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Important

The material in this publication is made available for general information only and on 
the understanding that neither the publisher nor any individual author is providing 
business, financial or legal advice. Any person using this material should familiarise 
themselves with the Emissions Reduction Fund (ERF) and the Carbon Credits 
(Carbon Farming Initiative) Act 2011 and the associated legislative instruments, 
and obtain professional advice suitable to their particular circumstances. While 
reasonable efforts have been made to ensure the accuracy, correctness and 
reliability of this publication, the publisher and the individual authors accept 
no liability for the accuracy of or inferences from the material contained in this 
publication, and expressly disclaim liability for any person’s loss arising directly or 
indirectly from the use of, inferences drawn, deductions made, or acts done in 
reliance on this publication.
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Preface

The Australian Government’s original Carbon Farming Initiative (CFI)—which 
enabled farmers to earn Australian Carbon Credit Units (ACCUs) through carbon 
farming—commenced in 2011. This scheme has now been folded into the 
Emissions Reduction Fund (ERF).

From 12 December, the rules governing the CFI have changed with the passage 
of the Carbon Farming Initiative Amendment Act 2014. This expands the CFI into 
other sectors of the economy and implements the government’s ERF, which will 
be used to purchase carbon abatement.

The ERF (as configured at the time this manual was prepared) is intended to 
provide continuing encouragement for carbon farming. 

The key elements of a business case for carbon farming remain the same.

Throughout this manual, we refer to both the Carbon Credits (Carbon Framing 
Initiative) Act 2011 and the ERF as the policy instruments for carbon farming 
activities that can generate ACCUs. As the ERF is implemented in detail, more 
information about it will become available.

Figure 1: The CFI has been integrated into the ERF

The Emissions Reduction
Fund (ERF) will cover a

wide variety of
methodologies...

...including farming specific
methodologies

that originally make up
the Carbon Farming

Initiative
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1.	Introduction:	background	to	
the	business	case	

This chapter lays out the basic background and groundwork for all the ideas 
that are considered in more detail in the rest of the manual.

The chapter sets out:

�� the basic ideas behind carbon farming

�� an overview of the structure of a business case for carbon farming

�� a guide to the structure of the remainder of the manual.

After reading this chapter, you will:

�� have an overview of carbon farming and, in particular, the key elements 
of a business case for carbon farming (specific details are developed 
elsewhere in the manual)

�� have been introduced to the terminology used when discussing carbon 
farming.

Throughout this chapter, all new concepts or terms are introduced in bold, 
and then clearly defined in a glossary in Box 1.2. This will help you to 
understand all new terms in context.

We suggest that you:

�� use the charts in Figures 1.3 and 1.4 to keep track of where relevant 
material fits into the overall map for establishing a business case

�� use the terminology definitions as a reference point until you are familiar 
with the key terms.

Please note:

This manual does not provide business advice or advocate a particular course 
of action for farmers. It seeks to present information that can be used as part of 
appropriate due diligence to make an informed choice about whether to pursue 
this particular set of farming activities.

1.1	Overview
Carbon farming involves changing, or introducing, specific on-farm practices designed 
either to reduce greenhouse gas emissions, or to store carbon in the landscape (also 
known as carbon sequestration).

The reasons for undertaking carbon farming may range from seeking a new and profitable 
farm enterprise to capturing the environmental and co-benefits of managing carbon 
on-farm.

In particular, carbon farming—when undertaken using an appropriate methodology or 
method and satisfying the regulatory requirements of the Carbon Farming Initiative 
(CFI) or the Emissions Reduction Fund (ERF)—will allow the farmer or landowner to 
earn Australian Carbon Credit Units (ACCUs).
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ACCUs:

�� can currently be sold on voluntary carbon markets
�� until 2 February 2015 can be sold to companies that were liable under the carbon 

pricing mechanism for the 2013–14 financial year

�� can potentially be sold to the government through the ERF (subject to conditions 
explained further in this manual) when it is established.

ACCUs can be earned in two ways: by reducing farm emissions that would have 
otherwise occurred, or by sequestering carbon in sinks that can be managed as part of 
the farming operation.

Any income from the sale ACCUs—along with the co-benefits from carbon farming—will 
not come free of charge. Setting up and maintaining a carbon farming project will involve 
costs and risks.

To earn ACCUs, the carbon farming project must comply with the relevant regulations. 
The farming enterprise must first demonstrate that it has the legal right to undertake the 
project. The project then needs to be able to measure and demonstrate (through a variety 
of possible ‘methods’ or ‘methodologies’) that emissions have been reduced (or that 
carbon has been sequestered) in addition to any emissions reduction or sequestration 
that would otherwise have occurred. This principle of additionality is central to 
regulations for carbon farming. In addition, under the ERF, a project needs to be new in 
order to be recognised.

Undertaking a carbon farming project will also involve compliance, financial and 
economic (or opportunity) costs. Real effort and financial and other resources need 
to be devoted to the project, and those costs must be subtracted from any benefits in 
order to get a true understanding of the value of the project.

As explained in Box 1.1, this manual is particularly concerned with carbon 
farming that takes place within the context of the CFI or the ERF.

Box	1.1:	Clarification:	‘carbon	farming’	versus	the	CFI	and	the	ERF

‘Carbon farming’ is a general term that covers changes to farming and land management 
practices to reduce greenhouse gas emissions, to increase carbon sequestered in 
the landscape, or both. Farmers can farm carbon in this general sense without any 
involvement in regulatory or other outside requirements.

If carbon farming is pursued outside of any regulatory structure, particularly a structure 
that provides a scientific basis and assurance about the amount of abatement or 
sequestration taking place, the farmer will not generate recognised ACCUs that can 
be sold to the government or on voluntary markets. In this case, the business case for 
carbon farming rests on co-benefits alone, but those co-benefits may, of course, be 
substantial.

The methodologies underlying the CFI and the ERF provide crucial scientific guidance 
on verifying and measuring the amounts of greenhouse gases associated with the 
carbon farming project. While costly to undertake, the methodologies are also extremely 
valuable, as they provide a basis for using the best science to understand on-farm 
carbon management. Furthermore, credits that are robustly generated in this way have 
potential monetary value.

