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Executive Summary

This submission outlines issues identified by the National Far mer s 0
Federation (NFF) as having implications for agriculture and requiring
urgent attention by Government:

Agricul t ur e 0 the AustraligniEmissionsToadieg Scheme (AETS)
designd Consultation undertaken with the agri culture sector to date does
not reflect the immense impact that decisions in this area will have on our
industry, and indeed on the broader Australian economy. Agriculture
must be directly involved in AETS design consultation and
implementation.

Eligibility for free permit allocation® Failure to ensure that agriculture is
provided with transitional compensation on commencement of an AETS
will damage the competitiveness of Australian agriculture in its major

international markets. It will also result in a disproportionate burden of
the AETS being incurred by the agriculture sector and negatively impact
on the broader Australian economy.

Accounting for agricultural emissiond Further research and development
(R&D) is needed to gain a better understanding of the Life Cycle
Assessment (LCA) of agricultural emissions across the variation of
Australian agricultural systems. Current accounting of the emissions
profile of agriculture is misleading and will therefore severely restrict the
s e c t abilitydtesm ake realistic abatement decisions in the lead-up to, and
following the commencement of an AETS.

Transitional issues for agriculturéd Uncer t ai nty regarding ag
potential transition to move to a covered sector, rules about offset credits
and future engagement in voluntary carbon markets has the potential to
severelyr estrict agricultureds engagement witdet

Defining Obasel i neht syshe timaias agrcllture csat i ons
included under the cap, it is essential that baselines and related permit

allocations to agriculture reflect a Dbusinessasusual operating
environment. This must take into account factors such as drought and the

fluctuating nature of agricultural production and emissions.

Potential for perverse outcomes The NFF requests assurances from
Government that the design of the AETS will not have a perverse impact
on Australian agricultural productivity, broader environmental issues and
regional communities.



Incentivising onfarm energy reductio® Government must ensure that the
farm sector can transparently identify incentives to adopt on -farm energy
emissions reducing techniques. Failure to do so will mean that agriculture
will forfeit a significant opportunity to reduce
footprint. Furt hermore, the NFF seeks clarification on eligibility for farm
sector offsets from current on-farm energy reduction practices. An AETS
should not be viewed as the only Government mechanism to achieve the
goal of reducing on-farm emissions derived from energy use.

Administrative arrangementsd The NFF is looking for the Greenhouse
Friendly programme to provide detailed rules and procedures for
developing abatement and sequestration credit options in the agricultural
sector. Options should be provided for engagement at an entity level.

R&D needs- Extensive R&D specifically pertaining to agricultur e is
urgently required to ensure that an appropriate design is adopted for the
AETS.

The importance of communicatierCommunications strategies are urgently
needed to better inform the market about the key elements of the
proposed AETS. Significant extension resources are needed.

Austr al



The Nati onal Far mer s o6

The National Farmers' Federation (NFF) was established in 1979 and is the
peak national body representing farmers, and more broadly agriculture
across Australia.

The NFF's membership comprises all of Australia’'s major agricultural
commodities. Operating under a federated structure, individual farmers
join their respective state farm organisation and/or national commodity
council. These organisations collectively form the NFF.

Each of these state farm organisations and commodity councils deal with
state-based 'grass roots' issues or commodity specific issues, respectively,
while the NFF represents the agreed imperatives of all at the national and
international level.

Introduction

The NFF welcomes the opportunity to provide comments on the
Government &s Di s c WAbkatimentn incePtevgs eprior to rthe
commencement of the Australian Emissionsading Scheme Apatement
Incentives Paper).

The NFF recognises that it is in the interests of all Australian farmers that
appropriate actions are taken to reduce the risk of increased climatic
variability or adverse climatic changes occurring in the futur e. Australian
agriculture also has the potential to provide a very important contribution
to the national effort to reduce net greenhouse emissions. In this regard,
the NFF must reinforce the point that change in land use by Australian
farmers since 1990has been the major reasonfor Australia meeting its
Kyoto emissions targets. Sgnificant costs were incurred by the farm
sector in generating this environmental benefit on behalf of the entire
community.

