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EXECUTIVE SUMMARY

The Austrdian Environment Business Network (AEBN) welcomes the opportunity to comment onNSW s Greenhouse
Gases Srategy Discussion Paper.

AEBN supports the generd thrust of the discussion paper primarily to limit the growth of greenhouse gases
while kegping NSW a progperous economy. Energy efficiency is seen asthe main path in which to achieve
this outcome; a path which industry has been following for many years voluntarily and under government
programs. Hexibility in the approach to achieving these outcomesis an essentid ingredient due to the highly
variable nature of indugtry and business.

AEBN congdersthat the NSW Greenhouse Office hasamgor role in establishing government policy to
ensure that polices and regulaions thet inhibit GHG reductions are managed in abaanced way. To dress
this point AEBN recommends that awhole of government policy be developed to ded with the potentid
conflict between contralling local ar pollutants and GHGs.  In addition, AEBN recommends that the NSW
Greenhouse Office undertakes research into way and means of better answers to and the baancing of these
often conflicting pollution sources.

Given the recent policy speeches by the Premier, Bob Carr, AEBN is concerned that the srategy will be
used to support unilatera GHG trading and or punitive controls. Accordingly we strongly recommend thet
any unilaterd action to undertake the implementation of a carbon tax, cap or trading scheme is not
congdered within the strategy. Instead actions dong such lines should only be devel oped within anationa
processinvolving dl jurisdictions.

Comments are provided on anumber of the questions raised in the discussion paper which should assst the
NSW Greenhouse Office to develop a better GHG strategy for NSW.

Should the contents of this submisson require further darification please contact Andrew Doig & AEBN on
(02) 9924 7515.
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RECOMMENDATIONS

R1 AEBN recommendsthat the NSW Greenhouse Office conduct research into ways and means of
achieving locd pallutant reduction with minima or reduced GHG emissons

R2 AEBN recommends that the punitive sector- by-sector end- user gpproach to controlling GHGs
not be used unilaterdly by NSW. If punitive controls are used they should be based on usage
rather than by a sector-by-sector bass.

R3  AEBN recommendsthat NSW only participate in a nationd process induding the Federd
Government to develop a GHG emissonstrading scheme.

R4 AEBN recommends that the NSW Government deve op a whole-of- government policy to dedl
with conflicting environmental outcomes on ar emissons. The policy should provide darity for the
DEC, other government agencies, industry and the public on how to baance greenhouse
emissons—aglobd issue—with locd ar pollutants such as particulate matter, oxides of nitrogen
and many others.
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1. INTRODUCTION
AEBN wecomes the opportunity to comment on NSW s Greenhouse Gases Strategy Discussion Paper.

AEBN isan industry and business representative body specidisng in environmentd issues thet affect our
members. Our membership collectively has aturnover in excess of $50 billion and employswell over
50,000 employees. Further information albout AEBN can be found on our web Ste a
WWW.aebn.com.aul.

The NSW Government has been commiitted to the reduction of greenhouse gases (GHGs). Thisis
reflected in the establishment of the Sugtainable Energy Devd opment Authority and actions undertaken by
the Independent Pricing and Regulatory Tribunal (IPART). More recently SEDA was adopted within the
Minigtry of Energy and Utilities. AEBN looks forward to the good work undertaken by SEDA to
continue.

AEBN is concerned that the NSW s Greenhouse Gases Strategy Discussion Paper may mark an
important diverson away from the federdly based gpproach to managing (GHG) emissons. The paper
appears positioned to accommodate the NSW Government’ s policy podtion for anaiond gpproach on
GHG which indudesdl States but exdudes the Federd Government. One of Bob Carr’ s speeches out
lined NSW Government policy on thisissue:

I can announce today NSW will, in partnership with the other States and Territories, make a
decisive push for a national emissions trading scheme based on our successful benchmark
scheme.

| will shortly write to the Premiers and Chiefs Ministers calling for their support. A national
emissions trading scheme would have a range of benefits:

Emission reduction targets could be applied across a number of sectors such aswaste
management, manufacturing, forestry and farming, aswell as energy;

It could provide an 'opt-in’ provision for large energy usersto develop their own
benchmarks, with provision for banking, borrowing and trading of carbon credits;

The government would be confined to a regulatory and oversight role, leaving the

maxi mum possible scope for the private sector to design and run a carbon credit system;
Targetscould be set initially at a modest level that still manages to set a national price
signal for greenhouse emissions,

the costs of not meeting targets could be set to ensure that abatement is always a
cheaper option, giving a "ceiling price" to carbon credits; and
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Carbon credits under an Australian national emissions trading scheme could be eligible
to betraded internationally.

