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Carbon Pollution Reduction Scheme

Introduction
On Monday, 15 December 2008, the Prime Minister released the eagerly awaited carbon pollution reduction scheme white paper. The paper outlines the final design of the Carbon Pollution Reduction Scheme (CPRS) and the medium-term, target range for reducing carbon pollution. This paper follows from the Green Paper, released in July 2008, which canvassed options on the design on the scheme. It takes into account the outcomes of a broad consultation and input from more than one thousand submissions.
Three pillar policy

· Reduce GHG emissions – primarily through CPRS but also renewable energy target, carbon capture and storage and action on energy efficiency
· Adapt to climate change – creation of adaption research facility and CSIRO climate change adaption flagship as well as the water for the future project
· Help shape the global solution – Australia considers it important for more heavy emitting countries to reduce their emissions.
Targets

The government has committed to an emissions reduction target of between 5 and 15 per cent below 2000 levels by 2020. This is a medium term target with the government still retaining their commitment to a 60 per cent reduction below 2000 levels by 2050.

The 5 per cent below 2000 levels target represents a minimum (unconditional) commitment to reduce emissions by 2020, irrespective of the actions by other nations. The 15 per cent below 2000 levels target represents a commitment to reduce emissions in the context of global agreement where all major economies commit to substantially restrain emissions and all developed countries take on comparable reductions to that of Australia.
The government’s intention is for the scheme to commence on 1 July 2010.
The mechanics of a cap and trade scheme
· Emitters of greenhouse gases need to acquire a permit for every tonne of greenhouse gas that they emit
· The quantity of emissions produced by firms will be monitored, reported and audited
· At the end of each year, each liable entity will need to surrender a permit for every tonne of emissions that they produced in that year
· The number of permits issued by the government in each year will be limited
· Firms will compete to purchase the number of permits that they require. Firms that value the permits most highly will be prepared to pay most for them, either at auction or on a secondary trading market. For some firms, it will be cheaper to reduce emissions than to buy permits
· Certain categories of firms will receive an administrative allocation of permits, as a transitional assistance measure. Those firms could use the permits or sell them.
Coverage
· Expected to cover around 75 per cent of Australia’s emissions and involve mandatory obligations approximately 1000 companies
· Covers facilities with direct emissions exceeding 25,000 tonnes of CO2-e per annum
· Australia’s 2006 emissions under Kyoto were 576 million tonnes CO2-e. (This is approx 2 per cent of global emissions, roughly similar to Britain or France)
· Proposed covered industries are:

· Stationary energy
· Transport
· Fugitive emissions 

· Industrial processes

· Waste 
· Forestry. 
· Agriculture will not be covered, but will be investigated for potential inclusion from 2015
· Offsets will not be included in the scheme initially, but may be considered later

· Scheme will cover six Kyoto gases measured in carbon dioxide equivalent (CO2-e), which is one tonne of gas multiplied by its global warming potential (GWP).  These gases comprise:
· Carbon dioxide CO2
· Methane CH4
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· Nitrous Oxide N2O
· Hydrofluorocarbons HFCs

· Perfluorocarbons PFCs

· Sulphur hexafluoride SF6.
Carbon markets

· Permits will be date stamped and this will be the earliest they can be used
· Unlimited banking is also allowed
· A limited degree of borrowing will be allowed, up to 5 per cent of the following years permits

· The Australian Securities and Investment Commission (ASIC) will be given the additional powers to provide regulatory oversight to the new carbon market

· Carbon pollution permits and Kyoto units will be designated as financial products under the Corporations Act 2001.
Carbon price

The Treasury modelling has indicated a potential carbon price of $23 per tonne of CO2-e in 2010. The government has decided to set a price cap of $40 at scheme commencement for five years rising at 5 per cent per annum. These prices are lower than the current European Union price.
Scheme caps

· The government will specify five years of caps in advance with guidance for a further 10 year. 