The NFF understands that the development of an Australian Emissions
Trading Scheme (AETYS) is the preferred response to the need to reduce net
greenhouse gas emissions. However, if poorly designed, an AETS has the
potential to impact negatively on the sustainability of many individual
farm businesses. For this reason, considerable care needs to be exercised
in developing an AETS to ensure that outcomes are environmentally
effective and give full consideration to economic and social implications.
AETS rules also need to be appropriate and flexible, given the degree of
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uncertainty that surrounds this issue and the reality that emerging
knowledge and future innovations are likely to alter the relative
desirability of different policy responses in the future.

The issue of providing incentives to abate emissions in the lead-up to an
AETS is of great importance for agriculture and the Australian economy as
a whole. This submission outlines issues identified by the NFF as having
implications for agriculture and requiring urgent attention by
Government.

Given the diversity of commodity sectors the NFF represents, each of our
members have raised specific complexities regarding the application of an
AETS specific to their sector. Each of these sectoral issues merit detailed
analysis and Government should be aware that the outputs will be
forthcoming well beyond the 1 December 2007 deadline for submissions.
The NFF also recognises that the change in Government may have
implications with regards to the Abatement Incentives discussion paper.
For this reason, the following comments should be viewed as being
interim only and the NFF believes further engagement with the farm
sector will be necessary once the direction of the new Government is
clearly ascertained.

Agr i c u lutialroleidAETSdsign

The NFF believes that consultation undertaken with the agricultural sector
to date does not adequately reflect the immense impact that decisions in
this area will have on our industry, and indeed on the broader Australian
economy. The same applies regardless of vinether the agricultural sector
is covered by or excluded from an AETS.

While the NFF notes that agriculture will initially not be subject to a cap

under the AETS, this does not mean that agriculture will not be affected.
In the first stage of an AETS a variety of agriculture supply -chain
members will be meeting emissions thresholds and all agricultural

businesses will be affected by thehigher costs of energy, fuel, labour and
most other input costs resulting from the AETS.

Agricultural businesses ther efore require detailed input to the design of

the AETS. It is crucial that agriculture be at the table in subsequent
discussions hosted by Government on the design of the rules that will

apply in the lead-up to, and under the AETS. This is particularly

important in light of the development of a market for offset credits and
preparations f possibla ansitienutd being ead s6covered
s e ct dhedules developed now will have significant implications in



setting a precedent for any eventual inclusion of agricultural emissions in
a future reporting system. This reinforces the absolute need to include
agriculture in both present and future discussions on the issue.

Eligibility for free permit dlocations

The NFF notes that the Government has ageed to provide an up -front,
once-and-for-all, free allocation of permits to firms suffering a
disproportionate (that is, significantly larger than average) loss of asset
value as a result of the introduction of an aggregate constraint on
Austral i afss ThenGogemient has also agreed that trade
exposed, emissions intensive (TEEI) firms will be subject to transitional
arrangements whereby they receive free permits while their international
competitors do not face a comparable carbon constraint.

Agriculture curre ntly contributes approximately three per cent of
Australiads total Gross Domestic
Farm Production equating to $36.2 billion. However, including the vital
flow -on economic activities supported by farm pro duction, agriculture can
be said to account for 12.1 per cent of GDP (approximately $103 billion),
supporting 1.6 million jobs. 1

Agriculture is also a major contributor to Australian exports, accounting
for one fifth of total Australian merchandise export s. Annual Australian
agricultural exports are currently valued at $27.6 billion and account for

approxi mately 70 per cent of Au3str al

Agriculture meets the definition of being a trade -exposed sector and will
incur additional costs from an AETS even as an uncovered sector.
Government must recognise that any additional costs incurred by
Australian agriculture from an AETS will not be faced by its major
international competitors and the sector is not in a position to pass on the
additional costs to global customers due to the highly elastic nature of
these markets Agricultural firms will therefore suffer a disproportionate
loss of asset value as a result of the introduction of an aggregate constraint
on Aust mssionsads e

It is also noted by the Australian Bureau of Agriculture and Resource
Economics (ABARE) that on-farm costs of energy and emissions intensive
inputs such as fuel, fertilisers and chemicals, comprise up to 19% of total

1 based on modelling by Econtech for the Australian Farm Institute, Australi ads Farm Dependen

Economy Repor005.
2 DAFF, Australian Agriculture and Food Stocktake, 2005
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farm costs3 Each of thesecost items, along with the cost of energy, will
increase following commencement of the AETS. This demonstrates that
agriculture will suffer a disproportionate loss from the AETS, even as an
un-covered sector, indicating that the industry is entitled to up -front
compensation. It also demonstrates that agriculture is a TEEI and as a
result should access transitional arrangements should it become a covered
sector.