AEBN isconcerned that as aresult NSW will take on a unilaterd gpproach to managing the internationa
Issue of GHG reduction. Even if anumber of individud Statesjoin with NSW the outcome will bea
divided netion dong this policy. The fear isthat the resulting NSW GHG Strategy will be the vehide thet
this Federd Government exdusion policy will be implemented through.

While environmentd issues are dearly a date issue for each gate jurisdiction, thisis overruled by the
impect of internationdity of GHG control and globa warming. The Kyoto Protocol was sgned by the
Federd Government and as such it was not Sgned off by NSW or any other sate. Nevertheess AEBN
accepts that NSW will move asdeif any Federd gpproaches to controlling GHG emissons are put into
action. However, NSW date based unilaterd schemes dready exist such as.

NSW Greenhouse Abatement Scheme
The Wadte Levy on landfilling of wastes (mogt of which isjudtified on GHG emissions)

Such schemes undermine the competitive advantage of NSW in both private and government controlled
trading enterprises. Fortunately, the above schemes are currently rdatively amdl economicaly in
comparison to say implementing a carbon tax or cap and dso do not directly affect the export of products
and sarvices from NSW. Neverthdess, these taxes add to the costs of production in NSW.

The paper makes some commentsin reation to the Koto Protocol and Audrdia podtion of being a
sggnatory, but not retifying it. The pagper Sates:

The Australian Government has committed to meeting its Kyoto target, although if it does not
ratify, Australia will be disadvantaged, asit will be locked out of international trading mechanisms
reserved for Kyoto signatories.

Ratifying the Koto Protocol would allow Audrdiato paticipate in the internationd trading mechanisms,
but thisis only permitted if Audrdia (or any other Sgnatory) medtsitstarget. If Audrdiadoesrdify the
Protocol, many other countries which are both sgnatories and have rdtified it, are unlikely to meet their
targets. Asaconsequence post 2008, there may be very few countriesin which to trade with.

AEBN quedtions the levd of disadvantege if rdification does not occur. Consdering that the Nationd
Audrdian Labor Party’s palicy isto ratify the Kyoto Protocal, the issue is consdered mute. A changein
the Federd Government is a matter of when rather than if. As such the question raised in the discussion
paper What steps can the NSW Government take to prepare NSW for both domestic and
International emissions trading? Mus take into account that a change in Federd Policy will eventuate
and NSW will need to integrate with any nationd trading scheme.

! "In Control Of Carbon" Breakfast Thursday, November 20, 2003
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2 MAIN ISSUESIN DISCUSSION PAPER

This section of the submisson coversthe issuesidentified in the issues paper which summarised indudes

Lo

The areasin which NSW should focus research on Greenhouse Gases (GHGS)?
2. Which end-use sectors do you think are the mogt important to target emissons reduction

adtivities?

3. What steps can the NSW Government take to prepare NSW for both domestic and internationa
emissonstrading?

4. Goals of the Strategy

5. How should the NSW Government determine an effective balance between short term, least-cost
abatement measures, and longer term measures to develop alowcarbon economy?

6. What initistives could the NSW Government introduce to limit greenhouse emissons from
industrial processes

2.1 Greenhouse Gas Research

AEBN consdersthereisamgor rolein which NSW can asss in better managing GHG emissons
One of the mgor conflicts that indudtry is experiencing is that by reducing GHGs other air pollutants
tendtorise. In paticular oxides of nitrogen (NO,) are consdered amgor locd ar pollutant.

NOy discharges in the Sydney basin have been shown by the MAQS study to be a major
contributor to poor air quality in western Sydney. The study shows that reductions in discharges
arerequired if health goals are to be achieved?

