; they are not going to go on forever. Are you saying that those introductory measures,
such as the assistance to pensioners and the assistance to trade exposed industries, are in
perpetuity or just at the introduction of the scheme?

Mr Comley—That is a policy matter for government. Certainly the framework for the
emissions-intensive trade-exposed industries has been set out in the white paper.

Senator JOY CE—At this point there is no exposure draft, but | can tell you right now that is
just at the introductory side of the legislation. It is not considered that it will go on in perpetuity,
in which case you have awindfall gain for the government.

Mr Sterland—There are some small elements of the fuel adjustment that are transitional. By
far the bulk of it will have a forward estimate going forward because of the way the assistance is
delivered.
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Senator JOY CE—So you are giving a guarantee that the bulk of the amount that is received
will be, in perpetuity, returned back to the public.

Mr Sterland—Subject to parliament.
Mr Comley—We are talking about potential policy decisions going forward.

Senator JOY CE—The policy one is a handy answer. An overriding guarantee of the scheme
Is to mitigate carbon levels, and we have come up with a lot of issues so far that you have not
foreseen, agriculture being the primary one. If, in another area that you have not foreseen,
carbon levels reduce, what will be the value of my permit?

Mr Comley—That is a hypothetical question.

Senator JOYCE—I am saying ‘if carbon levels reduce’. That should not be hypothetical. It
should be straight out, black and white. This is the most analysed piece of legislation in time.
Surely you would be able to tell me what the value of the permit will be if carbon levels reduce.

Mr Comley—The first thing, in terms of the science, is that carbon levels are not reducing.
They are increasing quite substantially.

Senator JOY CE—But | am asking you what happens if they do.

Mr Comley—The question of what happens when carbon levels reduce is really not directly
relevant to what happens to the—

Senator JOY CE—Why not? It is the Carbon Pollution Reduction Scheme. What happens if
carbon levels reduce?

Mr Comley—What happens to the carbon price, which is what you are asking, is a
relationship between the cap that is put on carbon pollution and the underlying demand for that
carbon pollution.

Senator JOYCE—What is going to be the level? | can answer that quegtion. It is so simple:
your permit will be worth nothing. Why can’'t you say that?

Mr Comley—Because you are assuming arange of things—

Senator JOY CE—No, | am assuming one thing—carbon levels globally reduce. What will be
the value of my permit? This is the Carbon Pollution Reduction Scheme. Surely you must be
able to give me a value for the permit if the Carbon Pollution Reduction Scheme works and
carbon is reduced.

Mr Comley—The point | am trying to make is that ultimately the carbon price is the balance
between the demand or the desire to put carbon pollution into the atmosphere and the cap that is
Imposed on it.

Senator JOY CE—You are prevaricating.

ECONOMICS



Monday, 30 March 2009 Senate E 25

Mr Comley—Senator, | do not actually think—
CHAIR—Senator Joyce, there are other questions and we are running out of time.

Senator JOYCE—How are we going at the moment borrowing money for permits? If there
are $12 hillion worth of permits out there and let us say you auction $8 billion worth, how is the
industry going to go borrowing money for the permits in the current economic climate?

Mr Comley—The first point isthat it is not necessarily the case that firms will have to borrow
money for those permits.

Senator JOY CE—You will give them to them, will you?

Mr Comley—No; I think there is a very important point. The scheme runs on a financial year,
so it starts on 1 July and ends on 30 June, and the actual permits do not have to be surrendered
until 15 December in each compliance year. What many businesses are actually doing is pricing
in their business decision making through the course of the year the impact of the expected
permit liability.

Senator JOY CE—So the farmer could just price in the permit and say at the cattle yards,
“You'll had to pay me more money so that | can buy my permit.’

Mr Comley—We have already discussed that there is a decision to be made whether
agriculture will be included. The question of how you meet your liability—

Senator JOY CE—How about the dairy producer and the production capacity at the dairy
level? They will just price in to see—

CHAIR—Senator Joyce, we are discussing the current exposure draft, which does not include
agriculture.

Senator JOYCE—No, dairy production is in right away. In fact, Murray Goulburn have a
700,000 tonne carbon footprint, which they have to pay for right away. How are they going to
price that in?

Mr Comley—The question of whether people can price in or pass is a commercial
negotiation. What | am trying to make clear is that the actual permit liability does not come until
five months after the compliance year. There are a range of different ways in which firms can
manage their permit liability.

Senator JOYCE—So if they cannot offload the price, the only thing they can do is borrow
the money to purchase the permit.

Mr Comley—I think there are two issues here. The first issue is whether they actually bear
directly the permit cost or have a capacity to pass it on. The second issue is how they manage the
cash flow implications of having permits which they may purchase in advance of the point at
which they have to meet their compliance obligations.

ECONOMICS



E 26 Senate Monday, 30 March 2009

Senator JOY CE—AnNd in five years time you have to buy all the permits again, don’t you?
Mr Comley—Sorry?
Senator JOY CE—How long do these permits last?

Mr Comley—The permits are vintage stamped, date ssamped—that is, we issue them as a
2010 permit or a 2011 permit. Each of those permits is good for one tonne of carbon, so once
you have used it once it expires, but you do have the capacity, if you choose to, to bank a permit
to carry it forward indefinitely until such time as you think it is most beneficial to use.