Failure to ensure that agriculture is provided with transitional

compensation on commencement of an AETS will damage the
competitiveness of Australian agriculture in its major international
markets, result in a disproportionate burden of the AETS being inc urred
by the agriculture sector and will have a negative impact on the broader
Australian economy.

Furthermore, the NFF would like an assurance that the Government
principles on free permit allocations are
the NFFOs view that eligibility for free
should be determined on an industry wide basis in order to minimise

administration costs.

Accounting for agriculturalmissions

The NFF is extremely concerned that greenhouse accounting rules under

the United Nations Framework Convention on Climate Change

(UNFCCC) and the Marrakech Accords do not accurately reflect the net

carbon profile of agriculture. Instead, these rules treat agricultural

emissions in the same way as those from the fossil fuel sector(as though

they were a once-only conversion of a permanent carbon store), with out

taking into account the carbon cycling that occurs naturally within

agriculture and terrestrial systems. Furthermore, this natural process can

be enhanced by modern agricultureds 1 mpr o\

The NFF argues that it is misleading to only repor t on agricul tur
contribution of around 16% of total Australian carbon emissions and 10 -

12% globally. It must be made clear to the that the emission figures

currently reported for agriculture are the result of an accounting construct,

not absolute measurement. The simplistic representation of agriculture as

a major greenhouse polluter, on a par with coal-fired power stations, only

serves to fuel the efforts of certain groups to call for public opposition to

¥ ABARE, Australian Commodities, vol 14 no. 3, September quarter 2007
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consuming agricultural produce . For example, we have recently seen calls
for consumer boycotts of beef.

This reinforces the need to gain a better understanding of the Life Cycle
Assessment (LCA) of agricultural emissions across the variation of
Australian agricultural systems. Such analysis must involve an
improvement to emissions accounting at farm, company, industry,

national and international levels to better reflect the net balance of
agricultureds environment al footprint.
Australian agr i cmulimate, soé ypes add farne pragticdsy |

A one-size-fits-all approach to agricultural carbon accounting is clearly
inappropriate.

Failure to determine and acknowledge the complete emissions profile of
agricultural systems across commodities and acrossregions will lead to a

misleading farm sector carbon footprint. Furthermore , this will severely
restrict agricul tur e Oabatemdni dedisions intthe mak e
lead-up to, and following the commencement of an AETS.

In summary, the key issues for the NFF in this regard are:

1 The need for a net balance sheetapproach to reporting agricultural
emissions.

1 The need for permanence rules applying to agricultural sequestration
in soil and ground cover that takes into account systemic fluctuations
in net emissions and reward net long-term improvements.

1 The need for robust and practical farm greenhouse accounting and
reporting tools that truly recognise the terrestrial cycle.

Transitional issues forgaiculture

Transition to becoming a covered sector

The NFF understands that emissions from agricultural production,
forestry and land use will not initially be covered sectors within the AETS.
However, despite initially being an un -covered sector, agriculture will be
eligible to generate offset credits and sell these into the AETS.

r

Wit hout a cl ear understanding of agricul

becoming a covered sector, agriculture should be cautious about
delivering offsets into the market or carrying out early abatement

* Australian Farm Institute, October 2007, Farm Institute Insights Vol 4, No 4, Less meat means
less heat i or does it?



activities. Farmers face uncertainty on when they will transition to

becoming a covered sector within the AETS and in doing so require access
to their own offset credits. Farm business acounting for these credits
within their own carbon profile will not be possible if the se credits have
already been sold.

Further more, the Abatement l ncentives Pap
will be set very carefully to avoid unnecessary economic costs and ensure

a smooth transition for the economy. o
carbon will gradually increase over time following the commencement of

the AETS. In doing so, this will mean that farmers who sell offset credits

into the market while agriculture is an uncovered sector, may be required

to purchase those same credits backat an inflated price at a later time

when agriculture becomesa covered sector.

Such complexities regarding agrieultureds
covered to a covered sector areextremely concerning. As a result, the NFF

believe that it is prudent f or farmers to wait for more clarity about the

design and transitional timeframes of the scheme (through a rigorous

process of consultation) before any direct participation within the AETS

by the sector can becontemplated.

