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The Business Council of Australia (BCA) brings together the chief executives of more than 
100 of Australia’s leading companies, whose vision is for Australia to be the best place in the 
world in which to live, learn, work and do business. 

BCA energy and climate change position 
Australia needs to ensure it has a comprehensive and coherent national energy policy that drives 
the development of our energy resources, supports a strong energy export industry, and provides 
for the secure, reliable and efficient delivery of competitively priced energy to households and 
businesses. 

Australia’s energy sector needs to deliver these growth opportunities while meeting best practice 
environmental standards and seeking to minimise our greenhouse gas emissions in line with global 
efforts using national rather than state-based approaches. 

Australia should play its role in the international climate change negotiations to progress an 
approach to emissions reduction that includes clear and binding commitments from all major 
emitters. 

Australia should renew its focus on research and development of technological advancements to 
support the lowering of emissions from all energy sources and on adaptation to manage the long-
term impacts of climate change.  

In summary, Australia’s energy and climate change policy should ensure: 

• Australia’s future economic growth and not compromise Australia’s global competitiveness  

• Australia’s contribution to reductions in global greenhouse gas emissions at lowest cost and 
commensurate with global action 

• the development of our energy exports in an environmentally responsible manner  

• the delivery of secure, reliable and competitively priced energy in the long-term interests of both 
domestic and international consumers 

• competition through the operation of open and transparent markets with strong consumer 
protections 

• a stable, technology-neutral, long-term investment environment 

• Australia’s access to diverse supply chains to enhance our energy security.  

About this submission 
The government is seeking business and community views on the design of the Emissions 
Reduction Fund (ERF). 

This submission considers five matters in light of the BCA’s energy and climate change position: 

• proposed role of the Productivity Commission in the design of the Direct Action policy 

• governance arrangements for the ERF 

• criteria that should be considered in determining whether a project is eligible for the ERF 

• issues to be addressed in the design and operation of a mechanism applying to emissions above 
a baseline 

• role of the 2015 review of the ERF. 

This submission does not address possible sources of abatement or how to facilitate abatement 
projects. 
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Progressing the design of Direct Action 
The government’s Direct Action policy includes two key elements: 

• The ERF – a fund to be established and available for use to pay for lowest-cost voluntary 
greenhouse gas emissions abatement. 

• Baselines and charges – a compliance mechanism where companies must establish greenhouse 
gas emissions baselines and be liable to pay a charge for greenhouse gas emissions that exceed 
an agreed level. 

In designing the detail of Direct Action and its implementation, the government should pay 
particular attention to developing a workable, lowest-cost policy which provides the foundations for 
a long-term policy framework that is responsive to international negotiations.  

The successful design of Direct Action would include the following features: 

• supports Australia in reducing global greenhouse gas emissions in line with global efforts using 
national rather than state-based approaches 

• supports Australia’s future economic growth 

• maintains the global competiveness of Australia’s industries 

• provides for reductions in greenhouse gas emissions at lowest cost  

• maintains the secure, reliable and competitively priced supply of energy  

• supports a stable, technology-neutral, long-term investment environment 

• prevents market distortions and reduces regulatory complexity. 

Importantly, Direct Action should provide maximum flexibility to business in the delivery of 
outcomes, while minimising market distortions between sectoral participants. 

With these features in mind this submission discusses a number of matters the government should 
give consideration to as it undertakes detailed design of Direct Action. 

In developing the government’s Direct Action policy, the BCA strongly encourages the government 
to ensure the process is not rushed and consultation ensures full consideration is given to issues 
raised. 

Proposed role of the Productivity Commission in the design of the Direct Action 

As an initial step in developing the Direct Action policy, a referral should be given to the 
Productivity Commission to identify the design parameters for Direct Action which ensures the 
policy can meet Australia’s 2020 emissions reduction target at lowest cost, is in line with global 
action and commensurate with the actions taken by Australia’s competitors so that Australia’s 
emissions reduction policies do not adversely impact Australia’s competitiveness.  

The Productivity Commission review should also examine the role that domestic versus 
international abatement could have in reducing Australia’s emissions, and what impact a change to 
the target will have on the costs to business and Australia’s competitiveness. 

While the government has placed a focus on abatement occurring in Australia as a key feature of 
Direct Action, an important consideration for the Productivity Commission should be the relative 
costs and benefits of a total reliance on domestic abatement versus a combination of domestic and 
international abatement. 

Such a review will provide business and the community with confidence the policy can work and 
make recommendations on how best to design it.  

Such a review can also play an important part in providing independent advice on how to ensure 
Direct Action is designed in a manner to provide for a long-term and predictable policy landscape 
that successive governments can work within and which allows businesses to make long-term 
investments. 
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Due to the public statements by a majority of the Senate, given the repeal of the current carbon 
pricing mechanism (CPM) looks unlikely to take effect before 1 July 2014, there is sufficient time to 
conduct such a review.  

Governance arrangements for the ERF 

The implementation of the ERF will be, for some companies, at least the third different policy in 
five years they have been required to comply with to reduce greenhouse emissions and energy 
use.  

This continual change in policy direction brings uncertainty in business operations, additional costs 
and in long-term investment decision-making. 

There is a need to ensure the compliance and regulatory costs of Direct Action do not impose 
further significant compliance costs and administrative burden on business. 

ERF framework 

With this is mind, the ERF needs to be designed with clear and simple guidelines, transparency in 
assessment of eligibility to bid into the ERF, relevant and targeted reporting where necessary, and 
a range of publicly available standard contracts with clear terms and conditions making clear the 
responsibilities and liabilities of those bidding into and winning funds. 

Governance arrangements should build on existing infrastructure where possible. The National 
Greenhouse and Energy Reporting (NGER) Act should be used as much as possible to meet 
reporting and auditing obligations to keep administrative costs at a minimum.  

