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Summary

The National Association of Forest Industries (NAfelcomes the opportunity to
provide input into this Inquiry into the Australidarestry industry. This Inquiry is
critically important as it comes at a time when thestralian forestry and forest
products industries are at a significant cross-noaterms of their long term future
and contribution to the economic, social and emrirental well-being of the nation.

With a growing population and increasing demandrésrewable building and paper
products, the forest industry should be in the @mviposition to assist the transition
of the Australian economy to a sustainable, lowssions future while providing
significant economic development and regional joliscurrent trends, Australia’s
growing population will require 7.1 million new dikegs and at least 64 million
cubic metres of construction timber by 2050.

The forest based industries provide significantnecaic and social benefits to the
national economy as well as in rural and regionaktfalia through the growing,
processing and marketing of wood products, suppprdround 120,000 direct jobs
nationally (Forestworks 2006) with a gross valugwhover of around $22 billion
(ABARES 2011).

However, given reductions in the area of nativedompreviously available for wood
production over the past two decades and no sogmifi new investment in long
rotation sawlog plantations since the 1990s, inguskpansion is constrained by a
lack of domestic wood supply.

Furthermore, the long lead times for investmentoirestry and production of wood
products means we need to plan now for a sustareid growing forest industry.
Otherwise we simply will not have enough locallyogn wood to meet our future
domestic needs and will see higher imports and rseming trade deficit in wood and
paper productsBy taking a strategic landscape approach, exparmladtation
development can also play an important role in owprg environmental outcomes
and agricultural productivity through better intatgon with farming activities.



Recognising the critical importance of these issaesl the need for industry
leadership in partnership with Government to adsltbese constraints on production,
NAFI has previously developed strategic plans (NA&2BLO, 2008) as a basis for
future policy development. These strategies progigmlicy basis to facilitate future
industry growth and investment. This submissioridsuon this work by identifying
key priorities where Government can play a meaningble in the support of a
sustainable forest industry and future prospedis;hvalso address the broad terms of
the Inquiry.

The key issues requiring action to allow for thepaxsion and development of a
sustainable and internationally competitive foradustry include:

* developing a comprehensive forest industry grovdm phat can contribute to
a sustainable future for Australia. This would ilweothe forest industry,
communities and government to develop and implenaenindustry wide
plan;

* renewing Regional Forest Agreements (RFAs) and Idpueent of an
evergreen 20 year resource security process imgliive yearly rolling
renewals — backed by Commonwealth and state |égisja

» establishing an effective mechanism for developiogg rotation sawlog
plantations for future wood supply and related fies)e

« promoting the multiple benefits of sustainable $bri@dustries, through better
public communication and awareness programs;

* recognising the full range of climate change miimwa benefits of the forest
industry, including appropriate incentives for b sequestration and
renewable green bioenergy and the inclusion ofstoyecarbon ‘credits’ in any
future carbon price mechanism,;

* improving research and development and skills inginn line with these
priorities;

* promoting the complementary role plantation andnedtation can play with
respect to wood production and related landscapefit® such as restoration
of degraded areas, enhanced agricultural prodtctigsnd provision of
environmental services;

* improving market access for domestic and exporkatay and

» developing essential infrastructure for key forngségions.
NAFI is committed to working constructively withd@hAustralian Government and
other Parliamentary members and stakeholders mqiing the full range of benefits

and opportunities from a growing forest industrg avould be available to meet with
the Committee to discuss these issues further.



Social and economic benefits from forestry production

The forestry and forest products industries mak&gaificant contribution to the
national economy and flow on benefits to many negieconomies and communities
across Australia.

The gross value of turnover in the forest prodimtsistry is estimated at around $22
billion in 2009 (ABARES 2011), with total wages asalaries paid of over $3 billion
in recent years. In terms of value adding - ag@ctimeasure of the industry to gross
domestic product - the forest industries contrilitebillion each, representing around
6.7 per cent of the manufacturing sector (ABARE$130

Total employment in 2010 is conservatively estirdate 75,800 people, based on the
Australian Bureau of Statistics employment categgorof: forestry and logging
(~10,000); wood product manufacturing (~45,000) guagher and paper products
(~21,000). The total number of people employedhim forestry and wood products
industries, based on a wider survey of businesspsralent on growing and using
wood, is estimated to be about 120,000 people €rapl

Table 1: Estimated employment in the forest-growing aneeavproduct sector, 2006

Sector No. of employees
Forest growing and management 7,348
Timber harvesting and haulage 8,973
Sawmilling and timber processing 19,081
Timber product manufacturing 37,800
Wood panel and board production 5,635
Pulp and paper manufacturing 11,024
Timber merchandising 22,134
Support service internal to industry 5,445
Support service external to industry 2,745
Total 120,184

Source:ForestWorks (2006).

In terms of production, the main outputs of theuistdly comprise: sawnwood (4.73
million m®); wood based panels (1.78 millior)nand paper and paperboard (3.31 kt),
with a total log harvest of around 25 milliorf in 2008-09 (ABARE 2010).

In 2007-08, the industry value added from the pagetor was $2.9 billion and from
the sawnwood and other wood product manufacturiactoss was $4.3 billion
(ABARE 2010).

While the paper and wood based panel sectors tee tbased on large corporate
mills, the sawmilling sector comprises a combinated large and small mills with
relatively higher levels of family ownership. Theage an estimated 610 sawmills in
Australia, with just over 500 in the native fordstrdwood sector and 100 in the
softwood sector (Table 2).



Table 2. Number of sawmills in Australia, by log intakedastate, 2006-07 (from
ABARE 2009).

New South South Western
Wales a Victoria Queensland Australia Australia Tasmania Australia

_gss than 3 000 123 33 24 0 1 46 337
3000 10 less than 15 000 39 [ 27 0 ] 13 101
15 000 to less than 45 000 19 =] 7 0 1 12 55
45 000 to less than 75 000 2 1 0 ] 3 1 7
75 000 to less than 100 000 ] 0 0 0 0 1
More than 100 000 0 1 ] 0 0 0 1
Total 184 &7 158 ] 21 72 502
b

Less than 3 000 4 ] 5 0 2 13
3 000 to less than 15 000 & - 26 2 ] 41
15 000 to less than 45 000 7 0 10 2 1 21
45 000 to less than 75 000 4 i ] 1 B
75 000 to less than 100 000 1 0 ] 2 0 0 3
More than 100 GO0 4 8 4 3 1 2 22
Total 76 14 45 13
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The other major feature of the industry is its gapbic spread and significance to the
economic and social well-being of many rural andiaeal communities, through
local growing, harvesting, processing and markethdorest products and flow-on
effects to other suppliers. The major plantatiod aative forestry regions generally
correspond with the National Plantation Inventosgions, which comprise the
significant wood growing and processing regiondAirstralia (refer Map 1). These
regions encompass the following broad areas:

* Tasmania;

» south-west Western Australia;

* south-east South Australia and south-west Victpmathe ‘Green Triangle);
* southern and central Victoria;

» north-east Victoria

» coastal and northern New South Wales;

» south-western slopes of New South Wales; and

e south-east and coastal Queensland.

In many regions the forest and wood products intksstomprise a large proportion
of the regional economy. In the Lower Limestone €€@ab-region of the south-east
region of South Australia, for example, which haplantation area of just over
150,000 hectares, the forest industries contribute:

» $520 million in direct gross regional product (&% of the regional total);
» 3,600 direct jobs (or 11% of regional employment);
» direct household income of $240m (or 19% of thearay total); and



e indirect flow-on in regional product of $240 milioand 3,900 jobs
(comprising 25% of total regional output and 22% efmployment).
(Econsearch 2008).