Throughout, this manual assumes that carbon farming takes place within the 
framework of the CFI or the ERF. Carbon farming in this sense is intimately 
associated with particular methodologies and the requirements of those 
methodologies.
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Box	1.2:	Glossary:	the	terminology	for	examining	a	carbon	farming	
business	case

Additionality is a core principle underlying the CFI and the ERF. It ensures that any 
emissions reduction or sequestration under a particular project is additional to what 
would have taken place in the absence of the project. Under the ERF, a key additionality 
concept is that projects must be new.

An Australian Carbon Credit Unit (ACCU) is an emissions credit unit that is equivalent 
to at least 1 tonne of carbon dioxide equivalent (CO2

-e). ACCUs are issued by the Clean 
Energy Regulator (the CER) in return for activities completed under the CFI or the ERF. 
ACCUs are financial products and are personal property. They have no expiry date and 
can be kept or sold, in particular to the government as part of the ERF.

Carbon (C) is an element that is a key component of many (but not all) greenhouse 
gases. Carbon is often referred to when discussing sequestration.

Carbon dioxide (CO2) is the major greenhouse gas usually referred to in most 
discussions but it is not the most important gas within the agricultural sector.

Carbon farming is a general term that covers changes to farming and land management 
practices to reduce greenhouse gas emissions, to increase carbon sequestered in 
the landscape, or both. Farmers can farm carbon in this general sense without any 
involvement in regulatory or other outside requirements.

The Carbon Farming Initiative (CFI) was a voluntary carbon offsets scheme. The 
Australian Government initiative allows farmers and land managers to earn ACCUs by 
reducing greenhouse gas emissions (such as nitrous oxide and methane) and storing 
carbon in vegetation and soils through changes to agricultural and land management 
practices (also known as carbon farming). The credits earned are ACCUs. The CFI has 
now been folded into the Emissions Reduction Fund.

Carbon markets include a variety of platforms on which forms of recognised abatement 
instruments (including ACCUs) are traded. They include regular stock or futures 
exchanges and exchanges established especially for carbon instruments.

Carbon sequestration projects generate abatement by removing CO2
 from the 

atmosphere and storing it as carbon in plants as they grow, or in the soil.

The Clean Development Mechanism (CDM) is a facility under the Kyoto Protocol. 
It creates emissions reduction credits through emissions reduction projects in developing 
countries. Certified emission reductions are a type of carbon credit issued under the 
CDM, and are traded on secondary markets.

CO2-e refers to the carbon dioxide equivalent of other greenhouse gases and provides 
a common measure for discussing gases from different sources.

Compliance costs are the costs incurred in complying with the regulatory requirements 
of the CFI. They include, for example, the costs of record keeping, reporting, auditing 
and so on.

Conversion of carbon to CO2-e. Often, emissions and sequestration are referred to 
in both carbon (C) units and CO

2
 (or CO

2
-e) units. It is important to be able to convert 

between the two. Units of C can be converted to units of CO
2
 (or CO

2
-e) by multiplying by 

44/12 (or 3.667). This is based on the atomic weights of the two substances: the atomic 
weight of C is 12, while the atomic weight of CO2

 is 44 (12 + 2 × 16). Thus, 1 tonne of 
carbon is equivalent to 3.667 tonnes of CO

2
-e.

The conversion of carbon prices works the other way around. Prices in units of C can 
be converted to prices in units of CO

2
-e by dividing by 3.667. Thus, $10 per tonne of C 

is equivalent to $2.72 per tonne of CO
2
-e (there is less carbon in a tonne of CO

2
 than in 

a tonne of carbon, so it receives a lower price).
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Economic or opportunity costs are the income potentially forgone through aspects 
of the CFI. For example, sequestration under the CFI has a 100-year permanence 
requirement. This may involve an opportunity cost for the land under a forest, for example.

The Emissions Reduction Fund (ERF) is an Australian Government scheme that 
replaces the Carbon Farming Initiative (CFI). It is designed to help Australia to meet its 
emissions reduction target of 5% below 2000 levels by 2020. Through the ERF, the 
government will purchase lowest-cost abatement (in the form of ACCUs) from a wide 
range of sources, providing an incentive to businesses, households and landowners to 
proactively reduce their emissions.

Emissions trading refers to a regulatory arrangement in which reductions in emissions 
are traded on a market platform. The most common form of emissions trading is cap 
and trade, in which liable entities are subject to a cap on emissions and must purchase 
permits for any emissions above the cap. They can also sell permits they hold if their 
emissions fall below their cap.

Financial costs are expenditure needed to establish and maintain a CFI or ERF project. 
This includes set-up costs, equipment purchases, capital investments and ongoing 
maintenance costs. 

Greenhouse gases are all the gases considered to contribute to the greenhouse effect—
including methane, CO2

 and nitrous oxide, each of which has particular relevance for 
carbon farming. Each greenhouse gas has a different effect in the atmosphere. To place 
them on a comparable basis, quantities of different greenhouse gases are converted to 
a common unit of tonnes of CO2

-e using scientifically established conversion factors.

The conversion factors are known as the global warming potential (GWP) of each 
greenhouse gas. GWPs are used to convert masses of different greenhouse gases into 
a single CO2

-e metric. In broad terms, multiplying a mass of a particular gas by its GWP 
gives the mass of CO

2
 emissions that would produce the same warming effect over a 

100-year period. Australia’s National Greenhouse Gas Accounts apply GWPs to convert 
emissions to a CO2

-e total. The following table summarises the GWPs of greenhouse 
gases relevant to agriculture.

Gas Current GWP Updated GWP 
(from 2015 onwards)

Carbon dioxide
Methane
Nitrous oxide

1
21

310

1
25

298

Source: Quarterly update of Australia’s National Greenhouse Gas Inventory: December 2013 
<http://www.environment.gov.au/climate-change/greenhouse-gas-measurement/publications/
quarterly-update-australias-national-greenhouse-gas-inventory-december-2013>.

Kyoto and non-Kyoto credits (and ACCUs). The original CFI law distinguished between 
Kyoto and non-Kyoto projects and credits. Projects that count towards Australia’s climate 
change targets are known as Kyoto offsets projects and generate Kyoto ACCUs. Non-
Kyoto offsets projects were projects that did not count towards the targets and generated 
non-Kyoto ACCUs. The original reasons for this distinction, and recent changes to it, 
are as follows:

��  In the first commitment period of the Kyoto Protocol, non-Kyoto activities included 
increasing soil carbon, reducing harvesting in native forests, and revegetation.  
The CFI made provision for non-Kyoto activities because those activities make up a 
significant proportion of land-based emissions reduction opportunities.
��  Following agreement to change the international accounting framework, Australia 

elected to count almost all land-based activities towards its 2020 emissions reduction 
target from the end of the first commitment period of the Kyoto Protocol.
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1.2	Being	clear	about	the	reasons	
for	participating
An important part of considering a business case for carbon farming is to be very clear 
about why a carbon farming project may be of interest in your particular circumstances. 
The reasons for participation will influence how the business case is developed.