Senator JOYCE—So | could buy my permits now and they will last forever?

Mr Comley—You can buy a permit which will last indefinitely, but as soon as you use it it
expires effectively.

Senator JOY CE—If | buy one million tonnes of permits now, | can keep those for as long as
| want?

Mr Comley—You can but, coming back to your earlier question, if you have bought the
permits you will have to have paid for the permits. If you choose to pay for the permits just to
hold them for whatever reasons, you would be tying up capital in the purchase of the permits.

CHAIR—Senator Joyce, we really have to wind this up.

Senator JOY CE—Obviously, that would mean | would buy and hold them in the market as a
capital asset and crowd out other people’s capacity to buy permits and force up the price of
permits.

Mr Comley—Certainly, there is a capacity to bank. Now, as to whether you would choose to
do that—you would have to compare the financial return on that permit with other financial
returns, bearing in mind that these permits pay no coupon payment, they have no intermediate
flow of funds. They are not like a share in a company or a bond in that respect. So you have got
to be prepared to pay that capital holding cost.

Mr Sterland—And they are interchangeable with international credits in this scheme, so we
do not think it is really possible for an individual entity to affect the market like that.

CHAIR—Senator Xenophon.

Senator XENOPHON—Can | just go to the issue of the regional impacts of the CPRS. You
are aware, Mr Comley, of a report last week that was prepared by Frontier Economics for New
South Wales Treasury in relation to that. Did your modelling look at regional impacts on
employment?

Mr Sterland—That is a question for Treasury in detail. | do know that they looked a the
robustness of the regional modules under the model that was used and decided that it was not
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going to contribute usefully to the public debate to push a model that they did not think was
robust. The data underpinning it was not robust.

Senator XENOPHON—So you do not think it is robust to look at regional impacts?

Mr Comley—No, that is not what Mr Sterland said. He said that these models are designed
for particular purposes. There is clearly an interest in looking at regional impacts, but these
models are not designed with sufficient robustness of data when you start disaggregating down
to that very fine level.

Senator XENOPHON—Right. Some could criticise Frontier Economics for their modelling,
because they basically used a CGE model—computable general equilibrium, for those who are
reading this—which is the same model that is used in CPRS simulations which has a full
employment closure rule. Isthat your understanding?

Mr Comley—I would be very surprised if the CGE model does not have a full employment
closure.

Senator XENOPHON—But—can you explain this to me—doesn’t that model assume that
there will be an adjustment effect on the labour market, that it will seamlessly adjust from one
sector of the market to another to achieve that full employment closure rule?

Mr Comley—If you have a full employment closure of a CGE model then essentially you
have assumed that the labour released in one areg, if there is achange in the relative growth rates
of a sector, will be absorbed elsewhere. That is a common assumption in CGE modelling. Now,
some CGE models attempt to put some, if you like, friction into that process, but generally those
with full employment closures look at what has happened over history, which is that you tend to
have trend changes in unemployment, and, as one sector grows at a relatively slower rate, they
are absorbed into other sectors.

Senator XENOPHON—BUt in the real world there are frictions. Wouldn't you look at the
labour market factors and also things such as capital stock rigidities? You need to consider those
in the context of how there would be an adjustment, at least on a transitional basis, with respect
to aCPRS.

Mr Comley—And some of those capital rigidities show up as changing profitability levelsin
the real world, which is not necessarily associated with changes of employment levels but has an
impact on capital as well as labour. A good example of this, | think, is the transition of the
electricity sector under the CPRS. We have modelling reports which pick up changes in asset
values—that is change on the capital side which reflects that you have rigidities in capital—and
that iswhy there is the Electricity Sector Adjustment Scheme.

Senator XENOPHON—S0 you are saying that the Frontier Economics modelling has not
included the whole issue of capital values being affected as much as a CPRS model?

Mr Comley—No, | am not saying that—

Senator XENOPHON—I misunderstood.
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Mr Comley—I am just making a general observation about CGE modelling.

Senator XENOPHON—OKkay. But in relation to Frontier Economics, as | understand it, you
have said that there will not be as much of an impact on electricity prices and therefore there will
not be as much of an inducement for households to alter their behaviour. Isthat afair summary?

Mr Comley—Yes.

Senator XENOPHON—BUIt isn't the flip side of that that, if there is not such an impact, you
can go for a deeper cut, in the sense of going for amore ambitious target?

Mr Comley—No, | think—

Senator XENOPHON—Becausg, if the price effect is cushioned, isn't the corollary of that
that you have the option or flexibility to go for a deeper cut in emissions?

Mr Comley—I think that is the wrong conclusion. The reason | think it is the wrong
conclusion is that the cushioning that is needed for the transition is delivered in the white paper
model by income assistance for those most vulnerable to the transitional process. If you actually
reduce one of the areas where you can find low cost abatement, which is the demand side, you
will typically impose a higher aggregate economic cost for making any transition for any
emissions reduction. So, by reducing the demand side response, you make achieving a more
ambitious target more difficult.

Senator XENOPHON—But isn’'t what the government is proposing—please correct me if |
am wrong—compensation of 105 per cent for low- and middle-income earners?

Mr Comley—It is actually more than that for some low-income earners.
Senator XENOPHON—So where is the incentive to change behaviour?
Mr Comley—The incentive is that the money is provided as a lump sum.