Similarly, the Murray Valley region of New South Wa and Victoria has a total

plantation area of just over 195,000 hectares shaports a number of processing
facilities in towns such as Tumut, Tumbarumba, AjbuHolbrook, Wagga Wagga

and Myrtleford. The local forest industries dirgatimployed around 3,000 people in
2003-04, with flow-on employment of an additiongD@0 people (or 1.3 jobs for

every direct job) and $1.83 of output generated deery dollar invested in the

plantation sector (Forest and Wood Products Researd Development Corporation
and Bureau of Rural Sciences 2005).

Map 1. National Plantation Inventory regions (wood symmnes)

Source ABARES 2011. Accessed dtttp://adl.brs.gov.au/mapserv/plant/region.phtml

It is clearly evident that the forest industriesnicibbute significant national and
regional level economic and social benefits. Wimany of these benefits can be
guantified in tangible measures (e.g. employmeupt), there exists a suite of other
social benefits less amenable to quantificatiorthsas the maintenance of social
capital and flow-on effects to community institutto and activities from having
viable rural industries.



Key priority themes

Achieving the full potential of the forest industngll require strong leadership and a
partnership approach between industry, communaiesg governments. NAFI has
identified priorities actions around eight key thesn

1. planning for the future;

2. building resource security, for both native foremtsl plantations to underpin
investment;

3. promoting the multiple benefits of sustainable biedustries;

4. innovation and investment, including the role akkiry in a carbon economy;
5. integration of forestry with other land uses aamdscape level;

6. skills for an innovative future;

7. improving market access; and

8. essential infrastructure.

1.0  Planning for thefuture

World and domestic demand for forest products wilhtinue to rise in line with
population growth and the search for environmeyptalistainable and renewable
products such as wood across a broad range of uses.

The domestic demand for forest products continaesutstrip domestic supply, with
an ongoing trade deficit in recent years of aro®2dbillion in wood and paper
products. At current trends, Australia’s growingoptation will require 7.1 million

new dwellings and at least 64 million cubic mewésonstruction timber by 2050.

However, given the long lead times for investment production of wood and other
environmental services from native forests and tplaons, Australia must plan now
to provide enough locally grown wood to satisfy guowing needs. Furthermore, the
provision of stable policy settings and markets dorerging environmental services
such as carbon sequestration from planted forefitbevequally important to deliver

long term climate mitigation benefits.

Australia’s forest policy framework is also nearitg shelf life since the National
Forest Policy Statement (NFPS) was developed arekddy all State and Territory
governments in 1992. For example, the Regionaldtgkgreements — the foundation
of forest resource security in Australia and ariative of the NFPS — are nearing
their end dates. Furthermore, tRkntations for Australia 2020 Visiopolicy is over
10 years old, and given changes in native foreslWwr@od and plantation resources
requires revision.



When faced with similar events in the past, theesonndustry in partnership with

unions, timber communities and Government, develapdorest industry strategy —
to guide future policy direction for the industigecently Australia’s pulp and paper
industry adopted this approach in establishingRbk and Paper Industry Strategy
Group. The Group was responsible for developintaa for the future of the pulp and

paper sector (Commonwealth of Australia 2010).

It is recommended that this model be adopted foeldping a plan for the broader
forest industry, including both traditional and egieg new industries for
environmental services such as tree carbon segqtiestrand green energy from
renewable biomass. The plan could provide an apiteppolicy framework to
progress key policy issues facing the industry.

Industry recommendations:

* That Government support the development of a congmsive forest industry
growth plan that would contribute to a sustaindhtere for Australia. This
would involve the forest industry, communities agalvernment to develop
and implement an industry wide plan.

* Priorities should be to:

o build long term resource security for native foseanhd plantations
through the Regional Forest Agreement (RFA) ren@ratess;

o secure short and long rotation plantation investyeaard
0 support internationally competitive domestic vahaling.

* An economic assessment of long term domestic copsomtrends for forest
products over the next 10 to 50 years be undertékesupport the strategic
development of the industry.

* Government should fund the collection and reporthdcey socio-economic
and market data about the forest and wood prodiudistry.

2.0  Building resource security

Forestry and forest product processing is a long teusiness, with commitments for
investment and business planning required for decafecure long term access to
available wood supplies from Australia’s sustaieabhanaged native forests and
plantations is key to the development of the ingust

2.1  Securing our native forest assets

The Regional Forest Agreements (RFAs) have provaledtional policy foundation
for native forests in Australia, recognising theaddwole of state level policies and
management plans accredited under the RFAs. Bedhes®0 year agreements

exceed the requirements of thEnvironment Protection and Biodiversity
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Conservation Ac1999, they have provided a level of security falustry with regard
to ‘logging operations’ under federal endangereztigs and biodiversity obligations.

However, one of the most significant impacts of RIeAs has been a reduction in
multiple-use forest available for wood productiordahe adverse flow-on effects to
the native forest industry and timber communit&s.a direct result of the RFAs and
public land use decisions since the early 1990sr ©8.6 million hectares have been
added to Australia's forest reserve system. Tha afeative forests in conservation
reserves has more than doubled since 1990, fronto6%6% of all native forests
(figure 1).

Figure 1. Relative percentage of forests in conservationrveseand multiple-use
public forests available for wood production, 1951B7
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Source Commonwealth of Australia 2008.

The area of public native forest available for wgwdduction has declined from 13.4
million hectares in 1998 to 9.4 million hectare2D0D8 (Commonwealth of Australia
2008). Furthermore, the area potentially availdbtecommercial timber harvesting is
less than the total area of ‘multiple-use’ forese do such factors as inaccessible
terrain, slope constraints and informal reserveprttiect a range of values such as
unique landscapes, flora and fauna (figure 2). figteeffect of these land use changes
has been to substantially reduce the availabifityadive forest hardwood logs, which
traditionally have provided a broad range of suadt and high value appearance
grade uses (e.qg. furniture). Since the early 1990s has resulted in reduced sawlog
production from the native hardwood sector of acbdnmillion cubic metres per
annum.

The majority of newly declared national parks aveated in RFA regions and are
adjacent to production forests, bush communitied fammers. Over time, this has
resulted in a decline in fire fighting capacity apdrsonnel formerly provided by
industry for the protection of commercial wood neés®s and other forest values such
as habitat protection. A management imperativerotiypction forestry is to protect
the forest resource from damage through fire priémen(i.e. reduce likelihood of
fire), detection and response.

As a consequence, the increase in conservationvessbas been associated with a
more passive approach to fuel reduction, with nwm&rgovernment inquiries and
reviews highlighting the inadequacy of prescribedhing activities and other



planning impediments (Stephens 2010). More recetitly 2009 Victorian Bushfires
Royal Commission and 2010 Senate Inquiry into theidence and severity of
bushfires across Australia have similarly identifimadequacies in fuel reduction
management and coordination.

Figure 2. Publicly managed native forest for conservatiod simber production
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Source: Howell, C (2011). Australia’s forest at lange, ABARES. Presentation at the ABARES
Outlook 2011 conference. Accessedtdtp://www.daff.gov.au/abare-brs/outlook/program

It is time to ensure that a whole of landscape @ggir is adopted to reduce these
risks, including the management of national packadhieve the values and outcomes
they were set up to protect and ensure they ddbecbme a hazard for large scale
catastrophic fires. In the United States, for exi@nfhere has been an increasing
trend toward the re-introduction of harvesting \dtiis in forest areas previously set
aside for conservation in order to reduce fuel $oand utilise the available wood for
timber and other wood waste for renewable bioenefgg management of forested
landscapes in south-eastern Australia requires prmathink, particularly with
respect to an integrated land management apprbathkduld produce multiple public
safety, economic and environmental benefits.

Furthermore, the forest industry has been conceasbedt the slow progress with the
implementation of the 5 yearly RFA reviews (witle thxception of Tasmania), which
has undermined public perceptions and confidencthenagreements. Where they
have been completed, these reviews have found:

* a lack of monitoring and reporting of environmeng@rformance in the
reserve system; and

» the creation of additional reserves outside thgimai obligations of the RFAS,
which has undermined previous commitments by bd#iesand federal
governments to support an internationally competitiative forest industry.