Conflicts arise between locd ar pollutants and GHGs on aregular basis. For example, acompany
may wish to changeits old cod fired bailer to one which runson naturd gas. In doing thisthe new
boiler will have to pass much gtricter NO, emisson limits than the current cod fired boiler. Under the
Clean Air Plant and Equipment Regulation 1999 the current bailer is permitted to emit 2.5 g/m3
NO,, whileanew gasfired bailer would have to meet the limit of 0.35g/m3 NO,. Smple economics
will disocourage the inddlaion of the new more energy efficient bailer.

Tighter pollution controls on indudtrid emissonswill in generd incresse GHG emissons. Another
example isthe potentid for scrubbing NO, using SCR catdys. To achieve effective reductions use of
aneutraisng agent for the NQy isrequired. Commonly ureais used for this purpose. From GHG
emisson perspective the urea cogts energy to make, asit is made from anmonia—avery energy
intensive process.

Recently the NSW Government put up the cost by 45-50% for companies subjected to Load Based
Licensing® of emitting NO,. The main reason provided was to encourage the use of L oad Reduction

2 Regulatory Impact Statement Pollution Control Regulation 1998 p33 EPA (1998)
* Increaseswere mede under the Protection of the Environment Operations (Clean Air) Amendment Regulation 2004
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Agreaments (LRA) with the DEC. LRASs provide afinancid incentive to companiesto cut their load
feesby agresing to ingdl pollution reduction equipment within 3 years. For NO, thiswill mean the use
of SCR poallution control equipment and will come & incresse GHG emissons. The cost of such
pollutant control equipment is so high thet few if any will ingall the equipment.

Thermodynamic efficdency is generdly linked to higher internd operating temperatures. Whilethis
increases the converson of fudsinto useful energy, such as dectricity or rotetiond energy, the higher
temperature increase one of the most codtly ar contaminants NOy« Many good idess to improve
thermd efficiency tend to dso increase NO, a precursor to photochemica smog.

AEBN congdersthat the NSW Greenhouse Office isin aposition to research into effective solutions
where both GHGs and locd air contaminants are both reduced.

The Sugtainable Energy Development Authority has put alot of effort into such schemes dready, such
as cogenerdtion of dectricity and process heat or seam and better demand side control of energy
demand.

R1 AEBN recommends that the NSW Greenhouse Offi ce conduct research into ways and
means of achieving local pollutant reduction with minimal or reduced GHG emissions.

2.2 End-Use Sectorsto Target

This question is made redundant as later in the paper the priority list of sector action is put forward.

The papers chapter “Summary of priority sectors’ pre-empts the answer to this question, but confusingly
provides a new list of priority sectorsin which to target.

There are two ways in which to better manager GHG emissons:

Punitive controls such astaxes or limits or even monitoring conditions
Assstance measures such as grants or guidance materias

AEBN congders tha targeting end- use sectors with punitive controls could be flaved if used
ingopropriaidy. For example, placing high levels of punitive controls on one sector will merdly force it
to withdraw from NSW and locate dsawhere. Such an gpproach will come with codts, in terms of
increased unemployment and increased disnvesment in NSW.

If sector taxes and or punitive messures are used to ‘control” GHGs AEBN would dispute its ability to
ubgantidly drive abatement. Asthe Government has found out from the Load Based Licensing
scheme, especidly for air pollutants the fees imposed are far too low to drive abatement measures.
Consequently, the scheme becomes atax rather than achieving environmenta outcomes. If however,
the LBL fees were increased to reflect aobatement cogts, this will tend to close businesses increesing
unemployment. A smilar outcome may occur if carbon taxes or punitive controls are imposad on
selected indudtry sectors. The NSW Greenhouse Office needs to be aware of the danger zones of
when abatement costs are becoming too high foraing plant dosure rather than process improvements.
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Internationaly GHGs are generdly being consdered for contral in terms of emission taxes, carbon
taxes and controls which imposes afinancid pendty on the production of GHGs. Alternatively it can
be atax on a gpecific commodity, such as dectrica energy or disposa to landfills. Such taxes and
financia impediments do not discriminate between pecific sectors taxing in auser pays gpproach. In
contragt to the globa issue of GHGs, istheway in which loca ar contaminants are controlled.
Typicdly locd ar contaminants, such asoxides of nitrogen (NO,) and volatile organic compounds
(VOCs)*, particulate matter are controlled on a sector by sector basis.