Indeed, it is a general principle that a business case can only be constructed relative to 
the objectives and business requirements of your particular farm enterprise. There is no 
general business case independent of specific business objectives.

The ERF creates many opportunities for farmers. The exact nature of the opportunities 
depends on the particulars of your farm operation. There is likely to be a spectrum of 
reasons for engaging with the ERF, none of which is right or wrong. Figure 1.1 illustrates the 
range of reasons for participation—from pure commercial gain to general environmental 
management.

The reasons for participating in the ERF will, in part, be influenced by the available 
approved methodologies.

��  Currently, the only activities that are not counted towards Australia’s target are the 
management of wetland areas such as seagrass meadows, marshes and swamps, and 
feral animal management. Projects to restore mangroves and to reforest and revegetate 
coastal areas and areas subject to flooding would not be classed as wetlands projects 
and would be counted towards Australia’s emissions reduction target.
��  The new ERF legislation removed the distinction between Kyoto and non-Kyoto 

projects because that distinction had limited ongoing relevance.

Methodologies or methods set out the detailed rules and processes by which a 
particular aspect of carbon farming can be conducted. 

Methodologies (the terminology used under the CFI) detail the nature of the abatement, 
the techniques for achieving it and the requirements for measurement and reporting. To 
earn ACCUs, activities under the CFI must take place according to a suitable methodology.

Methods (the terminology used under the ERF) detail the nature of the abatement, the 
techniques for achieving it and the requirements for measurement and reporting. To earn 
ACCUs, activities under the ERF must take place according to a suitable method.

Mt means millions of tonnes. Thus, Mt CO2-e means millions of tonnes of carbon 
dioxide equivalent.

Reverse auctions are a common mechanism for the procurement of goods and 
services by private firms and government agencies. In a reverse auction, sellers offer 
a price (bids) for a contract. The lowest bid price typically wins the contract. This is the 
reverse of a conventional auction (such as in a saleyard), in which buyers offer a price 
(bid) and the highest bid price receives the product.

Sensitivity analysis tests the economic case for a project by varying underlying  
assumptions. The sensitivity of outcomes (the present value of net benefits) provides 
useful information about risks associated with the project.

Threshold analysis calculates particular thresholds for economic viability, such as by 
calculating the minimum ACCU price needed to break even (that is, where the present 
value of benefits equals the present value of costs, the point at which the project 
earns the discount rate). Assessing the likelihood, or difficulty or ease, of achieving the 
thresholds provides further insight into project risks.
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At the same time, understanding the reasons for participation may also help in directing 
the development of new methodologies.

Figure 1.1: A spectrum of reasons for participating

All costs of 
ERF

participation
to be covered
through sale

of ACCUs
Price and cost

crucial

Sale of 
ACCUs

to offset costs
only to the

extent
possible

Economic not
financial case

Minimise the
cost of

otherwise
profitable

opportunities

Offset the 
costs of trials 

of new
sustainability
technologies

Stimulus 
to try new 

sustainable
management
approaches

Helping offset costs 
of environmental 

management that is 
seen as valuable

Profit-making  
subenterprise  

withinoverall farm  
enterprise

In many cases, farmers will be interested not only in the outside revenue that can come 
from carbon farming (through the sale of ACCUs that may be earned in the course of a 
project) but also in the general environmental management and environmental benefits 
that accrue. Such co-benefits will be of varying importance to different farmers, but they 
will be a key consideration in any business case.

Where co-benefits are a major consideration, the careful development of a business 
case remains important. While there may be non-financial (but still economic) reasons for 
participating in the ERF, such participation will be costly. It is important to be very clear 
about what those costs are, and the extent of costs that you are willing to accept in order 
to achieve the perceived benefits of carbon farming.

1.3	Key	steps	in	a	decision	process
Figure 1.2 illustrates a simple decision process that provides a way of thinking through 
the key decisions you need to make when deciding whether to participate in the ERF. 
The steps are sequential: each needs to be satisfied before proceeding to the next one. 
While at various points in this process you may choose not to participate formally in the 
ERF, the option remains to undertake carbon farming informally outside of the ERF.

1.3.1	Do	you	have	the	legal	right	to	undertake	the	project?
Whether you have the ‘legal right’ to carry out a project is not established under the 
legislation, but is determined by reference to separate legal rights or arrangements 
established under legislation, common law or contract. This will most commonly involve 
establishing who has a legal interest in the land on which the project will be carried out 
and the nature of that interest.
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Whether you have the ‘carbon sequestration right’ is generally determined by your interest 
in the land on which the project will be carried out. On privately owned land, the carbon 
sequestration right is usually held by the landowner, unless a separate carbon sequestration 
right has been sold or transferred to someone else and registered on title under state law. 
If a separate carbon sequestration right has been created and registered under state law, 
someone other than the landowner may hold the carbon sequestration right.

If you do not have the legal right to undertake the project, it may be worth investigating 
whether you can obtain the right from the party currently holding it. In some circumstances, 
the legal right can be established through contractual arrangements under which the 
owner of the land transfers the right to carry out a project to another party.

1.3.2	Is	there	a	suitable	method?
Projects under the ERF must take place according to a specific method (or methodology 
in the terminology of the CFI). Whether you wish to proceed with an ERF project will 
depend on whether there is a method suitable for your circumstances. Methodologies 
available at the time this manual was prepared are listed in Chapter 5.

The full list of currently available methods is available from the Clean Energy Regulator 
<http://www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/Types-of-
projects/Pages/default.aspx>. New methods are added to the website regularly.

The ERF offers a number of sequestration methodologies, some of which may be 
particularly suited to your circumstances. The Clean Energy Regulator has published a 
decision tree to help you select an appropriate one <http://www.cleanenergyregulator.
gov.au/Carbon-Farming-Initiative/methodology-determinations/sequestration-offsets-
projects/Documents/CFI%20decision%20tree.pdf>.