It must be explicitly recognised in future foresblipy that multiple-use forests
produce more than just wood — they are managed fange of values and benefits



(e.g. flora and fauna, recreation, carbon sequestrand water quality) and can
enhance these values at a landscape scale attiaetgldow cost to society. By
managing these forests for wood production and rotl&ues, the commercial
operations of the timber industry provide signifitéinancial resources for managing
public native forests as well as proving significeasources and capacity for broader
land management objectives, such as forestry agpednd fire management
personnel and equipment. In many cases the benkimgaof the performance of
state agencies responsible for commercial timberains in public forests is too
narrowly confined, by not taking into account théseader public benefits and the
opportunity cost of alternative uses such as ceasien reserves, which have a
history of inadequate resources and management.

Finally, because many of the RFAs are less thatyelds from their termination,
every day that goes by is one less day of resosecerity for the industry. This
means that many companies are now unwilling to megsential investment in
maintenance and upgrades.

Industry recommendations:

* That Government immediately start a process of werge Regional Forest
Agreements (RFAs) and provide evergreen 20 yeawures security through
five yearly rolling renewals — backed by Commonweahnd state legislation.

* Government fund the necessary assessments to untlepenewal of RFAS,
including assessments of future wood quantity amality from native forests
and plantations and implications for communitiesiaré on the forest
industry.

* A National Bushfire Summit be convened to implem&nthole of landscape
approach to the management of fuel loads to refitecesk and protect forest
assets.

* Undertake a strategic assessment of the importdatof multiple-use native
forests as part of an integrated land managemetegy.

2.2 Building our plantation resource

Australia’s plantation industry plays a criticaleon the provision of timber and fibre

to our economy and overseas economies. Becausd&eolohg term nature of

plantation investment the establishment of the ues® has required government
assistance and regulatory arrangements that ressogimé long lead times and scale
issues associated with plantations. TR&ntations for Australia 2020 Vision

Statement has largely guided plantation policy insthalia for the last 10 years.

However, in many respects the shelf life of theidfishas been reached as it no
longer reflects contemporary issues facing thetptaom industry.

The bulk of long rotation sawlog plantation investrh in Australia has been
softwood — based on the historical development haf Rinus radiata resource.

However, despite strong demand for sawntimber aridvaurable outlook for the
main markets in new housing and building, Austrdtias not established any
significant area of new long rotation sawlog pléiotas since the early 1990s (refer
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figure 3). The reason is primarily the low raterefurn on investment for longer
rotations of typically 25 to 40 years. Poor prafbility is attributed to the high initial

costs of acquiring land and establishing the ptsortavhich has an opportunity cost
of capital for a period of time until the investmematures.

Figure 3. Total plantation area by type, Australia, 1995-2009
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Source: BRS (2010). Australia’s Plantations 20 Mgfiory Update

While investment in new long rotation plantatiores heffectively stalled since the
early 1990s, there is a strong commercial market dstablished plantations.
Ownership of plantation forest assets in Austrlidong term institutional investors,
primarily through Timber Industry Management Orgations (TIMOs), has
increased significantly in recent years followirtte trecent collapse of some MIS
companies and sale of previously Government ownedtations (e.g. Victoria,
Queensland). However the lack of any new largeesicalestment in greenfield long
rotation plantations has created long term econemié scale and global
competitiveness issues particularly with respectsoftwood sawlog and related
processing.

The future development of plantation resources ma#d to address:

» the critical shortage of long rotation plantations;
* agrowing range of regulatory impediments to plaatadevelopment; and

* the important link between plantation resources@brtunities for domestic
processing.

NAFI has recently been involved in a review of pas and investment models that
may support long term plantation investment in Aalst, recognising the current

hurdles to long rotation investment but also thpasfunities for mechanisms to better
capture the broader public benefits from plantatiddirect mechanisms that address
the high up-front costs and cash flow issues of latation investments may well be

justified in terms of their broader landscape amdirenmental benefits, such as
carbon sequestration and regional employment (Faress Wood Products Australia

2011). Further work in this area is essential gidolong term strategic investment in
plantations in Australia.
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The industry also recognises that the AustraliarveBament is working toward
tighter financial due diligence and corporate aotahility for companies that use
forestry Managed Investment Schemes (MIS). Greatgporate accountability and
disclosure arrangements should improve the longen future and stability of the
MIS sector, particularly for ongoing investmentsimort rotation pulpwood resources,
where the bulk of MIS investment has taken placedtfe cash flow reasons discussed
above. Industry agrees that investors need to tegied if the industry is to regain
the confidence of the investment sector.

2.3 Water management

From a broader landscape and water planning pdigpeblAFI acknowledges the
need for water resources to be used more effigiemtl managed in an equitable and
sustainable manner, consistent with the broad trdgéthe National Water Initiative
(NWI).

With regard to the treatment of interception atiég — that is, activities like farm
dams and tree plantations that ‘intercept’ raindaltl surface water — the NWI is quite
specific about future management principles (refauses 55-57). These principles
include the use of sound science when assessingsisd scale and significance of
impacts from activities; consideration of the breladosts and benefits of activities
and implicit recognition of prior use rights (i.eand use changes should only be
considered when catchments are approaching foltation).

However, the forest industry is concerned that ithplementation of the NWI in
many jurisdictions has been flawed and simplisticits treatment of plantation
forests.

For example, NAFI is concerned that the Murray DarlBasin Authority (MDBA)
approach to interception is inconsistent with NWidaunfairly targets forestry
activities compared to other land uses which cad l®o perverse economic and
environmental consequences. The main flaws inchnlallogical approach to the
calculation of baselines (by failing to take intcaunt previous vegetation cover and
land use when calculating impacts on water flowsl @amvironmental needs),
inadequate recognition of the broader socio-ecooncamd environmental benefits
from plantations and a failure to incorporate otdgrdand crops in the interception
planning framework.

Plantations forests occupy less than 0.03% of #&rB yet other dry land crops such
as deep-rooted perennials occupy nearly 70%, andarpresently considered in the
interception planning framework. In comparing p&itn water use with other dry

land crops in Victoria, research has shown thahrashold of up to 15-20% of

catchments under plantations may not represergrafisant risk to water flows, as

the measurable impacts on surface flows fall oatsidrmal statistical confidence
limits (Ensis 2007).

In terms of appropriate baselines and impacts,l@&mbncerns have been raised in a
recent submission by the CSIRO on the MDBA Guidth®Plan, where they state:
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The Water Act requires that intercepting activitiescovered as a use of water.
However, the way intercepting uses have been wsedltulate new diversion
limits in the guide is logically inconsistent andoguces artificially high
reductions to watercourse diversions in regionshhsge high interception.

Current interception does not produce a conflittveen current diversions and
the environment because it is implicitly included the water availability
calculations of the current plans and is using watehe landscape that was
used under natural conditions anyway. It is onliife interception in a fully
allocated region that is of concern. The Nationat®V Initiative is precise
about this and the Guide to the Basin Plan is isisbent with the NWI.

It is more sensible to fully accept interceptionaafixed use, much as basic
rights uses are accepted, and to consider diversia interception when
balancing uses with environmental nekd.

In other words, the baseline used to calculatedlénam interception activities in the
Guide is generally flawed, with similar failings proposed water policy approaches
to the regulation of forest activities in South &aka.

The forest industry is deeply concerned that suattyfailings, if not appropriately
addressed as part of the water reform process,ledt to adverse economic and
social impacts. These perverse impacts includ@oential for deforestation of some
existing plantations and ongoing risk and uncetyaiover future plantation
investment and downstream processing.