Under NSW environmentd legidation indudtry is controlled onitsloca ar emissons by:

Concentration of the emisson of ar contaminants being limited
Regular monitoring which is continuous in many cases
Itsmass|oad over ayear being limited

Being charged for the amount of the air contaminants it emits.

No other sector in NSW is astightly controlled. Moator vehicles are the main source of locd ar
contaminantsin NSW’ s urban aress. In contrast to industry mator vehides are controlled through
design and concentration once per year. Also the number of environmentd offencesin NSW is
dominated by mator vehicles. Over 1900 finesfor smoky vehides areissued eech year. This makes
up the mgority of al environmentd pendties The table below which gppeared in the 1997 NSW
Sate of the Environment Report; dearly shows that while indudtry is the most regulated it isfor most
main locd ar contaminantsaminor player:

Industrial Contribution to Major Air Pollutants State of the Environment Report 1997

industry
W transport
w domestic |

LE

* NOx and VOCstogether with the right meteorologica conditions can lead to photochemica smog causing high excesdances of
ground level ozone target concentrations.
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AEBN is aso concerned about the context of the question and the reference to the graphaboveit.
Thisis mideading asthe grgph in the section 1999 National end-use allocation of emissions showsoverdl
Audrdian emissons while the question rdates to NSW actions. At aminimum the graph should show
NSW end-use alocation of emissions.

Overdl AEBN does not consider a sector -by-sector punitive gpproachfor GHGs emisson contral is
appropriate.

R2 AEBN recommendsthat the punitive sector-by-sector end-user approach to controlling
GHGs not be used unilaterally by NSW. If punitive controls are used they should be
based on usage rather than by a sector by sector basis.

2.3 Domestic and international emissionstrading

AEBN would only support the joint development of aNationa emissons trading scheme that involves
dl jurigdictions across Audrdia. If NSW developsis own trading scheme unilaterdly it runsthe high
risk of not having that scheme adopted nationdly when Audrdia ratifies the Kyoto Pratocol. A risky
Srategy as the resources need to deve op such a scheme would be wasted if it was not adopted.

Evenif Audrdiahas dill not ratified the Protocol by 2008+ it is doubtful that NSW will be permitted
to particpate in any internationd GHG emissons trading.

R3 AEBN recommendsthat NSW only participate in a national processincluding the
Federal Government to develop a GHG emissions trading scheme.

2.4 Goalsof the Strategy

AEBN in principle supports the thrugt of the godsin the paper. However, the god to Put NSWon a
long term path towards a prosperous economy with low net carbon emissions will provide substantially
challenges for the NSW Greenhouse Office.

NSW palicy mechanisms should aso take account of other States and Territory greenhouse policies
stting, as well as providing flexibility and certainty, emphassng cod effectiveness.

AEBN has noted a consumer backlash in taxes that, while not directed specifically on GHGs achieve a
similar outcome in reducing consumer demand and improving energy efficiency. The recent price spikesin
petrol and diesdl resulted in considerable consumer backlash in Europe and North America. France, only
about a month ago, was faced with blockades from truck drives which paralysed the road system. The
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Government backed down and cut fuel taxes by 15%, despite call from environmental groupsto do the
opposite.

The NSW GHG strategy will need to consider the implications of this consumption demand backlash and
how to deal with it.

AEBN supports the papers guiding principle

Where possible, actions that reduce our greenhouse emissions should be targeted to achieve co-benefits,
such as mitigation of salinity, decrease local air pollution, revegetation, regional employment or
industry devel opment.