Senator XENOPHON—They could go to the movies with that. They do not have to spend it
on more efficient—

Mr Comley—Exactly. If they can go to the movies the flipside is that they can decide not to
keep running the same power bill they have and then use that money to go to the movies or
something else. So they face that full incentive because you have not tied it to the energy use,
whereas in the frontier model the price of electricity does not change and, as a result, there is no
incentive to decide: do | want to go to the movies or something else, rather than spending money
on power?

Senator XENOPHON—Going back to my dim, dark days in state parliament, after the assets
were privatised in South Australia electricity prices for consumers went up in the vicinity of 30
to 35 per cent. People did not change their behaviour despite that massive whack in electricity
prices. Isn't there an issue here about the relative inelasticity of demand for electricity?
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Mr Comley—There is a question of inelasticity, but some of those issues are clouded by the
fact that there are two elasticities at play here. One is the price elasticity—how much you
respond to price. The other is the income elasticity—that is, as you increase someone’s income,
what happens to their use of electricity over time. We have had very strong income growth in
Australia over a number of years, and that is largely driving electricity demand. On the other
side, the costs of arange of appliances that are used with electricity to produce benefits have also
tended to decline over time. So you have to look at the combination of factors. But | think it is
wrong to conclude that the price does not have an effect once you have allowed for those other
factors.

Senator XENOPHON—What modelling has been done to show that, if you compensate
consumers more than 100 per cent for an increase in electricity prices, there will be an abatement
in demand for electricity that will do all the things that consumers ought to do in terms of energy
efficient light bulbs and so on? That is the sort of thing the GGAS scheme, which was only a
baseline and credit scheme, did in New South Wales. To what extent are we missing the boat on
that, in that this is quite a fixed approach that does not tackle the issue of abatement front on?

Mr Comley—Everyone recognises that price is not the only mechanism you use. That is why
there is a suite of other complementary measures—for example, the insulation measure that was
in the stimulus package.

Senator XENOPHON—T hat is not part of the CPRS, though.

Mr Comley—No, but the government would think about its policy involving a whole range of
tools, not just the CPRS. To reduce the price incentive would take one of the tools that are going
to impact on household demand out of the equation, and over time that will continue to be an
important driver.

Senator XENOPHON—Going back to the issue of the full employment closure rule, the
issue of capital rigidities has largely been assumed away in the modelling, hasn't it? Certain
assumptions have been made about capital rigidities, which some would say puts an artificially
low cost on what the economic impact of the CPRS will be in its current form.

Mr Comley—This is a question that we would be happy to refer to Treasury and get
something before the end of the week. | note that, when you do a modelling exercise, there are a
range of things on both sides of the equation. Some people may look at capital rigidities as being
understated in the CGE model. Others will say that it can only take account of trend changes in
technology and, if you are imposing a large price change, you may in fact get more technological
response than you have had in the past—or, for example, more of a response on demand side.
There is going to be not just the pure price effect but also alot of publicity and awareness-raising
of these matters associated with the introduction of the CPRS.

Senator XENOPHON—Going back to the issue of compensation, if you overcompensate,
you will not have the price elasticity effect, will you?

Mr Comley—You still have the price elasticity effect.

Senator XENOPHON—It is muted, though, isn’t it?
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Mr Comley—It is muted by the extent of the income effect but the overall change in income
for these households is relatively small because electricity is a relatively small part of the their
consumption basket. So if you get a price effect of 18 per cent and you are increasing income
levels, even for pensioners, by 2Y% per cent then the effect of the price is still going to be very
significant.

Senator XENOPHON—That isincluded in all the modelling that has been done?

Mr Comley—The specific compensation package was not modelled in the Treasury
modelling report but—

Senator XENOPHON—That is pretty fundamental, though, isn’t it?
Mr Sterland—With the fact of compensating it, yes.

Senator XENOPHON—Are you saying that the effects of the proposed compensation have
not been modelled in terms of what their impact will be on electricity consumption?

Mr Sterland—We will take some of that question on notice because | think there are probably
some very specific answers. But recycling of the revenue to households was modelled, so that
first order macroeconomic effect was in the modelling. That sort of level of macroeconomic
model does not give you the tools to go down to every income and household type to do it, but
the overall effect isin there, and it is separated from—

Senator XENOPHON—BUL it really is the $6 billion question because it is a question of
behavioural economics as well, isn't it, in terms of how consumers react to the level of
compensation in respect of their energy consumption?

Mr Comley—There is a sense of how they will behave, but the price effect is very significant.
They receive an income payment which effectively is untied to their expenditure and it becomes
part of the tax transfer system in general. So essentially, for a pensioner, you raise their income
by 2% per cent. They face increased electricity prices of around 18 per cent, so it isa very strong
price driver. They are given enough income that they could continue exactly the same behaviour
and be no worse off, but they have a strong incentive to change their behaviour.

Senator XENOPHON—But has modelling actually been done in terms of what the likely
impact is going to be of that compensation on people’s behaviour? | do not think it has. Isthat a
fair conclusion?

Mr Comley—I am not aware of specific modelling of the precise compensation package but,
as Mr Sterland said, there is modelling of recycling the revenue to households.

