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Design elements of an emissions trading scheme

In the context of this inquiry into broad climatelipy, the National Association of

Forest Industries (NAFI) supports the introductioh a cap-and-trade emissions
trading scheme (ETS) for enabling the transitiothef Australian economy to a lower
emissions future. Furthermore, NAFI has consisyeativocated the full inclusion of
forestry activities in an ETS such as the propoS&sdbon Pollution Reduction

Scheme (CPRS), given its significant potential fwoviding low cost emission

abatement.

Australia’s forest industry can make a significaantribution to Australia’s emission
reduction task, potentially contributing 81 millieannes of C@ equivalent or up to
20% of required abatement by 2020rhe industry’s ability to deliver on this
contribution depends largely on its treatment untexr development of climate
change related policy and the underlying desigtufea for a CPRS.

However NAFI is concerned that the current CPRSigdegprovides limited
commercial incentive for the voluntary ‘opting iof reforestation activities. These
issues were highlighted in our submission to thetrglian Government on the CPRS
exposure draft and provided to this inquiry. In suany, the main impediments to
voluntary forestry participation included:

» ‘Cascading’ liability provisions related to foresfintenance obligations.
These enforcement obligations may seriously inhiwéstment in
reforestation projects given a break in the conardietween the owner
of the carbon credits and any future liabilities.(surrender of units).
These obligations are to be imposed on the foregfhy owner
irrespective of whether they hold such propriefatgrests. Such
arrangements are unprecedented with respect teshef the scheme.

! National Association of Forest Industries (20085aying a Greater Role in Australia’s Future: A
strategy for the development of Australia’s sustbla forest industries, pp. 14-15.
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* Uncertainty over carbon estimation methods to lopteti under the scheme,
including the proposed use of the National Carboooiinting Toolbox
(NCAT) approach. There remain significant issuesaaunding how the
NCAT system would apply across the range of foaest project types, its
degree of accuracy and flexibility in incorporatipigject specific carbon
estimation information provided by forest entities.

* Non-recognition of multiple land titles as partadigible reforestation
projects. This is a major impediment given the pgbpensity for carbon
pooling arrangements and multiple land titles &forestation projects.

» Trading restrictions on the exports of emissiorisuicompared to unlimited
imports of eligible international units under tleneme. Such trading
restrictions impede domestic potential and investrfr reforestation
activities for emission removal exports to highteasitters, while allowing
imports of units including some eligible forestwtigities from developed
countries under the Kyoto Protocol.

» Inflexible carbon crediting approach. Based onWhate paper, the
regulations detailing the crediting approach fanogals are likely to be
limited to ‘average’ crediting rather than proviaehoice with ‘annual’
crediting. This may be less suited to some comrakbtisiness models that
may prefer annual crediting to take advantage dy ¢@e growth while
managing inter-year fluctuations.

CPRSfuel credit scheme

More alarmingly, NAFI is concerned that forestrysaaot included in the proposed
fuel credit scheme and is not being equitably é@awith respect to other primary
industries receiving the fuel credit (i.e. agriou#t and fisheries). This inequity was
confirmed in the exposure draft of the CPRS Fuel Adjustments Arrangements
Bill released by the Treasurer on 7 April. Ther@egrs no logical rationale why the
fuel credit scheme should not equally apply toikle forest industry businesses.
NAFI, in its submission to the Treasury on thisisshas estimated that such inequity
will result in an additional cost to the industryad least $9 million per annum. More
significantly, this would equate to an additionastof around $14,000 per harvesting
contractor and place significant financial stressmall businesses.

Full inclusion of forestry activities

NAFI therefore regards the current CPRS design dmissed opportunity’ for

forestry to fully contribute to the national emass reduction task. Furthermore, it is
imperative that the CPRS be forward looking witlygamel to forestry emission
reduction opportunities rather than taking a maretéd Kyoto constrained view. In
this respect, NAFI endorses the broad inclusiofostry activities under a domestic
ETS and related climate change policy. This is bseaforestry is an inherently
renewable resource and there are a significant eundd carbon abatement
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opportunities available from Australia’s forest urstly due to the highly integrated
nature of the industry. Two of the main opportwestinclude:

» Carbon in wood products: NAFI continues to advotihdée carbon storage in
harvested wood products should be recognised fotranse inception given
their contribution to a longer term carbon poolklan

» Article 3.4 forests (pre-1990 forests): allowanbewdd be made for the
inclusion of these forests (native forests andtak@mns) under the scheme, but
treated initially as net neutral until the finatisa of carbon accounting
methodology (e.g. treatment of non-anthropogeniesiodisturbances).