If there is a method suitable for your circumstances, you can proceed to the next step in 
the decision process. If not, you may wish to consider waiting until a suitable method is 
available, or participating in carbon farming informally.

1.3.3	Does	high-level	analysis	suggest	that	it	is	worth	
proceeding?
Before pursuing a business case in more detail, it is worth doing some broad calculations 
to consider whether participating in the ERF is likely to achieve your objectives.

It is possible to do broad ‘break-even’ calculations to consider whether an ERF project 
will generate net benefits from your perspective. For example, with a rough outline of 
the costs of a project, it is possible to calculate the minimum ACCU price needed to 
make the project viable. If you do not think that ACCU price is attainable, it might not be 
possible to achieve your objectives under the ERF.

These broad calculations should also include consideration of the environmental  
co-benefits of particular methodologies, and in particular whether those co-benefits are 
likely to emerge in your particular circumstances. Co-benefits are examined in more detail 
in Chapter 8.

If high-level analysis suggests that it is worth proceeding, you can move on to the next 
step. If not, it is worth considering the reasons for this in more detail. Broadly, it may not 
be worth proceeding if:
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�� the costs are too high

 or

�� revenues (and co-benefits) are too low.

Where it is a question of cost, and particularly compliance costs, it is worth considering 
whether there would still be benefits from undertaking carbon farming informally.

1.3.4	Is	there	a	suitable	approach	for	participation?
Participating in the ERF will involve choosing a means of participation: individually, 
with other farmers or through a third party, such as an aggregator. These options are 
considered in Chapter 7. You need to be comfortable that there is an approach to suit your 
circumstances. At this stage, you may wish to contact third parties (such as aggregators) 
to get a sense of exactly what is involved in collaborative participation.

1.3.5	Undertake	detailed	financial	and	risk	analysis
The next step involves detailed financial and risk analysis—formal business planning—in 
order to fully understand the financial and economic values and risks involved.

This step will involve considerable research and consultation with relevant experts. How 
to prepare a detailed business plan is the subject of this manual, which provides details 
of the sorts of information and analysis you will need to work through to understand the 
business case for participating in the ERF.

You should only proceed if you are satisfied with the business plan and are prepared to 
accept and manage the risks associated with the project.

1.3.6	Develop	the	implementation	plan	and	proceed	with	
the	project
If you are satisfied with the detailed business plan, it is appropriate to go ahead with 
detailed implementation planning and then to undertake the project.

Of course, the form of implementation will depend on your specific farm circumstances 
and the particular method that you are adopting for the ERF project.
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Figure 1.2: Simple decision steps to decide participation
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1.4	Working	through	the	business	
case	for	carbon	farming
Carbon farming is like taking on a new crop or breeding a new line of sheep. It is a 
business decision with costs and benefits. It has the potential to add to a farm enterprise, 
to provide a new source of revenue and to contribute to the sustainability and profitability 
of the farming operation. However, it also has risks, uncertainties and, importantly, a 
number of regulatory, compliance, reporting and auditing requirements.

Like any business decision, the choice to participate in the ERF involves understanding 
and a careful comparison of the benefits and costs. Note that the benefits and costs 
will be constrained (and in some cases mostly determined) by the regulatory and policy 
environment within which the carbon farming business will operate.

Thus, the business case for carbon farming involves both regulatory components and 
business components (Figure 1.3). The components are closely related: the business 
cannot proceed unless it meets the regulations, and the regulatory environment will in 
part determine both the business costs and the revenues that can be earned.

Each of these elements of the business case is considered in this manual, although 
the greatest emphasis is on the farm economic components. Once it is clear that the 
business can meet the regulatory requirements, and a business structure has been 
chosen, the remainder of the decision depends on farm economics: is the proposed 
business viable, what returns will it generate and what are the risks?

As this manual shows, relatively straightforward calculations can be used to determine 
some of the key economic parameters underlying carbon farming projects. Carefully 
projecting those elements will provide a strong indication of the potential value of a carbon 
farming project and thus whether it is worth pursuing the project in more detail.

The financial case is just one part of the broad economic viability explored in this manual. 
Because the ERF may involve co-benefits that have potential implicit values to the farm 
(that is, values that are not necessarily monetised), or because the farmer may have non-
financial reasons for pursuing sustainability, the key decision is an economic one. Where 
there are no co-benefits (or where benefits are all explicitly financial), the economic case 
becomes a financial case.

There are a number of models for participation in the ERF. Essentially, the farmer can 
run their own project or form various types of commercial partnerships with other farms 
or specialist carbon farming organisations. Some of those organisations are known as 
aggregators, and are likely to be a crucial part of participation in the ERF.
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Figure 1.3: Regulatory and business components of a business case
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1.5	Factors	determining	project	
economics
Both the benefits and costs of participating in the ERF depend on a range of factors. 
Figure 1.4 shows the economic factors that this manual covers.

At the highest level, the economic business case for ERF participation depends on the 
relationship between:

�� project revenue (the value of sales of the ACCUs formally generated by the project)

�� the co-benefits of the project (benefits in addition to the greenhouse gas emissions 
avoided or sequestered)

�� project costs, which need to include the value of alternative uses of the land

�� opportunity cost.

Each of these elements has many more details underlying it. Figure 1.4 illustrates how 
they work, and each is discussed below in more detail.

In addition to these broad elements, a business case must also take into account:

�� the timing of revenue, co-benefits and costs

�� the risks and uncertainties associated with each of the revenues, co-benefits and costs.
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Figure 1.4: The economic factors covered in this manual
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1.6	Elements	of	the	business	case
1.6.1	Revenue
The direct revenue from ERF participation depends on the number of ACCUs the project 
generates and the price of those ACCUs when they are sold or exchanged. Indirect 
revenue can be generated through co-benefits.

The number of ACCUs in turn depends on the method used, along with the particulars 
of the farm—its location, soils, rainfall and other specific factors.

Understanding the revenue component of the ERF project therefore requires an 
understanding of:

�� the methods that define the nature of the activity

�� the other regulations that define the nature and extent of the activity

�� types of carbon farming

�� carbon markets and particularly prices for ACCUs in those markets

�� under the ERF, the auctions and regulations that will determine government purchases

�� the broader (including international) policy environment that defines activity in carbon 
markets

�� a range of farm and project specifics.