Rules on offset credits

The NFF seeks further clarity on the life of offset credits delivered to the
AETS. Without certainty on this issue, we believe that farmers may lack
incentive to abate prior to commencement of the AETS as they are unsure
about the period under which the credit s generated will continue to be
valid.

In addition, with the Government indicating its intention for a smooth
transition for the economy in terms of emission caps, it may be more
beneficial for farmers to wait for the carbon price to appreciate before
offering their offset credits to the marketplace. Certainty over the legal life
of offset credits will therefore help farmers in making their abatement
decisions.

Engagement in voluntary carbon markets

The NFF also notes that some farmers are already engging within
voluntary domestic and international carbon markets that place a price on
emissions offsets delivered by farmers. The NFF seeks further clarification
on how these credits will operate in parallel with the official Australian
AETS. Specifically, issues that require clarification include :
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T Farmersd ability to engage simultaneous
markets (how will potential double counting be handled?).

1 The ability of covered sectors to purchase offsets from offshore sources
and the currency of such credits within the AETS; and,

1 Intentions to align accounting rules between markets.

Defining nbalecatlbnsneo per mi

Given that Government has indicated an intention to, at some point,

include agriculture under the cap, it is essential that agriculture is
immediately engaged in discussion with AETS designers about the detalil

of implementation. It is critical that an agricultural cap factorsin drought

and the generally fluctuating nature of agricultural production and

emissions.  Therefore any baselines must r ef | ect -aélbsuwsdInde s s
conditions.

Australian agriculture is currently facing severe drought conditions to
varying degrees across the country, and has done sofor the past five
years. As a result, stock numbers and fetiliser use are down significantly
on levels that would be incurred in the normal course of business.
Farmers should not be bound by emissions caps that are set using periods
when climatic conditions have artificially reduced emissions.

Furthermore, diverse agricultural commodity sectors from different
regions across Australia will not necessarily experience the same
emissions profile under a business-as-usual scenario. For example, under
dhormal drainfall and operating conditions, the emissions from a dairy cow
in the Goulburn Valley in Victoria will be different to those from a dairy
cow in the South Burnett in Queensland.

Variations such as these must be taken into account in any future policy
decisions determining the baseline permit allocation lev el for agriculture.
Detailed analysis must be undertaken on what genuinely constitutes a
business-as-usual operating environment for the various sectors of
agriculture in various locations.

Potential for perverseubcomes

Triple Bottom Line approach needed

11



The NFF requests assurances from Government that the design of the
AETS will not have a negative impact on Australian agricultural
productivity, broader environmental issues and regional communities.

Agricultural productivity

Agriculture, more than most sectors of the economy, has been forced to

rationalise and increase its economies of scale in order to combat declining

terms of trade. The Australian Productivity Commission report, Trends in

Australian Agriculture (2005), demonstrates that productvity growth in

agriculture has more than doubled over the past 14 years, consistently

outperforming other sectors.> In the past decade, the Australian farm

sector has averaged annual productivity growth of 3.8% a year.

Improvements over the past 30 yeas have resulted in a national
O6productivity dividend®& of more than $170

Such productivity growth has allowed farmers to remain internationally
competitive and sustain their businesses and incomes in the face of
agricultural terms of trade decl ining by 4.8% in the five years ending 2005
067 In addition, it has allowed Australian farmers to remain competitive

in what is the most distorted sector of trade in goods. In no other sector
are trade barriers as high, with average tariffs more than three times
higher than in non -agricultural goods, and some tariffs reaching as much
as 8009

The Australian agricultural community is extremely concerned that
measures designed to continue such productivity improvement may be

stunted or indeed reversed, by the potential penalisation for increasing
greenhouse gas emissions from building livestock numbers and/or
continuing nitrogenous fertiliser wuse.
design must not inhibit productivity gains to the significant detriment  of
Australian agriculture and the domestic economy.