NAFI takes the view that the Australian Governm&mbuld give these issues a high
level of priority in the ongoing international neégdions under the UN Framework
Convention on Climate Change, the Kyoto Protocal any post Kyoto Protocol
agreement, given their relevance to providing l@stgreenhouse gas abatement and
possible inclusion under a domestic ETS.

As reflected at a recent international workshoglwhate change research and policy
experts, there is growing global recognition of tboke that forestry and forest product
industries can play with respect to providing npléiiemission abatement options:

Forests play manifold roles in climate mitigation:

a) They sequester carbon from the atmosphere whengitmay, store carbon in living and
dead biomass and forest soils.

b) They deliver wood as raw material which offsetsegiouse gas (GHG) emissions due to
substitution of more energy and emission-intensios-renewable material.

c) They produce wood for energy which can substitassif energy.

d) Wood products are a pool of carbon that delayl&ase to the atmosphere.

The different aspects of forests and forest pradilctreducing GHG (carbon stored in forest, in
harvested wood products and wood-based biofuedsinherently connected.

This inherent connectivity between the various esagf forest growing and
processing activities, from tree planting rightatingh to wood product use, recycling
and long term disposal (e.g. landfills), may prevssignificant emission abatement
opportunities. The UNECE/FAO workshop report goesmstate:

A ‘cascaded’ use of harvested wood — first for wpooducts that can be recycled, then for energy — i
in most cases preferable to the direct use of wlmodenergy from the point of GHG emissions.
Accounting for carbon stored in HWP [harvested wpodducts] can be an incentive to use wood as
material before using it for energy generationdaiing ‘cascade’ principles.

In formulating climate change policy, it is therefoimportant that strategies and
incentives for the forest sector take a holistilmpof view by taking into account
carbon sequestration by forests, storage in woodymts and substitution of fossil
fuels and energy intensive materials. It is onlytdling a holistic view of the supply

2 United Nations Economic Commission for Europe/Fand Agriculture Organisation
(UNECE/FAOQ). Proceedings of the Workshop on Haeestood Products in the Context of Climate
Change Palicies, 9-10 September 2008, United NafRalais des Nations, Geneva, Switzerland.
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chain of the renewable forest based industries ghah ‘cascading’ principles and
multiple benefits can be fully appreciated and dpportunities identified when

designing regulatory frameworks. These principlesil need to be consistent and
complementary across key climate change policieb si3 an ETS, building design
regulations and renewable energy policies.

Reductionist approaches: a formula for perverse outcomes

With this in mind, NAFI is very concerned that ‘texdionist’ approaches to the
treatment of forests and forestry for climate cleapgrposes can be very misleading.
For example, a recently released report by therAlimh National University entitled
‘Green Carbon: The Role of Natural Forests in Cart®torage’ has received
considerable attention as a preliminary assessofdhie carbon storage potential of
allowing the native forest estate in south-easfarstralia to be grown to full maturity
in perpetuity.

While NAFI has previously raised a number of isswéh respect to the methodology
and limitations of the study, the main observaisthat the policy conclusions do not
adequately take into account important factorsidgatith:

» sustainable forest management and wood utilisatmmprovide multiple
abatement opportunities consistent with ‘cascadonigiciples; and
* natural disturbances, such as fires, on long temran storage in forests.

With respect to sustainable forest management Hinieat wood utilisation, the net
sequestration benefits of accounting for successitaions of harvested forests and
carbon stored in wood products are generally wathvkn (refer Figure 1) and provide
a significant pool of ‘green’ and embodied carbbHowever, in this case the 35 year
rotation represents only one wood growing scereralable to industry and does not
include combined bioenergy and recycling options; é&xample, which would
increase net abatement over time. Further deteddabn accounting, fuel substitution
and product life cycle research is therefore remlisicross the forest industry supply
chain to better inform future climate policy andetimnovative transition of the
economy to a lower emissions future.