1.6.2	Co-benefits
In addition to generating revenue in carbon markets, a carbon farming project may also 
generate a range of co-benefits for the farm. Those benefits will clearly depend on the 
nature of the farming enterprise and on the type of carbon farming. They include:

�� enhancing water quality in catchments

�� providing protection for stock (through trees providing shade and windbreaks)

�� improving livestock production efficiency

�� improving biodiversity, for example by providing habitat for birds and other wildlife

�� alleviating dryland salinity through watertable effects

�� improving soil quality

�� improving fertiliser use efficiency

�� providing a noise buffer for the farm

�� improving the amenity and aesthetics of the local environment.

Co-benefits may be private (accruing within the farm enterprise) or public (accruing to the 
wider environment outside the farm boundary).

A key challenge in understanding co-benefits is in obtaining estimates to convert them 
to imputed dollar values so that they can be included in the economic decision. In some 
cases, there may be broader government programs that allow payment for some co-
benefits. It is important to note, however, that under the ERF a project will not be allowed 
if it would otherwise have occurred because of another government program.

The value of some co-benefits might never appear explicitly in farm accounts, as they are 
benefits that are not necessarily valued in markets. Nevertheless, it is important to impute 
a value for those benefits in order to understand the full economics of the business case.
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Understanding the co-benefit component of a carbon farming project requires an 
understanding of:

�� the specific method adopted

�� the types of carbon farming

�� the specifics of the farm and its location.

1.6.3	Costs
A carbon farming project will inevitably involve costs, which can be divided into a number 
of categories:

�� At the highest level, costs include initial set-up costs, such as the costs of planning 
and establishing the project (including the compliance costs of satisfying regulatory 
requirements), as well as ongoing (annual) costs.

�� Ongoing costs include owngoing compliance costs as well as ongoing project-related 
costs.

Both set-up and ongoing costs can be fixed (that is, the same regardless of the size of the 
project) or variable (varying according to the size of the project). As is demonstrated later 
in this manual, the distinction between fixed and variable costs is important in determining 
the best size for an ERF project.

A crucial element of costs that you should also consider is the cost of your own time in 
running the project. Even if you work with other parties or with an aggregator, there will be 
time costs involved in any ERF project.

To understand the costs of participation in the ERF, farmers or landowners need to gain 
knowledge of:

�� the regulations and requirements of the particular methodologies or methods being 
used for the project

�� the type of carbon farming being undertaken (for example, emissions avoidance 
versus sequestration, as well as the particular type of sequestration)

�� contractual relationships that can be used to shift and manage costs.

1.6.4	Opportunity	cost	of	the	land
In some cases, an ERF project would use land that has valuable alternative uses. 
The potential value of those uses must be taken away from the net returns of the project 
to get a true sense of how valuable the project is to the whole farm enterprise.

For example, land devoted to plantations usually cannot be used for alternative enterprises. 
In considering a forestry sequestration project, you might consider a project on land that 
has low productivity under other uses so as to minimise the opportunity cost.

Carbon farming may have other opportunity costs for the farm. For example, the costs of 
a sequestration project that must be maintained over the long term will involve ongoing 
opportunity costs that extend beyond the crediting period for the project.

There may also be a relationship between participating in the ERF and returns from 
other agricultural activities. For example, some consumers (particularly in export markets) 
have expectations about the sustainability of products they purchase. To the extent that 
this remains a concern, being involved in an ERF project may lead to better returns in 
some markets.
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To understand opportunity costs, farmers or landowners need to gain knowledge of:

�� regulations

�� farm specifics

�� carbon markets.

1.6.5	Taxation
Carbon farming projects are generally subject to income tax and goods and services tax. 
The tax implications of the ERF are detailed in Appendix B and summarised in Chapter 9, 
which have been prepared by independent taxation experts.

The calculations presented in this manual are made on a pre-tax basis. Because taxation 
depends on the specifics of farm enterprises, no adjustments for tax have been made. To 
assess taxation implications for your particular circumstances, read Appendix B carefully 
and seek specialist advice.

1.7	Building	an	economic	case
Figure 1.5 is a schematic showing how the business case for carbon farming can be built 
up. There are four modules to complete: a revenue module; a co-benefits module; a cost 
module; and an adding up and risk assessment module.

1.7.1	Present	value	calculations
The annual values of costs, revenues and co-benefits must be expressed in present 
value terms. The common approach of considering average annual gross margins is not 
really suitable for carbon farming, as the timing of costs and benefits can differ significantly 
and will vary from project to project.

For carbon farming projects, applying the ‘net present value rule’ (illustrated later in 
this manual) is a more appropriate approach. When the present value of benefits and 
the present value of costs are compared, the project should go ahead only if the first 
exceeds the second when all the relevant costs and benefits, including co-benefits, are 
taken into account.

Working in present values requires the choice of a discount rate. This can be thought of as 
the rate of return that the farmer expects on the carbon farming investment. It can also be 
viewed as the opportunity cost of resources (financial and other) that are devoted to the 
carbon farming project. The choice of discount rate is an enterprise-specific decision, but 
at a minimum it should represent what the enterprise could earn, for example, if equivalent 
funds were placed into a secure long-term investment, such as government bonds.

For illustrative purposes, the calculations in this manual use a real 5% discount rate.

1.7.2	Risk	analysis
However, the present value rule is not sufficient for a decision. The business case also 
needs to account for the risk associated with the carbon farming activity. A standard 
approach to issues of risk is to identify the risks, quantify them where possible, and develop 
strategies for risk mitigation. In the business case calculations, risk can also be examined by 
performing sensitivity analysis and threshold analysis of the estimated returns.
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Sensitivity analysis tests the economic case for the project by varying underlying 
assumptions. The sensitivity of outcomes (the present value of net benefits) provides 
useful information about risks associated with the project.

Threshold or break-even analysis calculates particular thresholds for economic viability, 
such as the minimum ACCU price required to break even (that is, where the present value 
of benefits equals the present value of costs, the point at which the project earns the 
discount rate). Assessing the likelihood, or difficulty or ease, of achieving those thresholds 
provides further insight into project risks.

Figure 1.5: Calculations for the business case for carbon farming
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1.8	Important	features	of	the	
business	case
Several important features of establishing an economic business case must be 
understood at the outset.

