
Safeguard Mechanism reform: Labor Environment Action Network submission

LEAN welcomes the Government’s proposal to reform the Safeguard Mechanism. In particular,
LEAN is pleased to see:

● The reformed Mechanism will be based on an overall, fixed carbon budget for the years
2021-2030, into which all covered facilities and new entrants will need to be accommodated.
➢ This provides certainty to industry and to the Australian people that the emissions

covered by the Mechanism will be finite and clearly defined.
➢ It also provides a strong incentive for businesses to invest in early emissions reductions,

as this will ease their path to achieving their point target while also remaining within their
carbon budget.

● The reformed Mechanism eliminates the loophole through which facilities that attached
themselves to electricity generators were able to avoid coverage within the Mechanism.

● The Government will establish a process by which baselines under the Mechanism will be
kept under review as facilities transition from a system that emphasises facility-specific
baselines to one where facilities must comply with industry benchmarks.
➢ We expect these reviews to be informed by the Government’s updated Nationally

Determined Contribution under the Paris Agreement, due in 2025, which will set
Australia’s 2035 emissions reduction target.

● The Government has committed to implementing the legislative change recommended in the
Chubb review to require the ACCU regulator to make available sufficient data about
individual ACCU projects to enable independent researchers to make an informed
assessment of a project’s integrity.

In order to ensure that the Safeguard Mechanism is genuinely effective in driving down industrial
emissions, and also to ensure public confidence in the system, LEAN would like to see the
following policy approaches, both within the Safeguard Mechanism reform and in other, related
policy areas. One of these proposals relates to a review of legislation underway in a different
portfolio. LEAN has already submitted this proposal to the relevant minister.
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1. The Government should incorporate the carbon budget into legislation or regulations

The establishment of a fixed carbon budget for the entire mechanism from 2021-2030 is a
potentially transformative policy innovation that will provide certainty for business and the
Australian public alike that the Mechanism will deliver the emissions reductions foreshadowed.
Enshrining this certainty in legislation or the implementing regulations will provide additional
assurance that the goalposts will not be changed.

2. The Government must ensure that ACCUs are of the highest integrity, and that they
are seen to be so

A critical part of the Safeguard Mechanism and the associated Australian Carbon Credit Unit
(ACCU) scheme is its integrity and a public perception that it provides high quality and genuine
carbon drawdown. Failing this, doubts will remain in the minds of the public that the Safeguard
Mechanism is effecting genuine emissions reduction.

Ensuring the integrity of the ACCU system

a. Ensure the system is fully transparent

Notwithstanding the outcome of the ACCU review conducted by an expert panel chaired by
Professor Ian Chubb, critics of the existing scheme argue that many of the offsets were not
genuinely additional, or did not genuinely represent carbon drawdown. The reforms the
Government has committed to implementing arising from that review will go some way to
addressing these criticisms, but a significant improvement in the scheme’s transparency is
needed to restore public confidence.

b. Require companies to report the proportion of their emissions reduction attributable
respectively to internal measures, SMCs and ACCUs

In order to ensure full public confidence in the ACCU system (and hence the Safeguard
Mechanism), companies should also be required to disclose the respective proportion of their
emissions reduction effort taken up by internal measures, and purchases of Safeguard
Mechanism Credits (SMCs) and ACCUs. This will again help to alleviate concerns that
companies are buying their way out of genuine emissions reduction efforts with low quality or
high risk offsets and provide invaluable data to inform the 2026 review of the Safeguard
Mechanism.

c. Develop a process for early termination of ACCU projects found to fall short of integrity
standards

The Government must also address concerns about the integrity of existing ACCUs. While the
Chubb review found that the ACCU system as a whole was largely sound, it did not examine
specific projects, about which credible concerns have been raised. In order to ensure public
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confidence in the reformed Safeguard Mechanism, particularly in the initial years of
implementation where a large number of credits may be required, the Government must find a
way of rapidly verifying existing ACCUs and terminating, phasing out or discounting any that are
found to fall short of the new standards proposed by the Chubb review.

d. Expedite approval of methods to replace the avoided deforestation method to create
incentives for landholders to conserve biodiversity, and to recognise possible emissions
reductions efforts in agriculture and forestry

The Government should focus on developing robust methods whereby protection and
expansion of biodiversity-rich, natural ecosystems can generate ACCUs. Such methods can
complement the Government’s proposed nature repair market. The nature repair market should
explicitly facilitate “stapling” of biodiversity credits to ACCUs, creating a premium product. Such
methods will allow landholders to generate income from conservation and protection of
biodiversity.

The Government should consider new methods relating to improved forest management and
avoided logging to reduce both carbon dioxide and methane emissions from forestry. This could
support the development of a land carbon industry and would be consistent with Australia’s
commitments under the Glasgow Leaders’ Declaration on Forests and Land Use.

The Government could consider new methods to reward investments in reducing methane from
agriculture, including through new ruminant technologies. If a credible and robust method of
accounting for agricultural methane were developed, it would provide an additional incentive for
agricultural producers to invest in reducing methane, which is a highly potent greenhouse gas. It
is consistent with Australia’s obligations under the Global Methane Pledge.