Thisisacommendable god, if not chalenging. Neverthdess AEBN is concerned that conflicting
environmenta legidation and contrals will lead to many indances of dammed if you do and dammed
if you don’t outcomes. Thisis particulaly rdlevant when trying to balance locd air pollution issues
with GHG emissons

AEBN has cdled for in mary other submissons the need for the NSW Government to develop a
policy document in which locd air pollution issues are appropriately balanced with regiond, nationa
and globd issues. The NSW Greenhouse Officeisidedly suited to developing a common government
policy of how to resolve the baance between competing loca ar pollutant issues with minimisng GHG
emissons

R4 AEBN recommends that the NSW Government develop a wholeof-government policy to
deal with conflicting environmental outcomes on air emissions. The policy should
provide clarity for the DEC, other government agencies, industry and the public on how
to balance greenhouse emissions—a global issue—with local air pollutants such as
particulate matter, oxides of nitrogen and many others.

25 Long Term vs Short Term Measures
Given the vagueness over the development and ratification of the Kyoto Protocol, whether it:

Becomes internationdly binding (quite likely)

Isratified by Audrdia eventudly (quite likey)

Is changed to suit the mgority of Sgnatories which arefailing to meet tharr targets
What will replace the Kyoto Protocol in the longer term if any thing

In addition, the progressin climate change, it measurement and future predictions add more
uncertainties to the future of internationd controls. All these add up to difficultiesin making long term
approachesto limiting GHG emissons. Hence we areleft with short term options, but with an overdll
god of minimisng or lowering GHGs
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The government should consider arange of issues in dedling with short term GHG abatement, such as
demand management strategies, nmore efficient use of utilities, trangport and government procurement.
Thiswould dso indude re-examining the regulatory and pricing framework of government services and
procurement procedures to ensure the GHGs are taken into account.

Allocation of grantsto various GHG savings measures needs to be subject to appropriate cost- benefit
andysisto avoid spending government money on schemes and projects with little potentid return.
Indugtry iswdll placed to benefit from sound investment in GHG reduction schemes and provide
govemment with redl reductions for any grant provided. However, there are many grant schemes
operated by mogt jurisdictions which should be complementary to NSW schemes
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2.6 NSW Government Initiativesfor GHG Reduction
AEBN represents industry and business interests and consequently will focus on these aress.

Whilethelig of government actionsis limited to NSW action in the discusson paper, it does not
congder the vast range of actions undertaken by NSW industry and business to limit and abate GHG
emissons. Some companies were concerned after the introduction of the NSW Greenhouse
Abatement Scheme was introduced it only permitted credits after the introduction of the scheme. This
undermined the Federd Government’ s pledge that early action to reduce GHGs would be rewarded
not punished. However, companies which have been working on the Greenhouse Chalenge program
found that under the NSW scheme they have been disadvantaged. Companies who did not undertake
early action have far more options at lower cogts to reduce their GHGs. Hence the poorer performers
will be advantaged by this scheme. AEBN acknowledges that was the result of two different
juridictions and an unfortunate and unintended outcome; however it has made industry more aware of
the issues that can arise between sate and federd mechaniams. Industry is now far more cautious of
such pledges by government.

Ovedl initiaivesto reduce GHG for industry should be complementary to other government’s
schemes and asflexible as possble. Indudry varieswiddy typicdly finding Smilar factories in different
aress producing Smilar products, but have vadtly different cogts, production and energy use patterns.
As aresult an incentive basad approach to reducing GHGs is encouraged. Thiswould need to be
assessed on a case-by-case bass idedly.
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3. CONCLUSON

The development of a NSW Greenhouse Gas Strategy based on NSW s Greenhouse Gases Srategy

Discussion Paper and AEBN' s recommendations should provide a dearer gpproach in managing GHG
Issuesfor NSW.

Having awhaole of government policy in how to baance GHG emissons when higher leves of locd
pollutant swill resut or visaversa, will give darity to both government industry and businessin how to
resolve such issues. Appropriate research into methods and technologies, which are economicaly
achievable, will improve the options available and help achieve awin-win for both GHGs and locd air
qudity.

With NSW working with dl other jurisdictionsin the deve opment of Kyato Pratocol based internationd
mechaniams will result in better dlarity for industry and prevent distortion of enegy markets across
Audrdia

Devdopment of industry mechanisms to control GHGs will offer afull range of flexible gpproachesto
ass g abatement outcomes for a broad range of indudtries.
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