On the contrary, the NFF argues that increasing Australian agricultural
production volumes is in the interest of the world community in its efforts

to reduce total global emissions. Work by the Lincoln University in New
Zealand specifically undertook research looking into the issue of food
miles. The result of this study demonstrated that dairy produce emerging
from farming systems in New Zealand are significantly less emissions
intensive than those from the British dairy system.® While further LCA

> Australian Productivity Commission, 2005, Trends in Australian Agriculture

® Australian Productivity Commission, 2005, Trends in Australian Agriculture

" ABARE, 2007, Australian Commodities i September Quarter 07.3

® Department of Foreign Affairs and Trade, www.dfat.gov.au, accessed on 21/11/07

% Lincoln University, July 2006, Food Miles i Comparative Energy/Emissions Performance of
New Zeal andés Agriculture Industry
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analysis specific to the range of Australian farming systems is required in
this area, the NFF is confident that findings will unequivocally support
this notion across the wide spectrum of Australian agricult ure.

The NFF also believes that forcing reductions in nitrogenous fertiliser use
by agriculture , in the absence of viable alternatives,will not have a clearly
defined impact on the net carbon footprint of Australian agriculture. It
must be remembered that such fertiliser use is designed to enhance
vegetation growth and in doing so, boost the carbon sequestration
potential from the farming system.

The NFF believes that significant R&D funding is required to support the

development of commercially viab le alternatives to conventional
fertilisers, such as the hybrid organic and chemical fertilisers. In the
meantime, however, further LCA analysis in this area is required prior to
the Australian Government making any policy decisions with regards to

the use of nitrogenous fertilisers in Australian agriculture.

Australian agriculture has a history of embracing innovation with regard
to sustainable farming practices. Government must recognise, however,
that many abatement opportunities for agriculture are currently either
under-developed, forbidden by current scheme rules, or not yet cost-
effective. For example, while methane capture is technically available
today, it is not cost-effective in the context of global competition . Genuine
commercial options to abate must be provided to agriculture before
penalties on agricultural emissions can be fairly imposed.

On the issue of methane emissions from livestock, the NFF believes
Government must also look at accounting for methane emission intensity
(i.e. emissions per head of livestock) rather than total methane emission
reporting. We believe that this is a potential mechanism to avoid perverse
productivity o utcomes in the livestock sector and, & with all aspects of
farm sector abatement and sequestration, further R&D in this area is
required.

Food vs. carbon

With the growth of the biofuels sector, economic growth leading to
increased demand for protein in developing countries, increased
urbanisation and further population encroachment on agricultural land
grain stocks are at their lowest levels in over 30 years.

Governments around the world cannot afford to adopt climate change

policies that significantly distort resource and land allocation away from
agricultural production, at the expense of the worlds growing food needs.

13



The NFF recognises that distortions in resource allocation will inevitably
occur, and indeed are intended to occur, under an AETS. However,
Government must recognise that, if poorly designed, the AETS will
adversely affect the balanae of global supply and demand of food that is
already at a critical level.

Environmental impacts

Perverse environmental impacts must also be avoided in the design of an
AETS. The NFF is concerned that Governments across the world risk
becoming so focussed on greenhouse gas emissions that they will adopt
policy settings that lead to negative environmental outcomes in other
areas, such groundwater recharge, biodiversity, fire risk and pest and
weed management. For example, the NFF recognises that plantaton
forestry can play a genuine and positive
reduce greenhouse gas emissions and sequester carbon from the
atmosphere. However, there are many regions where it is inappropriate
to have plantation forestry due to insufficient rainfall levels and/or
impacts on water run -off into local rivers and wetlands. Doing so may
have implications on native wildlife, river water volumes and quality and
agricultural production cap acity.

The NFF seeks that limits are placed on the extent to which large -scale
plantation forestry developments in high rainfall areas are able to be
utiised as offset credits in a national emissions trading scheme.
Furthermore, such developments should be subject to full planning
consent including consideration of water impacts, and that the taxation
treatment of these developments be reexamined in the light of changed
revenue streams likely to arise within a national emissions trading
scheme.

Social impacts

An AETS under the current international carbon accounting rules will
potentially lead to negative social impacts on regional communities.
Under the current permanence rules, forestry is the only mandated
sequestration option available in regional areas. Furthermore, these rules
requiring a minimum forest lifespan of 100 years mean that regional
communities will not even benefit from the influx of labour brought from
current plantation forestry programs.