3. The Government should not impose a price cap of $75 on credits, but should rather
allow the market to determine the price

The Government’s proposal to cap the price of credits to $75 (to be increased at 2 percentage
points above inflation each year) imposes an unnecessary and potentially costly limit on the
market. If the true market price were to rise above that amount, the price cap could dampen the
incentives to generate ACCUs. It would impose a rationing system on ACCUs, as the
Government would have to hold sufficient ACCUs in reserve to sell on at the capped price just
as the demand for ACCUs would be, by definition, at its highest. The civil penalty (set at $275
per tonne from January 2023) and the infringement notice (set at a maximum of 150,000 penalty
units) act as an effective ceiling on the price of ACCUs, but one set at a level that is unlikely to
be breached by the market, unless abatement costs reach a level that is genuinely prohibitive.

A $75 cap is only 60% of the average cost of a tonne of carbon in the European Emissions
Trading Scheme in 2022 (€80 or $123).
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Not imposing a cap on the price of credits would also help to reassure the Australian public that
companies are making genuine investments in emissions reduction at source and not just
relying on relatively cheap credits to meet their obligations.

4. International offsets should not be available until at least the end of the first
assessment period (2026-27), and must only be permitted after rigorous and
transparent assessment to ensure they meet the standards of additionality and
quality required of Australian credits.

International offsets are not subject to the same rigorous oversight and governance as
Australian credits and should not be allowed until such time that the Government (and the
Australian public) can be assured that they are of at least equivalent integrity. Given the task
ahead for the Government in reforming the domestic credit system, consideration of
international offsets should not occur before the first significant review of the Safeguard
Mechanism in 2026-27. We note the European Union banned the use of international offsets in
its emissions trading scheme from 2022.

5. LEAN accepts that the Safeguard Mechanism is not the appropriate mechanism to
deal with the threshold question of whether to allow new fossil fuel projects, but
LEAN strongly believes that the potential emissions associated with new fossil fuel
projects - and their global implications - should be considered by the Australian
Government.

LEAN believes the most effective and non-discriminatory way to deal with new fossil fuel
projects is through the reform of the national environment laws. The International Energy
Agency has said new fossil fuel projects should not be opened; LEAN recognises the
Government may not see it as politically or economically feasible to impose a blanket ban on
fossil fuel projects.

LEAN proposes that such consideration be incorporated into the Government’s review of the
Environmental Protection and Biodiversity Conservation (EPBC) Act (1999). LEAN submitted
the following proposal for inclusion of climate change considerations into the EPBC Act to the
Minister for Environment and Water in October 2022.

Treatment of climate change in a reformed EPBC Act

An Act with the aim of arresting biodiversity decline must include climate change as a major
threat to the environment. LEAN accepts the Government’s position that the primary
mechanisms for reducing emissions are in other legislation, but impacts must be dealt with in
the EPBC, as must the threshold decision on whether to approve new projects with potentially
significant positive or negative impacts on the climate.
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The EPBC Act currently contains no direct reference to climate change. Given the increasing
and devastating impacts of climate change on Australia’s environment, this lacuna must be
addressed in the revised environmental laws. We propose this be done in four ways:

a. Include climate change in the objectives of the Act

The Act should include in its objects:
● Minimising the impact of climate change on matters of national environmental

significance (MNES), including the increased risk of catastrophic events;
● Reducing emissions to protect World Heritage sites, threatened species and other

MNES;
● Promoting and supporting adaptation and resilience in the face of climate change; and
● Securing the contribution of biodiversity and functioning ecosystems to climate change

mitigation and adaptation.

b. Ensure consistency between the revised environmental law and the Climate Change
Act 2022

The EPBC Act was not reflected in the Climate Change (consequential amendments) Act 2022
because of the Government’s commitment to review the EPBC. The revised environmental laws
should require that the exercise of all Commonwealth agency powers and functions be
consistent with Australia’s Nationally Determined Contributions and other obligations under the
Paris Agreement, and with Australia’s commitments under the Glasgow Leaders’ Declaration on
Forests and Land Use, and the Global Methane Pledge.

c. Include the climate as a Matter of National Environmental Significance

The climate should be considered a matter of national environmental significance and so any
project likely to have a significant impact on the climate should be subject to environmental
assessment.

d. Ensure climate impacts are considered in assessments and approvals

The revised environmental laws should ensure that the climate impacts of new projects are a
mandatory relevant consideration.  This should include specific requirements to consider the
impact of a project on Matters of National Environment Significance in all decisions, taking into
account Australia’s commitments under the United Nations Framework Convention on Climate
Change, national targets set under the Climate Change Act 2022, and the cumulative impact of
a project on emissions. As per Professor Samuel’s recommendation, projects should be
required to provide full disclosure of a project’s emissions across its life, including emissions not
generated in Australia, given the global nature of climate change.

The environmental laws would not directly control emissions as this would be best done under
the revised Safeguards Mechanism for large projects, and other relevant mechanisms. But the
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environmental laws should be employed to assess the threshold question of whether a new
project (or significant project expansion) should go ahead, taking into account the overall
expected impact on the climate.

Climate impacts could be considered in a project’s favour if, for example, it would help to
accelerate the transition to clean energy or otherwise directly contribute to overall emissions
reductions or removals.

Application of such an approach, combined with the requirement under the reformed Safeguard
Mechanism that new projects meet international best practice benchmarks for emissions, will
ensure that it is still possible for a new fossil fuel project to be approved as long as the Minister
is satisfied that the economic and social benefits of the specific project outweigh its potential
climate impact, and that this decision-making process is transparent and rigorous.

A holistic assessment of climate impacts in a new project’s environmental approvals process will
enable the decision maker to consider whether a project will expedite or facilitate Australia’s
transition to a net-zero emissions economy.
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