Senator XENOPHON—Rather than spending that level of compensation on energy
efficiency measures—having the SWOT teams going in to put in energy efficient light bulbs and
low-flow shower heads and all that sort of thing—has any modelling been done as to what bang
for our buck we get in terms of reducing greenhouse gases?
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Mr Comley—I am not aware of such modelling but | am not sure that the modelling would
give you alot of insight to those sorts of programs which have only been run on a small scale to
date.

CHAIR—Can | ask arelated question. Has the department provided the government with any
advice about schemes, within either the CPRS or additional schemes, that would assist with
voluntary household action? Has there been any more discussion about that?

Mr Comley—Obviously | will not comment on the content of the advice—
CHAIR—NOo.
Mr Comley—but we have provided advice to government on those issues.

Senator XENOPHON—Can | follow on with that, because to me this is about reducing
greenhouse in the most efficient way. Do these other tools for managing demand include credit
schemes? Is it part of the credit schemesto give incentives to reduce demand?

Mr Comley—You just asked about credit schemes, but, if you are talking about things that
have often been referred to as ‘white certificate schemes’, the general view is that the Carbon
Pollution Reduction Scheme sends the price signal itself. It is the clean and consistent approach
to sending that price signal and so it is not clear to us that there would be additional benefits of
having a second scheme that replicates a similar task.

Senator XENOPHON—I think | need to put some questions on notice, and maybe this is a
basic question | should understand, but how can you argue that as incomes are rising through the
compensation mechanism people are being more sensitive to rising electricity prices? | do not
quite get that.

Mr Comley—The point | was making is that, other things being equal, higher incomes tend to
reduce your sensitivity to any particular price.

Senator XENOPHON—ASs would a compensation mechanism.

Mr Comley—Yes, but the price change is quite large relative to the income change. The
comment | was really making is that one of the things that really drive the responsiveness to
change is the timescale that you have in mind. Every result across all types of markets shows
that short-run elasticities are smaller than long-run elasticities. That just makes sense. You have
more options to change your behaviour the longer the time horizon, so you have more time to
turn over your car and to do a range of capital projects. The most important thing in terms of
elasticity is not the current price or even a change in the price at that point but your expectations
about what is likely to happen to future prices. If you have an environment where there is an
expectation that carbon pollution is going to become more expensive and that prices will rise
over time, you would consider arange of investment decisions that you would not if you were in
aworld where you did not expect those to change.

Mr Sterland—T he other point to make is that the real income of the household sector is not
going up, and no-one is claiming it is. These are measures to compensate for a one-off price
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impact which are aimed at the most vulnerable households. Some of them, because of the nature
of those payments, may get slightly more than the price impact. But, as a whole, the household
sector is not getting a real income boogt that is going to be muting a considerable incentive to
respond to emissions.

Senator XENOPHON—MYy understanding is that dairy emits about 2.2 tonnes a year; grain
fed cattle, 1.5; sheep, around 0.2; and pigs, around 1.2.

Mr Comley—Those numbers look too low. It may be that that is referring to the meat-
processing sector. If you actually look at the beef production sector, including the things not
included in the scheme, it is much, much higher than that.

Senator XENOPHON—Perhaps you could take that on notice.
Mr Comley—Yes.

Senator BUSHBY—In response to an earlier question about alternatives to a CPRS you
suggested there were really only a market approach and a regulatory approach. What about other
approaches to reducing or even sequestering carbon? The high-profile example of biochar, for
instance, did not seem to fit into either of the approaches that you said were the only options.

Mr Comley—There are two questions. One is whether these things would be recognised in
international accounting rules, but let us just put that aside for the moment.

Senator BUSHBY—I think that is irrelevant. The overall aim is actually to reduce carbon.
Whether it ticks some boxes somewhere or not, if it is reducing carbon it is reducing carbon.

Mr Comley—It istrue that the goal is to reduce the carbon pollution entering the atmosphere.
The fact that these are not currently recognised in international accounting is partly because
there are some methodological issues that need to be considered. When | answered previously
about the suite of measures, even with something like by biochar one would imagine that you
would need either a market or aregulatory regime to encourage, monitor and verify whether that
was actually occurring. So | was not meaning necessarily to exclude that, but | was capturing the
ideathat you would in fact need some regulatory structure or incentive system for it to occur.

Senator BUSHBY—Okay. That is fine. That leads into my next question. That answer
highlights the very fact that the CPRS that we are looking at is only one example of how you
could set up a market system, only one example of how you could set up a cap and trade system.
There are lots, probably thousands, of areas within the CPRS as proposed that could have been
set differently, with different results for how they impacted on Australians, Australian businesses
and Australian industry, while still reasonably likely to achieve the aims of reducing carbon
emissions. Isthat afairly accurate statement?

Mr Comley—It is certainly the case that, once you decide you are doing a cap and trade
scheme, there are a very large number of design decisions that have to be made to decide which
particular cap and trade scheme you have. At one level, what the white paper does is walk
through all the design decisions you need to make to give effect to a particular cap and trade
scheme. | think it is actually a very useful point, Senator, because in commentary people will
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often say that they would like an alternative model, but until you fully specify what that model is
you really cannot trace through what the implications are for the economy as a whole but also
particular sectors of the economy and the environment.

