Australian Carbon Policy:
What it means for agriculture
and agribusiness
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« There is no such thing as a ‘greenhouse emission
meter”. All emissions are estimates based on standard
calculation methodologies.

» A carbon market is one created entirely by Government,
and subject to rule changes as Government sees fit.
Carbon markets are subject to considerable ‘sovereign
risk’



Australian carbon policy ¢

*Fixed price ETS commences in 2012. ($23.00 - $25.40)

*Transformed into a market-based ETS in 2015 with ‘training wheels”
(between $15 and int. price + $20, rising by 5% for 3 yrs)

Linked to international carbon market from 2015 (50% limit)

500 major emitters required to calculate emissions, remit permits
from 2012

*‘Covered’ EITE exporters receive graduated concessions

*Agricultural emissions uncovered and CFl offsets saleable. (5% limit
first three years)



A future Australian carbon policy?

Petrol and fuel for non-commercial vehicles
excluded from tax.

Fuel for railways, airlines taxed from 2012

Heavy vehicle diesel taxed from 2014 (?)
Farm, forestry fishing (off-road) fuel
exempt.

Mine sector fuel taxed via reduced diesel
rebate.

Fuel arrangements reviewed 2014/15




Clean Energy Future Gov’t outlays

Clean energy futures — Funding commitments ($m)

2011-12

2012-13

2013-14

2014-15

Carbon Farming Initiative

-47

-65

-81

Biodiversity Fund

-35

Carbon Farming Futures Program

-30

Carbon Farming Initiative Non-
Kyoto Carbon Fund

Regional Natural Resource
Management Planning

Other land and biodiversity
measures

Total Land and biodiversity
measures




Australian emission projections.
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Company

A J Bush & Sons

Scope 1 emissions

109,012

Year 1 cost ETS
(ignoring EITE)

2,507,276

Total energy
consumption (Gj)

1,133,354

Amcor Limited

510,377

11,738,671

9,966,094

Arnotts Biscuits

28,982

666,586

781,497

Baiada Pty Limited

134,785

3,100,055

2,197,475

Bega Cheese Limited

41,346

950,958

1,349,124

Burrup Fertilisers Pty Ltd

1,538,899

35,394,677

30,037,216

Delta Electricity

20,453,113

470,421,599

233,568,391

Goodman Fielder Limited

75,569

1,738,087

1,573,545

Heinz Watties Pty Ltd

44,410

795,146

Incitec Pivot Limitedl

987,302

22,707,946

24,070,980

Inghams Enterprises

71,831

1,652,113

1,934,116

Lion Nathan National Foods

103,998

2,391,954

3,136,840

McCain Foods

34,088

784,024

1,235,769

Murray Goulburn Co-op

145,795

3,353,285

5,111,806

Nestle Australia Ltd

39,547

909,581

1,841,239

Fonterra

175,808

4,043,584

3,489,607

Nippon Meat Packers

56,124

1,290,852

781,448

Simplot Australia

79,440

$
$
$
$
$
$
$
$
$ 1,021,430
$
$
$
$
$
$
$
$
$

1,827,120

1,359,467




An emissions trading scheme

Government
determines
coverage, emission
target, permit
numbers, rules
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Covered businesses . ..
submit annual return, estimate emissions,
retire permits reduce if possible.
Trade spare permits \_ Y,
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Table 2:  Projected change in farm business costs and farm cash income for the model farms. one year after the
introduction of a carbon price.

BEEF FARMS SHEEP FARMS | GRAIN FARMS | DAIRY FARMS | SUGAR | RICE |COTTON

Australia ic |Australia NSW = WA ’ SW WA ‘ NSW  Vic Og’ﬂ%" Burdekin

Carbon Price $23 $23 3 $23 2 32 $23

T $546  $2- $013  $2.152 | $3.132  $2.980
Processor (S)

et

" $1406  $635 $2471 $2,951 | $45 $3.074
farm ($)

Cost Total (3) $1.952  $893 $3. $6.054
Cost change

(%)

Income

change (%)

Assumes no response to cost increases by farm businesses



Table 3:  Projected change in farm business costs and farm cash income for the model farms, three years after the
introduction of a carbon price.