The forest industry is not asking for special tneat with regard to water policy but

rather for equitable treatment based on the usappfopriate science and broader
consideration of socio-economic factors and enwvirental costs and benefits of

activities. To encourage efficient future investinand support the NWI water reform

process, water management plans and policies reusaded on:

e evidence and sound science;

* equitable treatment of all land uses - forestialions are an as-of-right
activity and must be treated on an equitable fgowith other dryland
agricultural land uses;

» appropriate baselines when assessing impactsbagedine must not be
retrospective and recognise the historical mixaofdluses in a region when
calculating impacts on the total water budget;

* meaningful interpretations of land use change gubsequent plantation
rotations do not constitute a change in land uséofay term crops such as
forestry); and

» consideration of the impacts of land use change &ny expansion of
plantations) in conjunction with other benefitstte community and the
environment.

! CSIRO Water for a Health Country Flagship (20B))bmission to the Murray Darling Basin
Authority — Guide to the Proposed Basin Plan, Ddmempp. 13-14.

13



Industry recommendations:

» That Government work with industry to develop afeetive policy to address
the market failure in investment in long rotatiolargations. This includes
ensuring that climate mitigation policy recognigee carbon sequestration
potential of commercial plantations and the dewelept of appropriate
investment mechanisms to help address the futuwdfalh in availability of
sawntimber to meet domestic housing requirements.

« MIS arrangements are maintained with enhanced safdg to protect
investors and to rebuild investor confidence.

* That Government recognise plantations as a dry lang rotation crop that
should be treated in an equitable and scientifiomea with respect to water
policy, more consistent with the original intenttbé& NWI.

3.0 Promoting the multiple benefits of sustainable forest industries

At a most fundamental level, sustainably managedsts and forest products
industries can play a significant role in a susthla future for the Australian
economy and society, due to their inherent rendityaaind multiple benefits.

As a biological system that relies on solar enetgyproduce a durable natural
resource that can be sustainably regrown in petgetbhe environmental benefits of
forestry are significant, in addition to the diresmbcio-economic benefits of the
industry. These benefits include, but are not kahito:

» the renewability of a natural resource comparedther finite resources in a
world of growing population and materials demand,;

* low fossil fuel energy inputs in growing and maraitee (i.e. low embodied
energy compared to other materials such as stdat@rcrete);

* net carbon sequestration in forests and long terbhon storage in harvested
wood products;

» versatility as a building and design material (eadatively light weight and
use in environmentally challenging sites);

* high propensity for recycling and re-use for botbodt and paper products;
and

* Dbroader land management benefits, through provieionon-wood benefits
(e.g. fauna habitat, landscape restoration, watgalitg) in agricultural
landscapes and in native forests.

Furthermore, the significant extent of legislataued regulatory requirements for the

maintenance of environmental values in multiple-tmests is well acknowledged
(Montreal Process Implementation Group for Austrd?008). These requirements

14



include state based environmental management systemest zoning (e.g. special
protection zones) and codes of practice (e.g. phestriparian buffers, habitat trees
and variable retention harvesting). In particuline adaptive management of
commercially managed forests includes:

» state level sustainable forest management (SFM)ersygs and processes
adopted and accredited under the RFAs; and

» voluntary third party certification, such as thrbuthe Australian Forestry
Standard or Forest Stewardship Council schemes.

In 2009, over 10 million hectares of plantation amdltiple-use native forest in
Australia was certified under internationally rentsgd SFM schemes (Department of
Agriculture, Fisheries and Forestry 2010).

Yet despite a stringent regulatory environment eagtrent environmental strengths
of the industry as part of a broader sustainablerdy there is only limited public
awareness and knowledge of these aspects of thstigd This is a case of market
failure, through limited media coverage of oftermgbex policy issues and only
limited incentives for the private sector to promdtthese wider public benefits. It is
also important to note the high level of publicivatforest ownership in Australia,
where a significant amount of the hardwood resotargested from native forests is
managed by the respective state forest agencidhislitontext, there is a clear role
for Government in promoting the regulatory envir@mnand multiple benefits of the
industry to the broader community and consumerspitomote greater market
transparency.

Industry recommendation:

« That Government acknowledge its critical role inpmorting better
communication and awareness of the regulatory/jplgnnframework
underpinning commercial forest management and thge t bottom line
benefits of a renewable and regionally based imgssich as forestry.

4.0 I nnovation and investment

The inherent strengths of the forest industry asrewable resource and ability to
assist the transition of the Australian economyatsustainable future is linked to
innovation and technology, including the expansibriraditional and leading edge
markets for forest products as well as emerging meskets for carbon and related
environmental services. The full realisation of ueladding and climate change
opportunities will be determined by the industrglsility to embrace these new and
developing technologies and services, such as wadsls processing technologies
and use of woody biomass as a renewable and gneggyesource.
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4.1 Policy environment

In order to promote the full potential of the far@sdustry, a stable and transparent
investment environment is needed, particularly gitlee relatively long time frame
for forestry investments. This includes the effeetoperation of macroeconomic and
industry regulatory arrangements and predictabilitypolicy settings that reduce
sovereign risk. Importantly, a whole of governmapproach is needed that provides
consistency in policy across Government portfohosl departments. Two important
outcomes from a stable regulatory framework inclesdanced opportunities for
domestic value adding and significant carbon emnssabatement.

4.2 Domestic value adding

The structure of Australia’s forest industry hasmiped considerably over the past 20
years. This change has largely been related toadugt change in the industry’s
available resource base — specifically a reduanomative forest resource access and
an increase in wood production from plantations.

While the production of total hardwood sawn timies declined, the sector has
increased its investment in the production of higheue products. Similarly, there
has been significant capital investment in softwptahtation processing facilities by
both domestic and international investors.

The ongoing competitiveness of Australia’s forestustry will depend on sustained
levels of investment as the industry continuesxpegence changes in its available
resource base. Recently, Australia has experieacethcrease in the planting of
hardwood plantation pulpwood resources which withgoessively come on stream
for harvesting over the next few years.

Furthermore, Australia’s $2 billion trade defiaitwood products is largely attributed
to imports of paper and paperboard products. Witlarge forecast increase in
pulpwood resources, there is a significant opparguto domestically add value to
this resource and deliver economic and social lisnef regional communities, as
well as the broader Australian economy.

Realising this opportunity has already led to itwesnt in processing facilities for
these resources, such as the development of wgndobcessing and export facilities
in southwest WA and the Green Triangle region. larrinvestments to significantly
add value to these resources, including the prapestblishment of pulp mills in
Tasmania and the Green Triangle region, will prexadynificant economic and social
benefits for the nation. The facilitation of furthelomestic processing and
internationally competitive scale projects will loetical in ensuring future value
adding in Australia, reducing the current $2 billiannual trade deficit in forest
products and boosting regional economies and emyay;

Industry recommendation:

« Government support private sector investment inbonektic downstream
processing of Australia’s hardwood pulpwood resesirand for existing and
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new high value sawlog processing facilities, inatgdthrough an effective
regulatory and planning approvals framework.

4.3 Carbon emissions abatement

Forestry can play an important part in climate gemitigation and adaptation
through the positive carbon storage and substitutenefits from renewable forest
products. Importantly, the forest industry can stssn the transition to a low
emissions future through:

» the carbon sequestered in growing forests;

* the carbon stored in durable wood products and tisuiosn for more
emissions intensive building materials such ad ste@ concrete; and

« the green energy produced from wood wastes totodisessions from fossil
fuel based energy.

Consequently, the forest industry can make a sagmf contribution to emission
reductions at a relatively low cost, while proviglia range of economic, social and
environmental benefits. With the right research aoticy framework, Australia’s
renewable forest industry could contribute up t&628r more of Australia’s emission
reduction target by 2020.

However, a major concern in the development of alerpolicy to date has been a
reluctance to fully embrace these opportunitiestiqdarly with respect to the
sustainable management and harvesting of commduooists for joint carbon and
wood production outcomes. There is also a distgrieimphasis in proposed policies
on ‘forest protection’ measures that may providdert term, once off gain in carbon
stocks — but deliver limited long term mitigatiorhis is despite clear evidence from
the international scientific community that suss#dile harvesting strategies can
deliver the greatest mitigation benefit by takirdyantage of the carbon sequestered
in forests and stored in wood products long inwftiure.