Senator BUSHBY—I think that is a fair statement. The CPRS that we as a committee are
looking at includes therefore a lot of policy decisions that have been made as to how this
particular cap and trade scheme is proposed to work in Australia.

Mr Comley—Yes, that is right.

Senator BUSHBY—And there are a lot of different decisions that could have been made,
which would have had different consequences—and, as you say, possibly you would need to
work through the whole of the scheme before you could accurately analyse what those
consequences or impacts might be. Nonetheless, you could do a different CPRS or a cap and
trade scheme in Australiawhile still trying to achieve similar aims or targets.

Mr Comley—You could, but with any design choice that you make, though, you would have
to carefully analyse what the ramifications would be.

Senator BUSHBY —I acknowledge that. There would be different impacts and, as you say,
you would not necessarily know what those impacts would be until you had fully designed the
scheme and tested how it might work and how it might play ouit.

Mr Sterland—I think there is some truth to that, but the other point I would make is that there
has been very substantial analysis of very many of those design decisions over a range of years
In successive reports. First, the white paper goes to some lengths to try and really talk about the
pros and cons in each case. That followed a green paper process which received extensive
submissions. So we are well aware of the different design choices, but these ones have been
reached in a very deliberative fashion and in response to stakeholder concerns. | think, where
those stakeholder issues have been raised, they have generally been raised very transparently and
openly in the white paper. This whole process builds on a process the states ran and then the
Shergold review ran, where many of these decisions were gone over. So, it is true that there are
many design choices to make, but we have arrived at this point after writing and thinking and
discussing all of those design choices with stakeholders.

Senator BUSHBY —I understand and appreciate that. But, if decisions have been made—
Mr Sterland—Based on analysis too.

Senator BUSHBY—based on analysis and based on representations made by stakeholders,
ultimately the design would include trade-offs to some extent, because if it was easy everybody
would do it and it would not be such a problematic or drawn-out process. Decisions have been
made to design it in the way it has been designed on the basis of all those factors that you have
stated, but other decisions could have been made in the process if the government had so
decided.

Mr Comley—That is right, but—just following on from Mr Sterland’s point—both the white
paper and the green paper are very transparent about the various decisions that were made and
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the alternatives that could have been considered. For every key design aspect, the pros and cons
of the particular decision are actually laid out in the green and white papers.

Senator BUSHBY —I understand that as well. So, as a result of all of that, the department is
confident that the CPRS as designed is the best outcome for seeking to achieve the emissions
reduction targets?

Mr Comley—I would characterise it this way: there are a number of design elements that are
critical as to whether you can achieve emission reduction targets. Certainly, we are very
confident that the design of the scheme meets them. We are also confident that technically those
emission reductions can be achieved and that it is administratively feasible and meets all those
sorts of standard tests of ensuring the thing will work. There is a range of other design details
which essentially make judgments about how different stakeholder groups, different parts of the
community, will share in the task of achieving emission reductions. | do not think it is
appropriate for the department to comment on whether we think that balance is exactly right or
not because that is ultimately a judgment that is not atechnical judgment but a policy judgment.
But what | can say is that the choices that are made in respect of those judgments in the white
paper do not compromise the capacity to meet the emissions reduction objective.

Mr Sterland—The only extra point | would make is that, when we go into the world with
professional colleagues in other key countries that are working on this, they find this a very
strong document with considerable support. So in that overall sense, if you are looking outside
of our environment, the professional feedback from practitioners and other governments looking
a this is that they find this a very robust and credible contribution to what has been a very
significant debate worldwide.

Senator BUSHBY—That leads into my next question. Earlier we had a discussion in
response to Senator Furner’s question regarding what other countries are doing, both a sample of
developed and sample of developing nations. Are any of those looking to adopt an emissions
trading scheme that would be identical to ours, given what you have said about it being so well
received worldwide and having done the work to make sure that the decisions you have made
within the design are the right ones? Will other nations be adopting it holus-bolus?

Mr Comley—I would answer that this way: with the possible exception of New Zealand—
because New Zealand policymakers have a real concern about consistency across the Tasman; |
am not speaking for them but | think they are an exception—I would find it surprising if any
country necessarily came to exactly the same judgments on all design features of a particular
scheme. The reason for that is that every country brings its own institutional, political, economic
context to a question, and that manifests itself in the way you see all other policies play out. For
example, the way that you see a structural reform task handled in France will not be the same
way it is handled in the UK, the US, Australia, Malaysia or Indonesia.

When you are getting down to those judgments about the way in which the community adjusts
to agructura reform, the way in which atransition is managed, | think it would actually be quite
surprising if someone made exactly the same judgments, given their domestic consegquences.
There are areas in which | would expect them to not necessarily adopt a holus-bolus approach
but, in areas of how you technically measure principles and terms of establishing broad
coverage, and in looking for experience of how you bring sectorsin that have been quite difficult
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elsewhere internationally, | think you could imagine the technicians would say, ‘I think that is a
sensible model to pick up’.

The other thing that | would say is that part of the dialogue that we have with our international
colleagues is to talk through the reasons that we have done things and to explain them in some
detail. | think what you will probably find is that will feed in through that indirect process into
the way they think about design choices which may show up in future models, in the same way
that we have clearly learnt from the European experience but we do not have a scheme that looks
exactly like the European models.