1.8.1	The	business	case	is	incremental
The business case is concerned with the change in farm net returns that results from 
undertaking the particular carbon farming activity. This means that you will need to 
estimate whole-farm returns with and without the project. Where carbon farming is 
an entirely new activity, this will be relatively easy. Where it replaces other activities (or 
interacts closely with them), the task will be more difficult and you will need to carefully 
consider the opportunity costs involved.

1.8.2	The	business	case	is	quantitative
Ultimately, a business case needs to be quantitative. It needs to build on numbers. 
While a business case will have many qualitative elements, as well as elements that are 
hard to quantify, a purely qualitative business case does not provide a sound basis for 
decision-making.

1.8.3	The	business	case	is	information	hungry
A consequence of the need to quantify is that the business case will be information 
hungry. Because carbon farming is a relatively new area, much of the quantitative 
information will be hard to find, so it will be important to cast the information net very wide. 
This manual suggests a variety of quantitative information sources.

As in all business planning, there is a trade-off in how much information should be 
collected to establish the business case. This manual illustrates some short cuts that can 
be taken in considering whether it is worthwhile putting the effort into collecting additional 
information.

1.8.4	The	business	case	is	a	type	of	benefit–cost	analysis
In a broad economic sense, a business case is a form of benefit–cost analysis. Rather 
than being concerned with public policy, it focuses on the range of benefits and costs 
from a private action (albeit a private action that may have external spillovers, such as 
some co-benefits).

Two good sources of information on benefit–cost analysis are:

�� at the formal end of the spectrum, the Handbook of cost–benefit analysis, published 
by the Australian Government, updated in 2006, and available from the website of the 
Department of Finance 

<www.finance.gov.au/finframework/docs/Handbook_of_CB_analysis.pdf>

�� at the less formal end of the spectrum, Making great decisions in business and life, a 
popular economics book by David Henderson and Charles Hooper 

<www.makinggreatdecisions.com/>.
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1.9	The	plan	of	this	manual
Having setting out the very broad elements of a business case for carbon farming, the 
remainder of this manual drills down into each of the elements of the business case in 
considerably more detail.

Figure 1.6 illustrates the basic plan of this manual, in particular dividing the material to be 
covered into essential background information and specific elements of the business 
case.

Chapters 2 to 7 cover the specific background information needed to understand the 
business case for carbon farming. In particular, they consider types of carbon farming, 
the policy background to carbon farming, carbon markets, and the regulations applying 
to carbon farming.

Chapters 8 to 10 work through each element of the business case in more detail, using 
examples to illustrate key points.

Chapter 11 points you to sources of further information.

Three appendixes summarise selected methodologies, examine the tax implications of 
the ERF, and summarise legal and contract aspects.

This manual breaks the overall business decision into a number of components and sets 
out each component in a different chapter. In principle, any of the components could be 
looked at in isolation, but an overall picture requires all of them to be considered together.

The manual presents not only the workings of the ERF in its current form, but also the 
logic that underlies the way the ERF is structured, much of which also applied to the CFI.

The regulations and rules that underlie the ERF are not arbitrary. They follow a particular 
logic that arises from:

�� the nature of the problem the policy is trying to solve

�� the nature of greenhouse gases and techniques for dealing with them

�� the nature of farming.

If the underlying logic of the problem and the way it leads to the need for various 
regulations are understood, the overall ERF should appear coherent, even if some of the 
particulars of the regulations change in the future.

The ultimate objective is to enable you to fill out the modules of a business case, as 
illustrated in Figure 1.5.
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Figure 1.6: The plan of this manual
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2.	How	carbon	is	farmed	under	
the	ERF

This chapter considers in detail the activities that constitute carbon farming 
and that allow the generation of ACCUs.

The chapter sets out the two ways to farm carbon:

�� by avoiding (that is, eliminating or reducing) agricultural emissions that 
would otherwise have occurred

�� by sequestering CO2 from the atmosphere into the landscape.

After reading this chapter, you will:

�� have an overview of the range of activities that make up carbon farming

�� understand the restrictions on those activities under current CFI legislation

�� understand how the ERF may affect the coverage of activities that can 
earn ACCUs.

2.1	The	scope	of	carbon	farming	
under	the	ERF
Table 2.1 summarises the current scope of carbon farming in under the ERF. The ERF 
divides carbon farming into two broad types of activities: emissions avoidance (reduction 
or elimination) activities and sequestration activities.

Table 2.1: The current scope of carbon farming in Australia

Category Description

Agricultural emissions avoidance projects Avoid emissions of:
��  methane from the digestive tracts of 

livestock or from rice fields or rice plants
��  methane or nitrous oxide from the:
��  decomposition of livestock urine 

or dung
�� burning of savannas or grassland
��  burning of crop stubble in fields, 

crop residues in fields or sugarcane 
before harvest
�� soil

Introduced animal emissions avoidance 
projects

Avoid emissions of:
��  methane from the digestive tracts of 

introduced animals
��  methane or nitrous oxide from the 

decomposition of introduced animals’ 
urine or dung
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Category Description

Sequestration offsets projects Remove CO
2
 from the atmosphere by:

��  storing carbon in living biomass, dead 
organic matter or soil
��  storing carbon in, and avoiding 

emissions of greenhouse gases from, 
living biomass, dead organic matter 
or soil

Note: Under the current CFI legislation, carbon farming also includes emissions avoidance from legacy 
landfill facilities. While formally included under the CFI, this is not relevant to farmers and so is not covered in 
this manual.

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/About-
the-initiative/project-scope/Pages/Default.aspx>.

Under CFI legislation1, both emissions avoidance and sequestration activities were 
further defined in a positive list. The list identified activities that went beyond common 
practice and so generated additional abatement (these new concepts are discussed in 
Box 2.1). Under the ERF, the scope for carbon farming has been expanded (as discussed 
in section 2.5 below). 

Box	2.1:	Additionality,	common	practice	and	positive	and	
negative	lists

A key concept underlying the CFI was additionality. This is a requirement that CFI 
projects must deliver reductions in greenhouse gas emissions or store more carbon than 
would usually occur in regular, daily activities. Additionality is a requirement of all offset 
schemes and is designed to ensure that credits generated relate to genuine reductions 
in emissions (or increases in storage) compared with what would have been the case 
without the project.

Under the CFI, the additionality test required that the project must be of a kind that goes 
beyond common practice. Effectively, this means that common farming practices 
would not be recognised as contributing to additionality, and so would not be eligible 
under the CFI.