The 4th assessment report of the International IPemeClimate Change (IPCC),
clearly acknowledges these benefits, when theg:stat

A sustainable forest management strategy aimedaataning or increasing
forest carbon stocks, while producing an annuaased yield of timber, fibre
or energy from the forest, will generate the latgestained mitigation benefit.

It is therefore essential that a balanced appriagmt¢aken to promoting ‘for-harvest’
activities in both plantations and native forestgyen its generally higher
sequestration potential compared to reserved nbarvested) forests taking into

2 International Panel on Climate Change (IPCC) (20@ontribution of Working Group 11l to the
Fourth Assessment Report of the IntergovernmergtaéPon Climate Change, B. Metz, O.R.
Davidson, P.R. Bosch, R. Dave, L.A. Meyer (eds)nBadge University Press.

17



account wood products and other socio-economic eanaronmental benefits (e.g.
employment, enhanced fire fighting capacity).

As the following diagram shows for a typical pinlargation in Australia (figure 4),
forests that are re-planted after harvest and medong lived products continue to
store and accumulate carbon long into the futumapared to unharvested forests.
The net carbon sequestration from recurring treawtjr also far outweigh the
emissions from producing these products (ForesVdodd Products Australia 2009).

Figure 4: Carbon storagein harvested and unharvested forests
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Source Forest and Wood Products Research and Developbmpbration (2006). Forests, Wood
and Australia’s Carbon Balance.

From a renewable energy perspective, there isesleagh wood waste available from
existing forest industry activities in Australiaifliout harvesting a single extra tree)
to produce around 3 million megawatt hours of eieity per year. This form of
power generation can assist in providing securitgupply to meet base load power
needs of the Australian economy and avoid net eomisf around 3 million tonnes
per year through its displacement of fossil fuetdzhenergy with renewable green
energy.

However, there still remain regulatory impedimetdsthe use of wood wastes for
bioenergy at both Commonwealth and state leveldicptarly for the use of wood
wastes from harvesting operations in native forebtest notably, the National
Renewable Energy Target (NRET) scheme imposes aacessary ‘high value’ test
on the extent of utilisation of wood wastes fromvéo quality wood production
forests and imposes an illogical ban on the uskiahass from plantations on land
that was cleared of native vegetation after 31 Ddosr 1989. These restrictions are
unnecessary and duplicative given the raft of emvirental and natural resource
management regulations governing native forestdsting activities and run contrary
to the objectives of promoting renewable energyAirstralia. Globally, Australia
rates very low in the use of biomass for renewablergy (refer figure 5).

18



Figure5. Biomass electricity production by country (2008)
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Furthermore, the lack of a clear climate policynfeavork for sequestration projects
has created considerable business uncertainty. Mxably, the postponement of the
proposed Carbon Pollution Reduction Scheme (CPR®&hieh failed to create a
market for reforestation activities — has effediaalled investment in carbon sinks.

More recently, the current design of the proposedb@Gn Farming Initiative (CFI)
provides little scope for the wider participatiohtbe wood based industry in land
based solutions — particularly for commercial timplantations.

Consequently, a number of significant changes eegled if the scheme is to promote
wider uptake and investment in commercial foregrgjects for joint carbon and
wood production outcomes. Key issues in the cuBdhinclude:

* complex ‘additionality’ requirements, which may gede a broad range of
commercial forestry projects for joint carbon angod production outcomes;

» lack of recognition of wood products as a significearbon pool; and

* ambiguity regarding the scope and eligibility oftima forest management
incorporating periodic timber harvesting.

It will also be essential that CFI credits be futgcognised and tradeable under a
future carbon price mechanism to promote efficiemey demand for low cost
abatement options. These concerns are outlinedone whetail in the submission by
NAFI to the House of Representatives Inquiry ifite CFI Bills (refer attached).

The recent downturn in the managed investment sen&mhS) investor market will
also have implications on new tree plantings inftreseeable future and will result
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in a lower contribution from these plantings to dopg term emission reduction
target set by the Government.

Industry recommendations:

* That Government address key impediments in thet€fpiromote the wider
uptake of carbon bio-sequestration forest projecteoluntary domestic and
international carbon offset markets, particularty fimber plantations that
produce joint carbon and wood production outcomes.

» Ensure the full recognition of CFI credits fromdsetry activities in any future
economy wide carbon pricing mechanism or emissiwading system, to
promote efficient abatement and market tradability.

* Amend unnecessary restrictions on the use of waastes under the National
Renewable Energy Target Scheme, specifically thgh‘tvalue’ test that
impedes the full use of forestry wood waste folegrenergy.

4.4 Research and development

The provision of research and development (R&D)cr#tical to innovation,
technology development and the long term intermalicompetitiveness of the forest
industry. In 2007-08, around $100 million was corted by governments and
industry to forest industry R&D, including researiato wood processing and wood
products, tree genetics and forest management. vowéhe level of funding for
R&D has declined in real terms by just under 1 gt since 1981-82. Furthermore,
NAFI is concerned about the downsizing and restinira of R&D within many state
and federal research agencies, including the CSIR@ch has effectively diluted
forestry research capability and expertise. Th& lafca critical mass of researchers
needs to be addressed in the context of currenfudnce expected research priorities.
Given current and expected changes in resourcéabily from both native forests
and plantations, research into improving the qiyam@ind quality of wood resources
will continue to be a high priority, in conjunctiavith value added processing.

While considerable effort has been directed intmaie change research in forestry,
there has also been the lack of a comprehensiv@agip that takes into account the
net carbon footprint across the supply chain foy kedustries and forest regions.
Such a framework would assist climate policy byirtgknto account carbon removals
and emissions at each stage of the production andumption process, including

forest growth and harvesting, wood processing, yebdise (including substitution

with emissions intensive materials and recyclingd @ost-consumer use (e.g. wood
waste for bioenergy, storage in landfills).

Industry recommendations:

 That Government review, in partnership with indystithe level of R&D
funding for the forest industry, to improve overeadipability and incentives for
innovation and delivery of R&D.
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* As a priority, fund research into the establishnadrftardwood plantations for
the production of high quality sawlogs and the carial processing of those
logs.

* Fund key research gaps in forest sector climateagghanitigation, given its
significant role in providing a low cost solution €émissions abatement. This
would include an assessment of net emission rezhgtirom key forest
sectors and regions.

» Support the development of renewable biomass téobes, including woody
biomass, with biomaterial and bio-energy technolpgyviders and suppliers.

5.0 Integration of forestry with other land uses at a landscape |evel

By their very nature, forests are complex biologggtems and provide a range of
services beyond commercial wood benefits, includegpsystem services and
functions such as carbon sequestration, provisibnreareation opportunities,

rehabilitation of degraded landscapes, soil andemwabnservation and enhanced
biodiversity. Importantly, farm-forestry activitiesan also enhance agricultural
productivity through beneficial impacts on pastucegp and animal production,
primarily through provision of shade and shelteytrient cycling and soil

conservation (Bireet al, 1992).

Furthermore, agriculture and forestry are not nesxély mutually exclusive and there
exists a continuum of tree planting and forestrijviies across the landscape at a
range of scales and tree densities (refer figur@l@@se activities are undertaken for a
range of production and environmental purposesh sa€ salinity and riparian
plantings through to farm woodlots and plantatiamsed primarily for wood
production. Where forestry and agricultural outpate jointly produced from the
same unit of land, agroforestry can take many fosmsh as tree belts, alleys and
widespread tree plantings. Livestock grazing, feample, is commonly practised
within plantations following seedling establishmant initial tree maturity.

It is for these reasons that well targeted foreattyvities can be complementary to a
broad range of farm level and landscape manageaigettives. This is particularly
relevant given previous tree clearing and landprsetices that have resulted in land
degradation at a range of national and regiondescancluding dry land salinity,
invasive weeds, soil erosion and water quality céda.