BEEF FARMS SHEEP FARMS GRAIN FARMS | DAIRY FARMS SUGAR RICE | COTTON

| S . ‘ e = = . Central Burdekin
Australia Qid Vic iAuotralla NSW WA NSW WA Vic QLD QLD

Carbon Price $25. $25.3 $25. $2536 $2536 $2536 | $2536 $25.36 | $25. $25.3 $2536  $25.36

;:;ge:sor ($) $2.663 $4209 $9.728 | $7.43 $101 $93 $5.868
Cost—
farm (S)

Cost Total ($) $5,133 $235 S $8.5 $16.389 $2.911 $12.309 | $10,005 | $14.946

$1908 | $43 56,661 $4.55 .8 $12.216

Cost change
(%)
Income
change (%)

Assumes no response to cost increases by farm businesses
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The Carbon Farming Initiative (CFI)

« Legislation in place by August, 2011

« Offsets produced in accordance with approved Methodologies.
« Key requirements;

— Additionality

— Permanence (100 years) for sequestration
— No leakage

— Scientific validity

— Measureable and verifiable

— Conservative assumptions

— Audited and verified by 3" party.



CFIl offsets

Kyoto-Protocol
offsets

Eligible forestry Mandatory carbon market

Emission mitigation * Businesses involved in the ETS

from livestock, N
fertiliser

Non Kyoto-Protocol Voluntary carbon market.
offsets

_ Individuals offsetting emissions.
Soil carbon

. «“Carbon-neutral” claims
Avoided

deforestation «Government.
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ransaction costs

Initial accreditation

$3,000 one-off cost

Legal advice (contract)

$2,000 one-off cost

Initial verification

$1,500/day one-off cost

Annual statement
preparation

$1,000/day each year

Annual verification

$1,500/day each year

Audit

$1,500/day every third year

Water entitlement (>600mm)

0.9 — 2 ML/hal/yr (not costed)




Sequestered carbon (tonnes)

0

200 400

Permit account

Long Term Water entitlement
Rainfall Halyr
600-700 mm 0.9 ML
700-800 mm 1.2 ML
800-900 mm 1.5 ML
| 900-1,000 mm 1.8 ML
> 1,000 mm 2.1 ML

W

s
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Offset project

Methane mitigation

CFl offset scenarios

Scenario parameters

$65 bolus, 365 days, 20% emission
reduction

Environmental
plantings

Wheat/Sheep

Mixed species planting. 1.2 t/halyr
50 ha planted/yr up t010% of property

Nitrification inhibitor

Wheat/Sheep

10% additional cost
37% emission reduction

Soli carbon

High rain

Crop converted to permanent pasture,
$175/ha plus 100kg super each 2 yr,
2.0t CO,-e/halyr. 50% of farm.

Single species
plantation

High rain

Tasmanian Blue Gums. Max 10% of
property. $2,200 ha/yr planting.
26 t CO,-e/halyr




Change in cumulative farm cash income over 30 yrs
relative to BAU (no carbon price)

Sheep Farm
(> $400k annual turnover)

Offset scenario

Farm cash income

Mandatory
market

\Voluntary
market

Pastoral zone

Methane mitigation

-31%

-40%

Environmental plantings

-91%

-312%

Wheat/Sheep zone

Environmental plantings

-20%

-37%

Nitrification inhibitor

-18%

-19%

High Rainfall zone

Soil carbon sequestration

-57%

Single species farm forestry

-108%

-8%
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Implications

A carbon price will have a negative impact on farm profitability
Cost impact varies by enterprise and supply chain.

Accelerated productivity growth will be the key to retaining farm
profitability (in response to climate change or climate change policy).

The CFI may provide some opportunity to mitigate additional costs.
Considerable risk associated with CFl offsets in the short-term.

CFI offsets are unlikely to be viable for farmers if they can only be
sold into the voluntary market.
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