Senator BUSHBY —That answer does not surprise me at all. As you say, there are a whole
range of factors that are very different between countries that impact on how they would
design—

Mr Serland—Could | add that, in a sense, Mr Comley jumped over the New Zealand
example, but the New Zealand government has made it very clear—and | do not think it is just
for reasons of competitiveness—that they are very interested in looking at the model in quite a
lot of detail. Part of that is that we do have some similarities in the structure of our economies.
So there is at least one country that is looking very closely to features of the scheme, and it has
announced part of that government’s policy.

Senator BUSHBY—They may well adopt features. Despite their economy having a lot of
similar features, they may well, for political reasons, decide differently on certain aspects of the
design.

Mr Sterland—As Mr Comley mentioned, that is true.

Senator BUSHBY —That highlights a point about which | am interested in hearing from you.
You mentioned that there are a range of factors—social, political and economic—that may lead
to different design options being elected. One of those is political, as you mentioned. For all
sorts of political reasons a government may choose to do things slightly differently, or even quite
differently, based on the politics of the situation rather than on other aspects necessarily but still
with the aim of achieving asimilar target to what they could have within the framework—

Mr Comley—That is right. Maybe a good example of that is in the European Union. When
they introduced the emissions trading scheme, very little consideration was given to the need for
household compensation, whereas clearly that has been part of the debate in Australia.

Senator BUSHBY—That is right. Coming back to my initial question about the range of
factors that could be included, | would imagine that a number of decisions on which way to go
may ultimately have been made on the basis of some political input into the decision-making
process as well as other input. That must be one of the considerations that come into the mix,
particularly with regard to issues that are not technical decisions but more policy decisions.

Mr Comley—We are not disagreeing. Any major policy is a combination of technical advice
and political considerations.
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Senator BUSHBY —I have just a couple of other questions. In the last week or so we have
had evidence that some of the companies and major emitters and/or industries have been ‘rent-
seeking'—that is the term that has been used but not originally coined by me—in terms of what
they are trying to achieve from their submissions to the various inquiries into government. To
what extent do you think emitters are rent-seeking, or do you accept that most are making
submissions that genuinely relate to the impact on their industries and what they think is likely to
happen?

Mr Comley—I am not going to characterise the stakeholders we deal with as rent-seekers. |
would make the observation that they, particularly business stakeholders we deal with, have an
obligation to protect the interests of their owners and their shareholders et cetera and put the best
case they can for their industry. | would characterise the relationship we have had with the vast
majority of stakeholders at a departmental level—and | cannot speak for the minister—as very,
very constructive. We have a lot of good input and engagement on the way through.

Senator BUSHBY—Do the concerns they have raised appear, on the basis of what you have
before you, to be genuine?

Mr Comley—Across the board, many of them are raising issues that they certainly believe are
genuine, and they provide data and supporting evidence on the way through. Again, all these
things at times come back to the judgment about how the task of managing a major structural
transformation is achieved, so there are aways going to be some differences of opinion about
that process.

Mr Sterland—The other point would be that the government takes that feedback into account
along with a range of other information and analysis—the Treasury modelling and other
commission analysis along the way—so there is no sense in which the information is dependent
only on stakeholder feedback. There are a broad range of sources and you assess veracity against
that on a case-by-case basis.

Senator BUSHBY—The suggestion that some of these industries were rent-seeking
concerned me. It was probably quite an unfair suggestion. | am interested whether you, having
looked at the veracity of those claims, consider there is something in them or whether you think
the concerns being presented by the industry are genuine.

Mr Comley—In every policy process | have been involved in, you do not necessarily agree
with every point that is put to you by a particular stakeholder on any side of the debate. What we
do as a department is to make sure that we have understood the argument that has been put to us.
Then we will independently seek to analyse and test that both with other stakeholders and other
sources to verify those claims or not. The vast majority of the observations that have been made
to us have led us to a process of analysis to work out whether we think it is arobust position.

Senator BUSHBY—On a dlightly different topic, we have heard evidence from a number of
witnesses in response to questioning by the committee about the impact on some high-profile
areas, such as the aluminium industry and the cement industry, particularly in the context of
carbon leakage and the possibility of industries like that leaving Australia or becoming less
viable and smaller. The evidence we have received stated that it may well be a good thing for the
world if those industries leave Australia and go somewhere else where they can operate using
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lower emission energy like hydro or gas, rather than staying here, where they may operate on
coa based energy. In the context of that evidence, are there any policy outcomes built into the
design of this CPRS that are deliberately abandoning certain industries in the interest of
achieving global emission reductions?

Mr Comley—No. The clear policy framework is to manage a transition to a low-carbon
future. The intention is that, as the rest of the world moves, there will be a global carbon
constraint, which means those carbon leakage issues do not occur. In the interim, the intention is
that the transitional assistance through the emissions-intensive trade-exposed program will help
manage that transition.

Senator BUSHBY—That is a nice summation of the government policy, but the reality is that
there will be, as part of the transition, some industries that are affected far more than others,
despite the approach of the EITE compensation, and we have heard evidence of that. In that
context, a number of academic experts have told us that it would be a good thing if some of
those industries did leave. So in answer to my question are you saying that no deliberate policy
decision has been made that moving some of those industries in the structural adjustment is one
of the accepted outcomes of this CPRS to basically try and achieve the target outcomes?