NAFI therefore supports the complementary role tbegstry and planted forests can
play with respect to other agricultural and enviremtal activities at a whole farm or
landscape level. From a climate change perspecpianting trees and forestry
activities can provide direct mitigation opportueét for farmers and landowners (e.g.
carbon offsets) as well as enhanced adaptatiomughrthe use of more diverse and
resilient farming systems (e.g. reduced heat sfress greater use of trees).
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Figure 6: Continuum of forestry and farm-forestry activities
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Increasing Emphasis on Timber Production

With respect to the current debate over land usepetition between the forestry and
agriculture sectors and issues such as food sgecM#tFI also notes the importance
of security of supply of essential fibre and buwlglimaterials such as wood for
housing and shelter. In many respects, the dehate ammpetition for land is taken
out of context and fails to take into account saofighe technical and economic
factors influencing the scale and significance oy duture plantation expansion.
These factors include:

* investment in permanent carbon sink plantings liaveate been confined to
the semi-arid regions, marginal and/or less prodedites;

* an acknowledgement of the over-estimation of lamdas likely to be
converted to trees for carbon sequestration duesitople modelling
assumptions and a maximum national ‘potential’ (Gamnwealth of Australia
2011);

* a broad range of technical and practical barriersuture carbon plantings
such as access to seed and nursery stock andmeéxyeertise;

» the significant downturn in the MIS forestry inve&nt sector and
downgrading of future projected plantings;

» the low proportion of land presently under plamas relative to the available
agricultural land base (plantations representtleas 0.05 per cent of the total
land area of 473 million hectares under primarydpation), and difficulties in
competing with high value agriculture due to thghhup-front costs of land
for long term investments such as forestry; and

e greater potential for integrated land managemerttvden forestry and
agriculture for multiple-benefits.
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Industry recommendations:

* Government recognise plantations as a legitimabel lase that provides
significant economic, social and environmental liienén rural and regional
Australia.

* Government recognise the significant role commeéfoigestry activities can
play with respect to integrated land management &gricultural,
environmental and wood production purposes.

« Promote further R&D, extension and incentive bas&dctures for better
integration of forestry with traditional agricultur

6.0 Skillsfor an innovative future

In addition to being a high technology industrye tilapid development of the forest
industry in certain regions is likely to mean tielustry faces a shortage of suitably
skilled workers. Paralleling initiatives for indaginnovation is a need for career and
skills initiatives that attract new skilled workets the industry, retain existing
workers in the industry and ensure existing workars increasing their skills
commensurate with the evolving technology.

Industry recommendations:

 That Government continue supporting ForestworksaasIndustry Skills
Council to develop and implement career and skilisatives that focus on
the increasing need for highly skilled workers Ihaspects of the industry,
from machine operators to professional foresters.

* Promote career opportunities in the forest basedsinies, particularly in rural
and regional areas where there are labour shorfagskilled workers.

7.0  Improving market access

7.1 Certification schemes

In addition to the robust statutory and regulatremework for sustainable forest
management in Australia, the uptake by industryirdérnationally recognised

certification schemes has further contributed tsoghvironmental credentials of forest
management and the commitment by industry to coatis environmental

improvement. Certification of wood products is b@aog increasingly important in

domestic and export markets as well as public andaie sector procurement
policies.

The area of certified forest has increased oveentegears to around 10.4 million
hectares, largely based on the Australian ForeStiandard (AFS) and Forest
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Stewardship Council (FSC) schemes. The AFS is ptigsandergoing a technical
review of its existing standard, while the FSC nsthe process of developing a
national based standard within the FSC internativamework.

In addition, there has been a proliferation of o#@vironmental rating schemes both
internationally and domestically, offering enviroemtal credibility. Because many of
these schemes are voluntary they are not subjedu#odiligence in relation to
whether they deliver environmental credibility andrket transparency to consumers.
Many wood markets both internationally and domedifichave been distorted by
these environmental rating schemes impacting onedamindustry and jobs.

A general concern with many building standards reeg building schemes is a lack
of recognition of the total life cycle impacts ofatarials which would take into

account the energy used and emissions from the factore of products (i.e.

embodied energy). More work is needed to ensurengleiilding and other rating

schemes not only take into account energy effigieaspects but also the life cycle
impacts of materials and products such as timbeéchwinave low embodied energy.

Industry recommendations:

 That Government ensure building codes and energygrachemes do not
unfairly restrict the use of wood products, andgguse the life-cycle benefits
and low carbon footprint of wood products.

* Government should review the proliferation of vahny environmental rating
schemes in terms of market transparency and thpteom line impacts in
domestic and international markets.

* Fund the further development of credible third pasrtification schemes for
the sustainable forest management of forest predacAustralia, including
the review of the Australian Forestry Standard (A&Sd the development of
a national standard for the Forest Stewardship €b(FSC).

7.2 Domestic and export marketing

With an expanding population and high forecast demé&r new housing and

building construction over the next few decades, fibrest industry can provide a
versatile range of building products for both stuwal and high quality appearance
(i.e. aesthetic) uses. Numerous domestic and a®iadies have identified the low
energy inputs and carbon mitigation benefits of dvgooducts compared to other
building materials such as steel and concrete, elsas the significant amounts of
carbon stored in these products for relatively lpegods of time.

To assist in the dissemination of information oa Wersatility and high environmental
credentials of Australia’s wood products, it is posed to establish a domestic and
export facilitation network with the objective o$sasting consumers and suppliers
gain information on the relative merits of foresbgucts and also provide information
to buyers from international markets on the qualitiustralia’s forest products. This
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initiative will assist in addressing Australia’s BRlion trade deficit in forest products
by increasing exports.

The forest industry is also concerned with the llefeéllegally logged timber imports
into Australia and supports initiatives to promgi@od governance and sustainable
forestry practices in ‘suspect’ country sourcess Important that such illegal logging
policies do not impose additional regulatory bugiand high compliance costs on an
Australian forest industry that is already subjechigh environmental standards and
internationally recognised third party certificatio

Australia must also maintain a level playing fieith respect to global forest
products trade. Findings by the Australian Custdbesvice of recent predatory
pricing and the dumping of toilet tissue into Aafix have raised industry concerns
about the lack of an adequate government response.

Industry recommendations:

* That Government establish a domestic and expoilitéion network with
industry — to expand and develop new markets fostralia’s high quality
wood products and promote the economic and envieoath benefits from
sustainably managed forests.

* Implement an effective policy on illegal timber ionps that is cost-neutral and
protects domestic suppliers and builds further ciypdor sustainable forest
practices in the Asia-Pacific region.

* Address anti-dumping issues to ensure the domesticstry, local jobs and
communities are protected from the effects of dumgpof forest product
imports.

8.0 Essential infrastructure

A key aspect to forestry project development isueng that associated infrastructure
such as roads, rail and port facilities are devedowith the growing needs of the
industry, as well as future possible links with gyemarkets and infrastructure from
biomass resources such as forestry wood wastesgrbmgng plantation regions of

the Green Triangle in South Australia and VictoGaeat Southern region of Western
Australia, Northern Tasmania and the Murray Valléymut/Tumbarumba) are areas
where the industry is facing infrastructure corstsa These constraints, if not
addressed, will result in the positive economicdfién the industry can provide not
being realised.

Industry recommendations:

» That Government undertake a strategic study totiigemansport (i.e. road,
rail and ports) and energy infrastructure to unohetpe development of the
forest industry in key parts of Australia.
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» Establish a funding program to ensure adequateemmghtation of forestry
related infrastructure.
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(Consequential Amendments) Bill 2011 and AustraliafNational Registry of
Emissions Unit

April 2011

Introduction

The National Association of Forest Industries (NAfelcomes the opportunity to
comment on the Carbon Credits (Carbon Farmingalie) Bill 2011 and related
consequential bills.