The CFI included a list of eligible activities—the positive list—that are not common 
practice and that deliver additional abatement.

The CFI also included a negative list of the types of activities that are not eligible. They 
are excluded because they may have negative impacts on land access for agricultural 
production, the availability of water, the conservation of biodiversity, employment or the 
local community.

Under the amended legislation for the ERF, the positive list and the common practice test 
have been removed. Eligible projects must be new, not required by regulations, 
and not funded by another government program. However, under the ERF 
it is expected that the concept of common practice will be applied in the 
development and assessment of particular methodologies.

Under both the CFI and the ERF, project eligibility is further defined through the use of 
methodologies. This is discussed in Chapter 5.

1 The CFI officially commenced in December 2011 and is established by the Carbon Credits (Carbon 
Farming Initiative) Act 2011 and the supporting Carbon Credits (Carbon Farming Initiative) Regulations 
2011 (together referred to as the CFI legislation)
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2.2	Emissions	avoidance	activities
The agricultural sector is an important source of emissions in Australia (Box 2.2). Part of 
carbon farming involves activities that avoid emissions on the farm, preventing greenhouse 
gas emissions from entering the atmosphere. Emissions avoidance generates abatement 
by reducing or avoiding emissions, most of which are methane and nitrous oxide, or by 
converting methane into CO2

 through combustion.

Table 2.2 summarises emissions avoidance activities on the positive list of the CFI.

Table 2.2: Emissions avoidance activities on the positive list

Activity

Agricultural
�� savanna fire management
�� the feeding of supplements to livestock
�� the application of inhibitors to livestock manure or fertiliser
�� the capture and combustion of methane from livestock manure
�� the treatment of livestock manure by pyrolysis, gasification or torrefaction
�� the selective breeding of livestock for improved residual food intake.

Introduced animals
�� feral animal management.

Note: The positive list also includes landfill-related activities, which are not considered in this manual
Source: See Appendix C.



How carbon is farmed under the CFI or the ERF  |  Chapter Two          

Workshop manual  |  The business case for carbon farming	 23

Box	2.2:	Australia’s	agricultural	emissions

There are six broad components of agricultural emissions:

��  enteric fermentation—the emission of methane as a by-product of the digestive 
processes of cattle, sheep, pigs and other animals
��  manure management—the emission of methane (and in some cases nitrous oxide) 

from the decomposition of organic matter in animal manure
��  rice cultivation—methane generated during rice growing from the decomposition of 

residues and organic carbon in the soil as a consequence of flooding the crop
��  agricultural soils—the emission of nitrous oxide from soils as a result of microbial and 

chemical transformations, due in part to the application of nitrogen fertilisers
��  field burning of agricultural residues—the emission of a range of greenhouse 

gases largely as a result of stubble burning (for crops such as wheat) or burning a 
sugarcane crop before harvest
�� savanna burning—methane and nitrous oxide released into the atmosphere.

According to the latest available data, agriculture accounts for 16% of Australia’s 
emissions. Emissions in the year to March 2014 totalled 90.2 Mt CO

2
-e, 4% higher than 

1990 emissions.

The following chart shows the history and composition of Australia’s agricultural 
emissions.
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Source: Department of the Environment, Quarterly update of Australia’s National greenhouse gas 
inventory: March 2014 <http://www.environment.gov.au/climate-change/greenhouse-gas-measurement/
publications/quarterly-update-australias-national-greenhouse-gas-inventory-march-2014>.
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2.3	Sequestration	activities
Sequestration projects generate credits by removing CO

2
 from the atmosphere, absorbing 

it and then storing it permanently. Forms of sequestration include the absorption of 
carbon by plants as they grow and increase organic matter in the soil.

Table 2.3 summarises sequestration project types on the positive list. Sequestration 
activities include reforestation, revegetation, restoring rangelands and protecting native 
forests or vegetation that would otherwise be cleared.

Table 2.3: Carbon sequestration project types on the positive list

Project type

Plantings
�� permanent plantings (not for harvest)
�� small-scale farm forestry plantations (for harvest)
�� new long-rotation hardwood plantations (for harvest).

Assisted regeneration/restoration
�� human-induced regeneration of native vegetation
�� restoration of wetlands.

Forest protection
�� protection of native forest from clearing or harvest.

Soil carbon
�� application of biochar to soil
�� sequestrating carbon in soil in a grazing system.

Source: Appendix C.

Carbon sequestration in plantings can generate ACCUs only if the carbon is stored 
permanently. If it is subsequently released back into the atmosphere, for example 
because vegetation is cleared, it does not offset emissions and does not generate 
an ACCU.

For this reason, under the original CFI legislation, sequestration projects were subject 
to a 100-year permanence obligation.

The permanence obligation ensures that credits are for a genuine form of abatement. 
If carbon stores are not maintained, or the vegetation is cleared, the emissions are released 
again into the atmosphere and the project would have had no net effect on emissions.

2.3.1	Permanence	under	the	ERF
The permanence obligation has been modified under the ERF, allowing the option of a 
25-year permanence requirement.

Proponents of sequestration projects can nominate a 25- or 100-year permanence 
period. Projects with a 25-year permanence period will be subject to a 20% discount on 
the number of credits that would otherwise be issued for the project.

Existing sequestration projects can request a 25-year permanence period and relinquish 
credits as necessary to reflect the 20% crediting discount.



How carbon is farmed under the CFI or the ERF  |  Chapter Two          

Workshop manual  |  The business case for carbon farming	 25

2.4	The	negative	list
A number of projects, including potential sequestration projects, are further regulated 
through a negative list of activities. The negative list is designed to prevent projects that 
might cause adverse outcomes for the environment or the community. The list can include 
activities that pose risks for available water, the conservation of biodiversity, employment, 
the local community, or land access for agricultural production. Table 2.4 summarises the 
project types on the CFI’s negative list.