The opportunity should also be taken to simplify the design and operation of NGERs on the basis 
of advice previously provided by companies and industry associations. A short simultaneous review 
of the NGER Act to identify further streamlining opportunities may be also required.  

The substantial level of audited company data already provided to the government should form the 
basis of governance arrangements, removing the requirement for companies to replicate processes 
already undertaken. 

Two-step bidding process 

There is benefit in considering a two-step process for bidding into the ERF.  

There are substantial risks in leaving the “due diligence” assessment of a methodology and the 
company proposing the abatement project until after the bidding process. In such circumstances 
an adverse due diligence assessment resulting in the project not progressing will have adverse 
impacts on the auction process.  

Comprehensive guidelines and a preliminary screening of proponents and projects designed to 
minimise duplication and keep up-front project costs as low as possible will help ensure projects 
are eligible for bidding into the ERF. 

The procedures under the Carbon Farming Initiative (CFI) can provide a useful starting point. 

Contract timeframes 

An important matter to be addressed in establishing the governance arrangements for the ERF will 
be for the government to decide whether it will accept bids for projects that go beyond 2015 
(the review year) and again beyond 2020, and how contracts will be managed over these longer 
time frames. 

Providing clear and unambiguous guidance on contracting periods will be important for securing 
private sector finance. 
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Criteria that should be considered in determining whether a project is eligible for the ERF 

An important threshold design principle should be to ensure the Direct Action policy is market-
based allowing market forces to determine lowest-cost abatement. As such the ERF should not be 
technology or methodology specific and should allow for the bidding in of the broadest range of 
abatement opportunities.  

While we understand the government may have a preference for abatement opportunities identified 
on the basis of established methodologies under the CFI or similar programs, the government 
needs to be open to a more flexible approach that includes: 

• abatement opportunities based on an activity methodology 

• abatement opportunities based on an intervention at the facility level. 

Broadening the abatement opportunities that can be in scope for this policy helps ensure the 
government can achieve its 5% emissions reduction target. 

Similarly, consideration should be given to allowing companies to bid projects into the ERF that are 
already underway and are at risk of not continuing due to the removal of the CPM. 

The government has sought to focus on domestic emissions reduction to achieve the 
5% emissions reduction target. This has the potential to place a very high-cost impost on 
Australian tax payers, if domestic abatement opportunities are not available below the current price 
of international certificates under the Clean Development Mechanism, Joint Implementation or the 
EU emissions trading scheme for example. 

Consideration should be given by the government to purchasing international certificates as a 
buffer to help ensure achieving the 5% emissions reduction target in 2020 at lowest cost, given the 
current relatively low cost of measureable, verifiable and registered international certificates. 

Considerations in the design and operation of a mechanism applying to emissions 
above a baseline 

The government’s Direct Action policy includes a compliance mechanism which requires the setting 
of emissions baselines for all major emitters. 

An essential threshold question is whether the government requires the setting of baselines for all 
businesses emitting above a threshold or only those sectors of the economy covered by the current 
CPM.  

There is a necessity to provide options and flexibility in identifying baselines so as to minimise 
administrative burden.  

The BCA recommends that the government undertakes further consultations with those 
companies directly impacted by the policy to determine the appropriate approach to setting 
baselines, since there is not a “one size fits all” model that will apply to all companies. 

There are a number of factors that should be considered in determining how baselines are set. 
The following factors are by no means an exhaustive list, but reflect threshold issues to be 
addressed: 

• Consideration should be given to providing companies with the opportunity to determine 
baselines at the facility, entity or other appropriate level. The structure of the company, range of 
emissions-intensive activities and types of greenhouse emissions being emitted can vary 
significantly within and across companies, which suggests that flexibility is required in the point of 
measurement of emissions. 

• In determining baselines, consideration should be given to the possible impacts on companies of 
the transition from one policy instrument (CPM) to another. Companies that have undertaken 
investment in the context of the CPM should not be disadvantaged with the introduction of a 
baseline and charge system. It should be recognised that the change to the policy may result in a 
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significant loss in investment return for those companies who have invested in emissions 
reduction solutions on the basis of the specifics of the CPM. 

• Company and facility emissions can vary substantially from one time period to another depending 
on a range of operational factors such as maintenance or increased production. They can also 
vary in response to natural events such as floods or man-made events such as strikes. It is 
essential that the process for determining a baseline takes these criteria into consideration and 
similarly any charge regime must have the flexibility to factor in these criteria and not penalise 
companies. 

• Consideration must be given to the treatment of new facilities and expansions of facilities in any 
method of calculating baselines to ensure business growth is not stifled. 

The government has indicated in previous policy documents its intention to include a penalty 
regime as an element of its Direct Action policy. Clarity is required as to how the charge will relate 
to variations in emissions performance against baselines. 

It is also essential that the charge regime is designed in such a manner that companies are not at 
risk of paying a charge as a result of normal variations in business operations over time or across 
multiple sites. 

The government should also give consideration to the delay in the introduction of any charge until 
the work on the setting of baselines for all affected companies is complete and criteria for variations 
on the baseline have been tested. 

Clarity is required on the mechanics of any penalty charge, including any interaction it may have 
with the cost of abatement under the ERF and how lowest-cost abatement can be ensured, noting 
any potential impact of a charge on costs of electricity. 

Role of the 2015 review of the ERF 

The government’s 2010 Direct Action policy document references a review of the Direct Action 
policy in 2015. The terms of reference and criteria for the assessment of Direct Action in 2015 
should be made clear as the policy is being implemented.  

With a scheduled review so early in the life of a new policy, it will be important for business to 
understand the scope of the review and scale of policy change that may come into play as a result 
of the review.  
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