Mr Comley—There is no deliberate policy, but the scheme has been set up to try and ensure
that incentives are maintained to reduce carbon pollution. So the way in which the EITE
assistance is provided, which is the relevant thing for these industries, is such that if they
improve their emissions efficiency they benefit from the full value of that by having a lower
permit liability. There is a carbon productivity contribution, so there are continued incentives to
reduce emissions. But moving certain industries offshore is not a deliberate policy objective.

Senator BUSHBY—I will leave it at that, Chair—and | am going to have to leave now as
well.

CHAIR—Okay. Thanks. | have a couple of questions. One is about the timing of the hills.
From one side we have had people worried that it is coming in too soon, that the industry is not
ready, and from the other side we have had groups saying that the targets are not high enough,
and we should scrap it and wait till it is 25 per cent. Can you comment on that and how all that
would fit into the world economic situation, and also on the negotiations that are coming up at
Copenhagen.

Mr Comley—Maybe if we start with the last point, about the negotiations at Copenhagen.
The intention is not to set the scheme caps and the gateways for the longer term until early 2010
so that the outcomes of the Copenhagen meeting would be allowed to be taken into account
when setting out those scheme caps and gateways for the next 10 to 15 years. | think that is the
important point.

In terms of the timing of the legislation itself, the government’s intention is to introduce it in
the winter sittings and pass it in the winter sittings, and that would allow the Australian Climate
Change Regulatory Authority to come into formal existence—after the legislation is passed and
it becomes an act. That would then allow the Climate Change Regulatory Authority to start that
information and education and engagement with stakeholders in a very direct, informal way for
up to ayear, leading up to the introduction of the scheme on 1 July 2010.
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There is actually very important point to make about 1 July 2010 which | think has been
glossed over alittle bit. | think that is partly due to people seeing a parallel with, say, introducing
a GST; people are putting the two together. It is true that the scheme starts on 1 July 2010, but
the first compliance point is not until October 2011. So this is a little bit different to when you
have a reform such as the GST which started on a certain day and then you had people putting in
their first BAS return about a month and 21 days after its start. So when people talk about the
start of the scheme—while there will be auctioning of permits through the start of 2010 and the
formal compliance year will start 1 July 2010, it is not until you get to October 2011 that people
will put in their first form. Now, good policy has to have everything in place in advance of the
scheme commencing, but in reality that does give a number of people some extra time that has
not been considered.

The other issue that is probably worth mentioning is the certainty aspect. | think Senator Joyce
was alluding to certainty post-2015, but there are a range of other stakeholders who are
particularly concerned about business certainty on a much shorter time horizon than that—three
years. There is considerable concern that a delay would have implications for their capacity to
make business decisions.

Senator XENOPHON—Chair, can | just ask a supplementary question to your question. In
the evidence last week given by Dr Richard Denniss from the Australia | nstitute—you may have
heard or read his evidence—he essentially said that, if at Copenhagen there is a higher target set,
above the target that the CPRS is seeking, then a liability would be placed on Austraian
taxpayers, because of the difference between, say, a 15 per cent and a 25 per cent target. Would
you care to comment on what Dr Denniss said?

Mr Comley—I think that is a policy question and assumes that that could not be met without
the taxpayer purchasing international permits, and I think—

Senator XENOPHON—That is right. But that is a fair enough point, though, isn't it? If at
Copenhagen they decide on a higher figure than is proposed in the CPRS then there would be—

Mr Comley—That is a hypothetical question, Senator. | do not think | would—

Senator XENOPHON—We will leave aside what might happen at Copenhagen. If thereisan
international agreement to set a target above 15 per cent, won't that mean that Australia will
have to purchase permits internationally, which will obviously cost taxpayers?

Mr Comley—Not necessarily. For example, | can imagine a scenario where that was not
required. If you set a scheme target consistent with the national goal of minus 15 per cent but
there was a more ambitious international agreement and that led you to set more ambitious
targets post-2020—this is an important point—what that is likely to do is change the actual
emissions prior to that point, which is going to change the level of banking. So, whether the
Australian government would be faced with a potential liability depends on a number of factors,
including the level of banking and the measures that you take in the uncovered sector of the
CPRS, or other policies that it could consider before it had to have recourse to international
permits.
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Senator XENOPHON—BuUt it potentially could if we did not deal with those other matters
outside of the CPRS to get our emissions down.

Mr Comley—One mechanism that the government has available to it is purchasing
international permits, but that is not the only mechanism. | think that really is hypothetical at
2020.

Mr Serland—The other point is that the Australian government is sitting at the table where
these discussions are taking place and it will be taking its view on the target into those
negotiations. So Australia is prosecuting its interest and its objectives in those international
negotiations.

CHAIR—Let us go into more detail. We have had a number of people complain that they will
not really understand the scheme until the regulations are developed. We have the exposure draft
here. Can you tell us when the regulations are expected?