NAFI is the peak representative body for Australidorestry and forest based
industry and represents the industry’s intereststhi® public, governments and
authorities on matters relating to the nationaleliggment and sustainable use of
Australia’s forests and wood products. NAFI membmysprise commercial timber
and non-wood (e.g. environmental/carbon sink) toggswers, log harvesters and
haulers, wood processors and state based forestiggssociations.

At the outset, it is important to acknowledge tha forestry and forest products
industry can make a significant contribution toddyased opportunities and flow-on
effects (e.g. use of climate friendly products) &imate change mitigation. These
opportunities include:

* the carbon stored in growing forests (i.e. carboksy;
» the carbon stored in durable wood products;

» the substitution of wood products for high emissiamensive materials such
as steel and concrete; and

» the green energy produced from renewable wood waste

However, the lack of a clear climate policy framekvdor carbon sequestration
activities and a future carbon price has createusiderable business uncertainty.
Most notably, the postponement of the proposed @aRwpllution Reduction Scheme



(CPRS) — which failed to create a market for reftaon activities — has effectively
stalled investment in tree carbon sinks.

The forest industry therefore considers the CFliraportant interim measure to
provide investment certainty and access to volyntiwmestic and international
carbon markets, pending the development of a futarbon price mechanism (i.e.
domestic compliance market) In this context, it wiso be essential that eligible CFI
offsets be fully recognised and tradeable undertardé carbon pricing mechanism, to
promote wider efficiency and demand for low cositaiment options.

However, a number of significant changes are neddée CFI Bill is to deliver the
wider participation of forestry and tree based laadtor abatement as part of the CFlI
scheme and broader carbon price mechanism.

NAFI has previously commented on the Carbon Farmitgative (CFI) consultation
papers prepared by the Department of Climate Chamge Energy Efficiency in
January 2011 — which outlined a number of key corxwiith respect to the treatment
of forest activities (refer attached). These isst@main pertinent given a lack of
specific detail in the Bills and/or provision foutlire regulations regarding these
aspects.

This submission updates a number of key issudseitontext of the current Bill and
Explanatory Memorandum, which revolve around:

» complex ‘additionality’ requirements, which may gikede a broad range of
commercial forestry projects for joint carbon angod production outcomes;

» lack of recognition of wood products as a significearbon pool;

* ambiguity regarding the scope and eligibility oftima forest management
incorporating periodic timber harvesting; and

» potential distortions to land based options, basethe proposed exclusion of
some project types on the ‘negative list’.

Additionality

NAFI is concerned about the complexity and consider uncertainty of the

additionality provisions in the CFI Bill [Part 3,ibsion 6, clause 41(3)(a)] — which

may severely limit wider participation of the wobdsed industry in climate change
solutions, particularly for commercial timber platibns.

In particular, the Explanatory Memorandum states: th

[5.43] The purpose of the additionality test isetasure that credits are only
issued for abatement that would not have normatiguoed and, therefore,
provides a genuine environmental benefit.

[5.44] The Government’s intention is that this tegtl enable crediting of
activities that improve agricultural productivityr diave environmental co-
benefits, but which have not been widely adopted.



[5.48] The Minister must consider whether carrymg the project is beyond
common practice in the relevant industry or partaof industry, or in the
environment in which the project is to be carriedl o

[5.51] Common practice is not defined in the leggisin. This is to allow for the
application of expert judgement as to what cong#ucommon practice in
different environments and industry circumstancéhe Government will
consult with stakeholders on approaches to idéntifyrommon practice and
provide further guidance.

NAFI is concerned that additionality remains a cter@nd restrictive policy issue in
the CFI Bill, particularly given previous feedbagk the impracticality of the test and
significant potential for co-benefits from commaiciorestry projects (e.g. joint
carbon and wood production, employment, salinityigation). It is noted that under
the proposed CPRS, reforestation credits undes¢heme were recognised without
an additionality test - as they were Kyoto comgliamd produced genuine abatement.

NAFI's recommendation is to have Kyoto complianteftry activities formally
recognised under the scheme, consistent with theooe obtained under the CPRS.
A simple solution would be to add such activitiestlhe so-called ‘positive list’ of
activities [Part 3, Division 6, clause 41 (1) (lgjven their contribution to abatement
and the National Carbon Accounts.

The new ‘common practice test’ (refer 5.48 abogeglso likely to be costly and time
consuming for many types of forestry projects anduld involve considerable
uncertainty, given the assessment of projects wbeldundertaken by the scheme
administrator on a case by case basis.

Determining whether a project is beyond ‘commorcipca’ will depend on a broad
range of factors, including site productivity, degrof risk, access to capital, returns
from alternative investments and extent of joimddarction and multi-products (i.e.
income sources) for each particular project.

In many ways, these concerns mirror similar comsenade by Professor Garnaut
with respect to the earlier proposed ‘financial iiddality’ test contained in the CFlI
consultation paper (i.e. projects had to demorestita¢y were not financially viable
without the CFI credits). In responding to this jgehive and restrictive requirement,
he stated:

Assessing financial additionality is highly subjeet This introduces
uncertainty, and opportunities for distortion. liflveften be the case that there
are multiple motives for changes that sequestdrocaiVhat matters is that the
sequestration is new and is real.

There is genuine abatement if emissions are reduwdeatever the motivation
of the decisions that caused them. It is recomménittat the financial
additionality requirements be removed. This wowaid distortions, reduce
ambiguities and costs of scheme implementation, andourage genuine
abatement.

1 commonwealth of Australia (2011). Garnaut Climateaige Review - Update 2011. Update Paper
four: Transforming rural land use, page 15.



Genuine industry engagement is therefore neededapproaches to identifying
common practice [refer 5.51 above] as well as #webbpment of the ‘positive list’ of
activities and projects deemed to have met thetiaddiity test.

NAFI would suggest the following classes of progedr activities that should
logically be considered for the positive list:

» not-for-harvest carbon sinks (e.g. environmentahphgs);

» Kyoto compliant forestry activities;

* long rotation commercial sawlog plantations, whiéa high up-front costs of
land and establishment and long waiting period Harvest revenues have
discouraged investment since the early 19%sd

* other commercial plantings (e.g. pulpwood plantetjoagroforestry) on a
range of less productive or marginal sites wheraroercial forestry activities
would not normally occur.

Lack of recognition of wood products as a carbon pu

Another significant limitation of the CFI Bill ihé lack of recognition of the role of
wood products as a long term carbon store (i.dorastock) as part of a renewable
timber harvesting and replanting cycle. While thd (S intended to be broad based in
terms of land based abatement options and appreathals to adequately recognise
the significant contribution of renewable wood prots which are explicitly linked to
for-harvest native forests and plantations.

The role of harvested wood products as a long stare of carbon is generally well
recognised in the international scientific liter&umost notably the International
Panel on Climate Change (IPCC), as well as the gingerdevelopment of more
comprehensive carbon accounting frameworks as parthe United Nations
Framework Convention on Climate Change (UNFCCC).

The 4th assessment report of the International IP@emeClimate Change (IPCC),
clearly acknowledges the significant benefits freustainable forest harvesting and
the role of wood products in climate mitigation:

A sustainable forest management strategy aimedaataning or increasing
forest carbon stocks, while producing an annuaased yield of timber, fibre
or energy from the forest, will generate the latgestained mitigation benefit.

2 Forest and Wood Products Australia (2011). ReviéRolicies and Investment Models to support
continued Plantation Investment in Australia. R¢poepared by R. de Fegely, M. Stephens and A.
Hansard, Project PRA189-1011, March.

% International Panel on Climate Change (IPCC) (20@ontribution of Working Group 11l to the
Fourth Assessment Report of the IntergovernmergtaéPon Climate Change, B. Metz, O.R.
Davidson, P.R. Bosch, R. Dave, L.A. Meyer (eds)nBadge University Press.