In fact, a mature stand of timber is carbon neutral, merely acting as a one
off store of carbon. Encouragement and incentives should be provided for
regular harvesting of the timber into millable products with an extended

lifetime, and replanting the site so that ongoing sequestration of carbon

14



can occur. This would provide both a more effective emissions reduction
result and improved social outcomes. We urge Government to take these
potential social impacts into account.

Incentivising oAfarm energy reduction

Australian agriculture can play a significant role in reducing total carbon
emissions through a range of onfarm energy reducing activities. In this
regard, it is vital that farmers are offered direct, positive incentives to
adopt a flexible range of options that allow them to directly offset their
farm emissions. The NFF believes there is great potential for agriculture
to partner with the renewable sector, and that it is essential that policy
incentives are provided to encourage farmers and other regional
industries to adopt local-scale renewable technologies

The NFF believes thatconsideration ought to be given to an AETS design
that allows abatement credits to be provided directly to farms and other

firms that adopt renewable energy technologies. Such a design would
entail a more complicated accounting system for energy emissions and
credits (so as to avoid double counting), but may be warranted to ensure a
more rapid adoption of renewable energy. The NFF believes that
insufficient public dialogue has been conducted regarding such details of

the AETS.

The NFF recognises that an #icient market, providing carbon reduction

incentives at the point source, will see these benefits passed through the
supply -chain. On commencement of the AETS, Government must ensure
that the market is indeed operating efficiently and that the farm sect or can
positively identify incentives to adopt on -farm energy emissions reducing
techniques. Failure to do so will miss a significant opportunity to reduce

Australiabds total carbon footprint.

Prior to commencement of the AETS, the NFF recognises that point source
energy providers will have incentives to adopt new carbon reducing
technologies by accessing early action credits. However, these permits
will not convert into financial benefits for energy providers until
commencement of the AETS when emissionscaps are determined. This
suggests that between now and the commencement of the AETS, the farm
sector will not obtain price signals from energy providers to incentivise
them to adopt methods that reduce on-farm energy emissions.

Government must recognise that under the current international rules of

carbon accounting, farmers will lack direct incentives from the carbon
market to adopt on-farm energy emission reducing techniques. The farm

15



sector understands that they will not be able to claim offset credits
between now and the commencement of the AETS for actions undertaken
in this regard. This may influence af ar mer 6 s deci si ons on wh
decide to abate emissions in this area prior to commencement of the AETS.

The NFF acknowledges that the Government has rebates and subsidies in

place for the adoption of some renewable energy offerings such as solar

panelling for personal use. However, we would urge Government to look

at the complete range of renewable energy opportunities to ensure that

further adoption by the farm sector is viable in the lack of a positive

market signal. This will allow farmers to clearly identify whether it is it

their business interest to undertake such energy emission reductions on-

farm and make a further contributionto mi ni mi si ng Australiads
profile.

The NFF also requires clarification on the treatment of on-farm energy
emission reductions if agriculture becomes a covered sector. Farmers are
understandably concerned that their opportunities to reduce emissions
and meet their allocated cap without sacrificing their productivity may be
limited should adoption of renewable energy be excluded from their
profile.  Reducing on-farm energy emissions through the adoption of
renewable energy is seen by many farmers as beng a significant source of
meeting future designated emissions caps. The NFF seeks further detail
on how this segment of farm (and other supply -chain sector) greenhouse
gas emissionswould be accounted for as a covered sector under the AETS.

Clarity is also required by the NFF on situations where the farm sector is
uncovered or covered by the AETS yet is a manufacturer of energy. For
example, what offsets are available to the farm sector if a farm is
generating energy through the conversion of methane and then delivering

this energy back into the grid. Another example is if the farmer crushes a
percentage of their canola output and manufactures a biodiesel fuel or
blend on-farm. The NFF believes thatsuch activities should attract offsets
for the farm sector.

Government should also realise that an AETS is not the only instrument
available to bring changes to farming systems and establishing incentives
for reductions in on -farm energy emissions. Other mechanisms that may
work effectively in conjunction with the AETS while helping with
transitional issues faced by agriculture may include Best Management
Practice (BMP) adoption programs, stewardship programs and grant
schemes.

16



Administrative arrangements

The Australian Gover nment 0s Greenhouse Friendly
provide an initial administrative mechanism for approving offsets and
early action credits for use in the AETS.