· The first five years will be announced in 2010, prior to the scheme commencement

· This will be following the Copenhagen meeting to agree on post-Kyoto targets.
International linkage

· Scheme designed to link internationally

· No exporting of Australian permits currently, government will give five years notice if this is to be allowed

· Kyoto units will be accepted, particularly through the Clean Development Mechanism (CDM) and joint implementation projects

· Permits under scheme are not the same as Australia’s international Kyoto units

· Certified Emissions Reduction (CER) permits under Kyoto will be accepted for the first three years of the scheme.
Emissions intensive trade exposed (EITE) companies
· Assistance should be targeted to reduce the likelihood of carbon leakage and to provide transitional assistance. Trade exposed industries are those with a ratio of imports and exports to domestic production greater than 10 per cent. Emissions intensity will be measured on the basis of the emissions-to-revenue or emissions-to-value-added of activities being above nominated thresholds. It will also apply to more impacted sectors than the green paper indicated such as steam and upstream emissions from natural gas
· Assistance should not reduce carbon price signals. Allocations will be based on industry average emissions and not the individual entity
· Assistance to EITE industries should be balanced against the need to assist other businesses and households
· Assistance should not breach Australia's international trade obligations
· At scheme commencement it is expected that around 25 per cent of the emissions permits will be allocated to EITE companies. This is expected to increase to 45 per cent by around 2020. However, the assessment of emissions intensity will be reduced in line with the emissions cap
· Initial rates of assistance will be 90 per cent for activities with emissions intensity of at least 2000t CO2-e/$m revenue or 6000t CO2-e/$m value-added and 60 per cent for activities with emissions intensity between 1000t CO2–e/$m and 1999t CO2-e/$m revenue or between 3000t and 5999t CO2-e/$m value-added.
Coal fired electricity generators

· One off allocation of permits under the Electricity Sector Adjustment Scheme distributed to eligible generators for the first five years of the scheme

· Assistance will be determined in relation to the historic energy output of the power station between 1 July 2004 and 30 June 2007, and the extent to which the generator's emissions intensity exceeds the ‘threshold' level of 
emissions intensity of 0.86 t CO2–e/MWh generated, which is the average emissions intensity of all fossil-fuel based generation.

Transforming the energy sector
· Investment in renewable energy and also research into carbon capture and storage.
Households

· Fuel taxes will be cut cent for cent with initial price impact of CPRS for the first three years

· Additional assistance provided to those on welfare and family assistance and low and middle income families.

· Incentives offered to improve household energy efficiency and to community and small businesses.

Tax and accounting

· Expense for permit purchases will be deductible and proceeds from sale of permits will be assessable

· If permits are banked, the tax impact is deferred using the rolling balance method 
· Free permits would be assessable at their value for electricity generators. Permits issued to EITE companies would be valued at zero in the year they are issued, but will have an assessable value if carried forward

· Normal GST rules will apply

· The government will wait for the International Accounting Standards Board (IASB) to release their exposure draft for accounting for emissions permits in 2009 and the Australian Accounting Standards Board (AASB) will release it for discussion in Australia. The government will not look to pursue Australian specific accounting guidance in this area. 

Reporting and Compliance

· The National Greenhouse and Energy Reporting Scheme (NGERS) will be the starting framework for the monitoring, reporting and assurance for the CPRS
· In relation to disclosure, Australia’s principles-based approach to non-financial reporting currently allows for the disclosure of information on emissions in directors’ reports. Strategies to clarify and further emphasise non-financial disclosures are currently being considered by the Treasury
· Large emitters (those with obligations under the Scheme for greenhouse gas emissions of 125,000 tonnes of carbon dioxide equivalent or more) will be required to have their annual emissions reports audited by an independent third party before submitting them to the Scheme regulator. 

Disclaimer

This publication has been prepared by the Institute of Chartered Accountants in Australia. While every effort has been made to ensure that it reflects current legislation, the Institute shall not be liable on any ground whatsoever to any party in respect of decisions or actions they may take as a result of using this publication nor in respect of any errors in, or omissions from it. The information contained in this publication is a general commentary only and should not be used, relied upon or treated as a substitute for specific professional advice.

This is a summary of points within the white paper. This summary does not pass comment or opinion on the contents of the paper.