In pursuing the objective of developing comprehemsand transparent accounting
frameworks, NAFI would support the view of Macketyal (2008) that:

Comprehensive carbon accounting is needed thatdeslcarbon uptake and emissions from
all human activities associated with commerciablag and processing the associated wood-
based products, as well as carbon storage in pismduc

This is because failure to account for emissiorgsr@movals across industry sectors
can produce perverse policy outcomes. This, inceffevould be implied by a
reductionist approach that focused solely on masiigi the carbon sequestration
potential of standing stocks of native forests,haitt looking at the significant

% Mackey BG, Keith H, Berry SL and Lindenmayer DB(B). Green Carbon: The Role of Natural
Forests in Carbon Storage. The Fenner School af@ment and Society, The Australian National
University, E Press.
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emission abatement and other economic and soai&ifibefrom a $19 billion forest
products industry.
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Figure 1: Long term carbon storage with active forest managnt and recognition of carbon
in wood products

A second related issue concerns the frequency raedsity of natural disturbances
such as fire on the amount of carbon stored in grgwnd mature forest over time.
NAFI is concerned that inadequate attention has péeced on the impact of fires on
the long term estimates by Macketyal (2008) of carbon that can be stored in south-
eastern Australian native forests. In 2003, fornepi@, wildfires in south-eastern
Australia resulted in emissions of 190 million tesrof CQ equivalent from existing
forest landd This compares with annual allowable emission5aif.5 million tonnes

of CO; equivalent during the first commitment period unithe Kyoto Protocol.

A reductionist approach to national forest polibgttrestricted multiple-use activities
such as commercial logging for the single objectizenaximising storage in standing
forests would lead to a direct build up of fuetle forest, amongst other significantly
adverse impacts. Managing fuel loads is a sigmfidand management issue with
respect to the frequency, spread and intensitpraist fires in a changing climate and
potential impacts on rural population centres axsmith-eastern Australia.

In simple terms, the higher the amount of fuel tingher the fire intensity. This is

illustrated with respect to woodland savannahsonthern Australia but the principles

would equally apply to southern forest ecosystefiggire 2). Fuel loads of native

forests can vary between 10 to 40 tonnes per h&epreucalypt types, and without
ongoing fuel reduction and other fire mitigation magement actions, present a
significant fire risk.

* Forest and Wood Products Research and Developbmporation (FWPRDC) (2007). Forests,
Wood and Australia’s Carbon Balance.
® National Greenhouse Gas Inventory 2005. Departwie@timate Change
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Increasing fuel loads increase fire intens_it¥ from low to very high
for grasslands, This relationship is also influenced by other
factors such as wind speed, fuel moisture and fuel continuity.

Figure 2: Relationship between fuel load and fuel interisity
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Figure 3: Relationship between years post-fire and fueidbup for eucalypt forest types

® Charles Darwin University, Tropical Savannas CRC.

" Department of the Environment, Water, Heritage #hedArts. Biodiversity and fire: the effects and

effectiveness of fire management. Accessed at:
http://www.environment.gov.au/biodiversity/publicats/series/paper8/index.htmi
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NAFI believes that a passive approach to consemwdtirest management over many
decades has contributed to some of the long terderiying causes and risks of
extreme fire events in south-eastern Australia.ddes balanced approach to climate
policy is required across all forest land tenuresdduce fuel loads, create forest
sector jobs and wealth, promote carbon sequestramal protect biodiversity. In
addition, there are likely to be a range of innoxeatnd holistic management options
for fuel reduction and fire management, includicglegical thinning in reserves and
utilisation of woody biomass for bioenergy acrossures that can provide multiple
economic and environmental benefits.

Consultation

NAFI is also concerned about the relatively shionetframe for industry consultation
on the proposed CPRS, given its significant andewrdnging impact on the
Australian economy including both the forest grogvand processing sectors. Despite
the announcement by the Australian Government taydeommencement of the
scheme to 2011, the underlying design of the preghasheme are being decided now
as part of the legislative program for the year.

Given the significant opportunities identified abovNAFI is willing to work
constructively with the Australian Government arthen relevant stakeholders in
maximising the contribution of the forest sectociimate change policy and ensuring
the best possible outcomes for the Australian enwirent and economy.
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