While the NFF is broadly supportive of the Greenhouse Friendly

programme, we have concerns that there is currently no program able to

offer viable solutions on how individual farm enterprises can effectively

measure and report on emissions at an entity level. With 99% of total farm

enterprises in Australia being family owned and operated, the chall enge

remains on how to reduce the transaction costs to a level where individual

farmers have a genuine incentive to abate emissions. A failure to engage

on an individual enterprise level will be forgoing a significant opportunity

to make a real differencet o Austr ali ads carbon profile.

The NFF is also looking for the Greenhouse Friendly programme to take
proactive steps in defining and communicating the types of agricultural
abatement activities that will be officially recognised by the prog ramme.
This will give farmers the clearest possible indication on whether to
undertake abatement activities.

In this regard, significant R&D funding is required to examine the full
suite of potential emissions abatement projects and their potential for
inclusion as offsets.  This should include research into emission
sequestration activities including, but not limited to, rules surrounding the
management of soil carbon, methane emissions and subsequent recapture
from livestock, methane conversion to energy and changesin fertiliser use.

R&D needs

Extensive R&D is urgently required for agriculture specific issues to
ensure that an appropriate design is adopted for the AETS. Already
raised within this paper is the need for R&D in the following areas:

1 Life Cycle Assessent (LCA) 0 Farmers need to gain a better
understanding of net agricultural emissions across the variation of
Australian and international agricultural systems. Such analysis must
involve an improvement to emissions accounting at farm, company,
industry, national and international levels to reflect the actual net
bal ance of agricultureds environment al f
account Australian agricultureds divers
farm practices. This work should also feed into th e determination of

17



an appropriate permit allocation for agriculture if it becomes a covered
sector that reflects a businessas-usual environment.

1 Abatement opportunities for agriculture This should include R&D into
commercial agricultural abatement acti vities including, but not limited
to, the management of soil carbon, methane emissions from livestock,
methane conversion to energy and changes in fertiliser use. The
research must take into account systemic fluctuations in net emissions
and detail on how to reward net long-term improvements in farm
systems. This R&D will also provide answers as to the
appropriateness, or otherwise, of the current international greenhouse
accounting rules on permanence.

While not explicitly relating to abatement incentiv es and the AETS, the

NFF must also highlight the importance of significant R&D on adaptation
needs for farmers relating to climate change.

The importance of communication

Communications strategies are urgently needed to better inform the

market about the key elements of the proposed AETS. This is particularly

the case with the agriculture sector, which more explicitly than most

sectors, faces a range of potential opportunities and costs from an AETS.

An ill -informed market will inevitably lead to poor decision-making and

see individuals hurt financially. The
urgency to establish an AETS yet this in no way exempts the need to
communicate effectively with all stakeholders.

The Australian Government should not underestimate the extension
challenge involved in communicating with a key small business sector like
agriculture . With over 130,000farm businessesacross Australia, the vast
majority of which are family owned and operated, the NFF believes that

significant resources are required in this area in order to achieve genuine
outcomes. Ineffective extension to the agriculture sector will lead to poor

adoption of abatement actions on-farm and represent a lost opportunity

for Australia to make a significant contribution to the global climate
change challenge

Conclusion

The NFF believes that through the AETS and other mechanisms,
Australian agriculture can play a ge nuine role in achieving the end -goal of
reducing Australiads total carbon emissi
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The agriculture sector recognises that it has significant potential to
contribute to a reduction in Australiads
However, before this can be achieved, the Australian farm sector needs

recognition of the true carbon profile of their farm enterpr ise, clarity on

the range of commercially viable abatement activities, and appropriate

rule changes to allow this potential to be realised.

Furthermore, the design of the AETS is paramount to ensuring that sectors
such as agriculture, do not incur dispr oportionate loss and that economic,
social and broader environmental issues are taken into account. Providing
clear emissions abatement incenives to all sectors in the leadup to, and
following commencement of the AETS is of vital importance and will set
precedents for the scheme and how it will operate.

This paper outlines a number of key areas of interest to the NFF, and we
look forward to engaging in further discussions with you on these and
other emerging issues. We also welcome further dialogue o n this issue
with the Department of the Prime Minister and Cabinet.

NFF Contact

Charles McElhone

NFF Manager 8 Economics
Ph: 02 6273 3855

Fax: 02 6273 2331

Email: cmcelhone@nff.org.au
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