
 

 
 
 

The Safeguard Mechanism  
LEAN Explainer and Q&A 
 
1. The Government’s proposed reforms to the Safeguard Mechanism represent a 

transformational change to carbon-intensive industries in Australia. 
• This change is more significant than the US Inflation Reduction Act as it will drive 

structural transformation in Australian industry 
• The most important effect of the reforms will be to drive the next phase of investment 

decisions by Australia’s highest emitting companies towards low or zero carbon options 
• These reforms are good for industry (and workers) because they will ensure that 

Australian industry can compete in markets (EU, US, Japan) that are decarbonising. 
 

2. The reforms will deliver a total carbon budget of not more than 1,233 million tonnes of 
CO2 equivalent (1,233 Mt CO2-e) between 2021 and 2030. 
• The carbon budget-based approach means that net emissions from safeguard 

companies will not exceed that amount, regardless of how many companies there are, 
including any new ones, and regardless of their production. 

 
3. Industry will have to deliver significant cuts in emissions starting from the first year of the 

new Safeguard Mechanism (2023-24). The level of cuts is steep because of a lost 
decade of inaction under the previous Government. 

• Any further delays to the Safeguard Mechanism reforms will require even steeper cuts to 
deliver the carbon budget 
 

4. The effectiveness of the reforms will depend on credible, high-integrity methods to draw 
carbon from the atmosphere. 
• ACCU reform must be expedited to ensure we remove all low quality credits from the 

system and bring new methods into the system that include protection and restoration of 
existing vegetation, including native forests and other high carbon and biodiversity 
landscapes.  

• At least until 2026, these must be Australian projects to ensure confidence in their 
integrity. 

 
Q&A - Safeguard Mechanism Weeds 
 
1) With all the flexibility mechanisms (facility-specific baselines, borrowing, multi-year 
baselines and unlimited off-sets), won’t industry be able to continue business as usual? 
  

● The Government’s proposed reforms are based on a specified carbon budget for the 
Safeguard mechanism between 2021 and 2030. All Safeguard companies - including new ones 
- will have to operate within that fixed carbon budget. 



➢ The point targets and aggregate baseline requirements (reduction to no more than 100 

million tonnes CO2 equivalent - 100Mt CO2-e - by 2030 and an average reduction of 4.9 
percentage points per year) are all designed to meet the carbon budget 

➢ The targets and reduction requirements include buffers to ensure that unexpected 

increases in production, or a larger than expected number of new entrants, will remain 
within the overall carbon budget 

● The carbon budget-based approach means that companies will need to transform their 
processes to achieve the significant cuts required. Onsite abatement will be essential for 
safeguard companies to remain competitive in a net zero global economy. Businesses 
understand that attempting to meet their obligations only through purchases of off-sets will not 
satisfy investors and consumers who increasingly demand low emissions products. 

➢ But the availability of high-quality off-sets, particularly in the early years, will enable 

companies to adjust 
• The most significant effect of the Safeguard Mechanism reform will be to guide 

companies’ next stage of investment decisions towards low-emissions technologies 
  
2) Why is the Government providing subsidies for companies to reduce emissions? 
Shouldn’t the polluter pay? 
  

● If the carbon pricing mechanism introduced under the Gillard Labor government in 2010 had not 
been repealed, or if successive Coalition governments had actually made the Safeguard 
Mechanism reduce emissions, Governments would not need to do so much now to accelerate 
the transition. 

➢ Because of a lost decade of inaction, companies will have to reduce at a rate of around 5 

percentage points per year, instead of around 2 percentage points per year if we started a 
decade ago. 

➢ If we are to achieve the carbon budget set out for the Safeguard Mechanism between 2021 

and 2030, emissions will need to decline sharply and so government assistance may be 
needed to help companies make the necessary transformative investments. 

➢ There is no blank cheque - companies will have to demonstrate that they really need the 

funds from the government in order to make the necessary changes. 
• Support for emissions-intensive, trade-exposed businesses is important to prevent 

emissions ‘leakage’ to overseas, and support jobs in Australia that have excellent long-term 
prospects once they are decarbonised.  
o This support is especially important given the generous subsidies for industry 

decarbonisation in the EU, US and elsewhere.  
  
3) Why won’t the Safeguard Mechanism just ban new fossil fuels? 
 

● Any new entrants into the Safeguard Mechanism will have to do better than industry average 
benchmarks for emissions, they will have to meet international best practice. This means they 
will have to start off with the best available technology and processes for the lowest emission 
outcomes. 

➢ This will mean that some high-emitting industries that will help with the clean energy 

transformation can set up in Australia, including processing of critical minerals and new 
methods to produce value-added products such as aluminium and steel using renewable 
energy. 

➢ The Safeguard Mechanism’s carbon budget will not increase with new entrants - this 

means that, regardless of whether there are new projects, the total emissions between now 
and 2030 will be the same. 



• The Safeguard Mechanism is designed to push Australian industry into low emissions 
technology.  
o Approvals of new fossil fuel projects should be considered under the environmental 

laws, and should take into account the full expected emissions arising from a project, 
including from its products, regardless of where those emissions are generated.  

  
4) Why doesn’t the Government impose a hierarchy of mitigation measures, such that 
companies have to demonstrate that they have taken emissions reductions measures before 
seeking to buy credits? 
 
• Part of the point of structuring the Safeguard Mechanism with an overall carbon budget 

within which companies receive an allocation is that companies can decide on their least 
cost abatement methods. 

• Requiring them to report on specific measures before allowing them to purchase credits not 
only imposes a significant bureaucratic burden on both the Government and the companies, 
it also misses the point that the price of credits will reflect the price at which the cost of 
internal abatement becomes too high, or where the technology does not yet exist. 

 
5) Why doesn’t the Government remove fossil fuel subsidies if it is going to subsidise 
emissions reductions under the Safeguard Mechanism? 
  

● Most of the discussion about subsidies relating to fossil fuels in Australia relate to the diesel fuel 
rebate. 

➢ This is a mechanism to ensure fuel excise applies to on-road fuel use as it raises revenue 

for road infrastructure investment 

➢ About two thirds of this goes to farmers and remote communities 

➢ The Government is working with farmers and remote communities on electrification and 

renewables-based energy for electricity and transport, including its commitment to have 
electric vehicle charging available at least every 150 kms of road. 

● Large mining companies receiving the diesel fuel rebate have an incentive to reduce their diesel 
emissions because these are counted in their Safeguard budgets 

➢ As they move away from diesel, this will have the effect, over time, of reducing the amount 

of rebate claimed. 

➢ The price of diesel has already been driven up significantly by the war in Ukraine and this is 

another price signal to move to renewable energy solutions and electrification. 
  
6) Why will the Government cap the price of carbon credits at $75 per tonne - shouldn’t 
polluters pay? 
  

● The Government’s proposed ceiling on the price of credits of $75 per tonne will help ensure that 
the cost of compliance will not drive competitive companies either to close down or move 
offshore. 

➢ The ceiling price will increase at 2% above CPI and be reviewed in 2026. 

➢ The current price of an Australian Carbon Credit Unit (ACCU) is around $39 (per tonne). 

➢ The highest spot price ACCUs have attracted in recent years was $57.75 in January 2022. 

➢ $75 per tonne is therefore significantly higher than historical prices and will ensure most 

genuine investments in emissions reduction are less costly than buying offsets. 
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