Mr Sterland—One of the points to make is that people were saying the same thing about the
exposure draft to the legislation relative to the white paper, and what we find is that the exposure
draft implements the policy that is outlined in the white paper. That would be same general
point. The policy in the white paper is very clear, for example, about the way in which
emissions-intensive trade-exposed industries are going to be treated. The regulations will
implement that, so there is a very extensive process underway to translate that policy through to
the regulations. But it is about translating the policy into the regulations, not changing it or
bringing in new considerations. There are a substantial amount of regulations, to be sure, and
they are outlined quite transparently in both the exposure draft and the white paper itself, which
makes very clear the areas where regulations will be important: scheme caps, EITS and awhole
range of determinations.

CHAIR—Do you expect that those regulations will be available at the same time as the bill or
round about then?

Mr Serland—Not all of them. That has never been committed to.

CHAIR—I understand that, but | can also understand why people want to look a some of the
detail.

Mr Serland—I think what people need to know is that the process for making those
regulations will be transparent and incorporate consultation. That is certainly true in the way the
EITS regulations are being developed. The government has instituted an expert panel to assist it
to make those judgments. The regulations by and large are disallowable, so there will ultimately
be parliamentary scrutiny. Even prior to that, we are expecting to consult on the detail of
regulations before they are made in a similar exposure draft form.

CHAIR—Will those consultations be before or after you expect the bill to be passed?
Mr Sterland—Some of them are happening now. There is consultation, as | said, on the detail

of the emissions-intensive trade-exposed. There will be consultation on some elements of the
auction legislative instrument early and that consultation will be ongoing through the year. There
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will be a number of tranches of regulation later in the year, but by and large they are fulfilling
and translating the policy that has been clearly enunciated in the white paper. The normal
technical interchange that happens in any legislative program will happen. There will be
consultation. There will exposure drafts, by and large, of things of interest. We will take
submissions or feedback, and that will be incorporated in the regulations that are made.
Ultimately, there is obviously potential for scrutiny in the parliament. So there are a significant
amount of regulations to be made, but they are not surprising in their area, they have been well
canvassed to date and there will be ongoing consultation on all elements of them.

Senator FURNER—Returning to the subject of permits, some witnesses said that importing
permits meant that there was a lessening of the task of reducing emissions in Australia and that it
would not transform our economy. One witness said that importing permits means exporting
jobs. Isthat a correct assertion? Also, what are the advantages of importing permits?

Mr Comley—I think this covers some of the ground that we discussed with Senator
Eggleston. Because the way the scheme has been designed but also the way international
architecture is put in place, the question is how many emissions Australia is responsible for,
which includes the purchased abatement offshore compared with domestic abatement. So it is
true that allowing imported permits will reduce the amount of abatement that Australia will be
required to make compared with a situation where you did not import permits. Again we come
back to an earlier answer regarding what is happening to emissions in Australia—that is, there is
an upward trend without the CPRS of around one per cent per year. So it is still the case, under
the CPRS with imported permits, that you turn Australia’s emissions profile around for the first
time. The comment that you are exporting jobs by having imported permits, if anything, gets the
argument the wrong way round. Having no imported permits would push up the carbon price, so
it would push up the cost impost on Australian businesses. By pushing up the cost impost on
Australian businesses, it would require a more rapid transition to a low carbon pollution
economy. What the government has tried to do in the white paper is balance the speed of that
transition to allow for the need for adjustments to occur over time. | think that really is the key
point. There are till going to be reduced emissions in Australia and the allowance to have
imported permits smooths that transition compared with a situation where you would have a
higher carbon price.

Senator FURNER—Thanks for that. What sort of impost would the likes of LNG face from a
CPRS, and what is the outlook for Australian LNG producers as more customer countries, such
as Japan, take on emissions constraint?

Mr Sterland—Other things being equal, the impact of abatement actions in other countries is
a least as significant for Australia as that of the actions we take at home. So many of the
modelling results that we see actually derive, under the Treasury modelling, from the
assumptions you are making about what other countries are doing. For LNG you would expect in
initial instances that a major importer, such as Japan, at certain carbon prices would start shifting
its fuel to lower emissions sources. How that plays out over the long run for any particular fossil
fuel depends on where those prices go. So there are some ranges, particularly the earlier ones, of
carbon price that benefit LNG. Over the longer run it depends on a range of factors, including
how LNG compares with other low-emissions sources and what happens to your coal-generating
technology, for example. So you would expect that, at the prices that we are looking at, there
would be some benefits in the short run. But | would like to take on notice the specific
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interpretation of the modelling, just to give you a sense that this is dependent on very specific
circumstances.

Senator FURNER—Sure.

Mr Serland—As to the impact, we are currently engaged with the LNG industry on
estimating EITE assistance and looking at the data that will need to be provided to provide that
assistance. | do not want to pre-empt that process, because that process is one that has to be done
carefully across the board. The white paper indicated likelihoods in those situations that some
industries would receive assistance, but | do not want to pre-empt the outcome of that process.
That assistance, of course, will reduce the impact of a carbon price for any given carbon price
because it is giving a portion of free permits. It reduces it and there will be alot of other impacts
impacting on industries from the global financial crisis and other impacts such as exchange rate
changes. But the assistance in the white paper package reduces the carbon price impact to
manageable levels for aimost all industries.

Senator PRATT—I have some further questions that | will place on notice.

CHAIR—Thanks, Senator Pratt. Thank you very much to the Department of Climate Change
for the long session. It has been very useful and we appreciate it.

Committee adjourned at 12.30 pm
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