As the following diagram shows for a typical pinlargation in Australia (figure 1),
forests that are re-planted after harvest and p®diong lived products (e.g. timber
framing for houses), continue to store and accutautarbon long into the future
compared to unharvested forests. The net carbomestgtion from recurring tree
growth also far outweigh the emissions from prodgdhese productsThe life cycle
of carbon storage in harvested wood products shibelefore be permitted as a direct
component of forestry activities, given the relalwlong periods of carbon storage in
product use and disposal and contribution to olveebon stocks. This should also
extend to the use of biomass from wood harvestingprocessing activities for
bioenergy as a direct component of forestry aodisitThe industry has identified that
the use of biomass from existing activities (withbarvesting an extra tree) could
potentially offset the equivalent of 3 million tasof CQ-e per year.

Figure 1: Carbon storage in harvested and unharvesd forests
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Source: Forest and Wood Products Research and Develop@mepbration (2006). Forests, Wood
and Australia’s Carbon Balance.

In discussing the international climate change &awrk and development of carbon
accounting approaches, Professor Garnaut madeltbeihg comments:

New approaches, including allowing countries tooggise carbon stored in
different wood products consumed domestically axgbded, were discussed
in Cancun (UNFCCC 2010). Australia, appropriateBypports the new
approaches.

Australia could advance its interests by itself @ohm more comprehensive
accounting at an early date.

It is therefore disappointing to see little progresn this issue in the CFI Bill
following extensive feedback by industry on the @ehsultation papers and the

* Forest and Wood Products Australia (2009). Lifel€ynventory of Australian Forestry and Wood
Products. Report prepared by S.N. Tucker, A. Thamajah, B. May, J. England, K. Paul, M.Hall, P.
Mitchell, R. Rouwette, S. Seo and M. Syme, Profdd¢A008-0208.

°> Commonwealth of Australia (2011). Garnaut Climateaige Review - Update 2011. Update Paper
four: Transforming rural land use, pp9-10.



international recognition of the role of wood prothuas part of a climate change
solution.

Ambiquity regarding the eligibility of ‘managed’ native forests

The other main criticism of the CFI Bill is the deg of ambiguity on the extent to
which sustainable forest management (SFM) practitcemtive forests — that is, the
renewable management of these forests for timbdrather values on a periodic
harvesting and replanting cycle — would be brogmlymitted and recognised under
the scheme.

This ambiguity largely comes about through prowisian the Bill for ‘Native forest
protection projects’ and lack of specific referemcalelineation of SFM project types
that could fall under other such categories as:

» reforestation
* improved management of forests
* enhanced or managed regrowth

The Explanatory Memorandum describes forest prioteqirojects in the following
terms:

[1.15] The scheme will cover projects to protediveaforests from clearing or
clear felling.

Under the ‘Eligibility criteria’ for eligible offseprojects, it is further stated that:

[3.26] The project must not involve the clearingaafative forest or the using of
material obtained as a result of harvesting orritigaa native forestpart 3,
Division 2, dause 27(4)(j)]. It is not intended that this provision precludejects
that involve harvesting bush foods or other useéb@forests that are consistent
with keeping forests healthy and intact. The retjuta may therefore specify
permitted uses of materials obtained as a resutetlearing or harvesting of
native forests.

From a forest industry and SFM perspective, theregices to ‘clear felling’ in this
context are understandably concerning as modifiddaf felling’ and selective
logging practices are routinely conducted in natfeeests to promote adequate
regeneration and regrowth for a range of foresedypubject to periodic timber
harvesting.

It is therefore essential that the CFI Bill:
(1) clarify that these restrictions only apply in thentext of ‘protected forest’
projects, which are largely designed to avoid deftation (i.e. permanent

removal or clearing of forest); and

(2) provide explicit recognition of the scope for SFkagtices from native forests
to be recognised under the scheme for a rangehef ptoject types, given its



significant potential to improve forest managemantl carbon outcomes,
particularly for privately owned native forests.

The significant role that SFM (in both plantatiomdanatural forests) can play with
respect to carbon sequestration and climate chamggggation is broadly

acknowledged by the international scientific aninate policy community (refer
above), and is entirely consistent with the broatent of the Bill where the
Explanatory Memorandum states:

[1.3] The scheme covers land sector abatement mgamy land management
practices or activities that enhance biosequestragequestration) or reduce
agricultural emissions could be eligible for ACCU&e scheme also covers
reductions in some waste emissions.

Any unwarranted bias in the scheme toward ‘forestgetion’ projects compared to
SFM type projects could lead to large perverseauss in the longer term, given its
generally higher sequestration potential comparedeserved (i.e. unharvested)
forests taking into account wood products and otlseccio-economic and

environmental benefits (e.g. employment, enhancedifjhting capacity).

Potential distortions via the ‘neqative list’

NAFI is also concerned that the CFI Bill adopts r@-emptive approach to the
exclusion of some project types that is inconsisteith the broader intent of the
scheme and potentially distortionary to land abatetnoptions.

The relevant sections of the Explanatory Memo dtae

[1.25] The Minister may recommend that regulati@re made to exclude
certain types of sequestration or emissions avemlaorojects that would
otherwise be eligible for ACCUs under the schenat[B, Division 12, clause
56]. This is known as the ‘negative list'.

[1.29] The Government intends to include on theatigg list projects that
involve the complete cessation of harvesting inngaiaons established for
harvest; that is, converting harvest plantations permanent carbon sinks.

[1.31] This would not prevent the replacement ofprofitable harvest
plantations with permanent environmental plantings.

NAFI would regard the pre-emptive and blanket esidn of for-harvest plantations
converted to carbon sink plantings as unreasonabtke contrary to the integrity
standards process for individual projects to beethasn their merits. While only
speculative at this stage, the conversion of samédrvest plantations to permanent
carbon sinks may well be justified in terms of setjuestration and socio-economic
outcomes. The main point here is not to precludepaaject types outright, but allow
for expert advice on the approval of individual jpats and methodologies under the
scheme.

Furthermore, there is a plethora of legislativedlamanagement and planning
requirements and policies, which provide a soursisbi@r dealing with broader land



management objectives. A ‘negative list’ under @t scheme is likely to introduce
significant sovereign risk and regulatory duplioati

Concluding comments

The CFI represents a mechanism to allow for nevestment in tree planting and
forest activities for carbon sequestration, as asgltleliver a range of other economic,
social and environmental benefits.

If implemented in a practical and cost-effectivenmer, it can provide much needed
certainty and access to domestic voluntary andnatenal markets for the carbon
offset sector — and provide a sound basis for tigeation of eligible carbon offsets in

a future carbon price mechanism.

However, a number of important changes are neddéé Bill and CFI scheme is to
promote wider uptake and investment in forest bamleatement, particularly for
commercial timber plantations with joint carbon amabd production outcomes.

These changes would include:

» ensuring forestry projects under the CFIl are reismghas eligible offsets in
any future carbon price mechanism;

» streamlining additionality requirements for forbsised projects, most notably
through industry guidance on the ‘common practtest and the inclusion of
classes of forest projects on the ‘positive list’;

» recognising wood products as part of eligible requestration and carbon
stock changes for forestry projects;

» clarifying the scope for SFM projects in nativedsis that involve periodic
timber harvesting; and

» removing the ‘negative list’ provisions in the Bitlonsistent with the broader
intent of the scheme to assess each project anetis and reduce regulatory
duplication.

Finally, scheme compliance and transaction cosse&pected to be high under the
CFI scheme, particularly for small private foresbwgers. In this regard, we would

support the submission by the Australian Foresw@rs (AFG) to this Inquiry on the

prohibitive and compliance cost aspects of thersehe

NAFI is committed to working with the House Stargli@ommittee to promote the
significant contribution that Australia’s renewalaled sustainable forest industry can
play with respect to climate change policy and wolbé available to discuss these
issues further in the context of the CFI Bill.

Attachment

NAFI (2011), Submission to the DCCEE Consultati@p&'s on the Carbon Farming
Initiative, January.
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