Table 2.4: The negative list under the CFI

Project types

��  projects that were mandatory at 24 March 2011 under any law (including a law 
repealed or amended since that date)

��  planting a species in an area where it is a known weed species

�� establishment of a forest as part of a forestry managed investment scheme

�� cessation or avoidance of harvest of a plantation forest

��  establishment of vegetation on land subject to clearing of native forest or draining of a 
wetland:

�� within seven years of applying for a project declaration

��  within five years of applying for a project declaration, if there had been a change in 
land ownership since the clearing

or

��  under any circumstances, where the clearing of native forest or draining of a 
wetland is illegal

��  the protection of native forest where consent for clearing or harvest has been granted 
for the benefit of the environment or for fire management purposes (except if the 
project implements an agreement between the Commonwealth and a state or territory 
government to establish new reserves or if the clearing consent or harvest approval 
plan provides options for vegetation management and the project provides active and 
ongoing management of the project area in accordance with one of those options)

��  planting trees in an area that, according to the CFI rainfall map, receives more than 
600 mm long-term average annual rainfall, unless:

��  the project is a permanent planting that is also an environmental planting (that is, 
native to the area)

��  the project proponent demonstrates that the planting contributes to the mitigation of 
dryland salinity in accordance with the Salinity guidelinesa

��  the project is in a region in which commitments by the relevant state and territory 
governments under the National Water Initiative have been met.

��  the project proponent holds a suitable water access entitlement for the life of the 
project that meets the criteria specified in the CFI Regulations (which generally seek 
to ensure that a water entitlement is held to offset the water intercepted by the forest)

or

��  the project is in a region in which it is not possible to obtain a water entitlement (unless 
this is because water entitlements are already fully allocated in the region), and the 
regulator is satisfied, after seeking the advice of the relevant state or territory agency, 
that there is no material impact on water availability for existing water entitlements.

a  The CFI Salinity Guidelines <http://www.climatechange.gov.au/sites/climatechange/files/files/reducing-
carbon/cfi/salinity_guidelines.pdf>.

Source: Appendix C.
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2.5	Carbon	farming	under	the	
Emissions	Reduction	Fund
The Clean Energy Regulator administers the ERF and provides regularly updated 
information about the administrative details of the fund
<www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/Pages/default.aspx>.

The ERF effectively covers the same kinds of activities that were under the CFI, but the 
eligibility requirements are slightly different.

The ERF requires that, to be eligible, a project must (unless the method determination 
covering the project specifies otherwise):

�� not have begun to be implemented before it has been registered (a ‘newness’ 
requirement)

�� not be required to be carried out under a Commonwealth, state or territory regulation 
(a ‘regulatory additionality’ requirement)

�� not be likely to be carried out under another Commonwealth, state or territory 
government program in the absence of registration under the ERF (a ‘government 
program’ requirement).

Further details on the ERF are provided in section 6.3. It is strongly recommended that 
readers also refer to the Clean Energy Regulator website for updates.

2.5.1	The	ERF	builds	on	the	CFI
The ERF builds on the CFI by offering emissions reduction opportunities to a range 
of participants beyond the land sector. Through the ERF auction arrangements, the 
government will purchase ACCUs from existing CFI projects that are competitive at an 
auction. This will allow participants in the ERF to secure a return from eligible projects. 
The extension of the ERF to activities outside of agriculture has implications for prices, as 
discussed in section 3.11 below.

2.5.2	Getting	a	contract
ERF project owners can submit their projects to a competitive auction run by the Clean 
Energy Regulator.

If the project is successful at auction, the government will enter into a contract with the 
project owner to deliver the agreed quantity of ACCUs for payment at the price bid into 
the auction.

To participate in an auction, project owners will need to submit information to the Clean 
Energy Regulator that sets out an estimate of emissions reductions to be delivered by 
the project and demonstrates the project’s commercial readiness and their capacity to 
carry it out. Most project proponents will have estimated this information as part of their 
decision to join the ERF. Some will be able to base an estimate on the number of ACCUs 
that the project has already received.

Project owners will also have to submit a bid price to the auction. The bid price is the 
amount that the project owner would be willing to accept per ACCU for the duration of 
the contract. Auctions will be decided on price only.
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2.6	Who’s	who	in	the	CFI	and	
the	ERF
The ERF is administered by the Clean Energy Regulator (CER) - CER also 
administered the CFI. The CER approves participation in the ERF by individuals and 
entities, approves ERF projects, and educates participants on how to comply with the 
ERF rules. Through the Australian National Registry of Emissions Units, the CER issues 
ACCUs and manages the holding, transfer, retirement, relinquishment and cancellation 
of ACCUs.

The Department of the Environment is responsible for developing the policy, legislation 
and supporting regulations for the ERF. In conjunction with applicants and other entities, it 
develops the rules (methodologies) for ERF projects. The department provides secretariat 
support to the independent Emissions Reduction Assurance Committee (previously 
known as the Domestic Offsets Integrity Committee), which assesses methodologies for 
use under the ERF and those previously under the CFI.

The Department of Agriculture provides information to farmers, land managers and 
agricultural advisers about carbon farming and the benefits of creating land-based 
ACCUs by participating in the ERF. The department contributes to the development of 
ERF policy and the rules (methodologies) for ERF projects. It is also responsible for funding 
research and on-farm trials through the Filling the Research Gap <http://www.daff.gov.au/
climatechange/carbonfarmingfutures/ftrg> and Action on the Ground <http://www.daff.
gov.au/climatechange/carbonfarmingfutures/action-on-the-ground> programs, which 
underpin the ERF.
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3.	The	policy	context	and	the	
price	of	ACCUs

This chapter takes a broad look at the policy context for carbon farming 
explains the factors that will determine the price of ACCUs in the short and 
long terms.

The chapter sets out:

�� the generally agreed evidence on climate change, its causes and possible 
solutions

�� international policy responses to the climate change challenge

�� Australia’s policy response

�� recent prices in carbon markets

�� the factors that will determine the price of ACCUs.

After reading this chapter, you will:

�� have an overview of international efforts to reduce greenhouse gas 
emissions

�� understand Australia’s targets for reducing emissions

�� know the background of the policy instruments in place in Australia

�� have an overview of the range of carbon prices that has emerged in 
international markets

�� understand the factors that will determine the price of ACCUs in Australia.

3.1	The	policy	context	and	the	price	
of	ACCUs
Just like the price of any product, the price of ACCUs will ultimately be determined by 
demand and supply. But perhaps more than for any other product, the ways in which 
demand and supply develop will be influenced, and in some cases determined, by the 
overall policy context for carbon farming and greenhouse gas abatement in general.

Put another way, the demand for ACCUs arises from policy actions taken in Australia and 
overseas. Ultimately, those policy actions stem from a common understanding of climate 
science.

The bottom line is that carbon emissions, or ACCUs, have a value when someone in 
the economy has a reason to pay for abatement. This can occur voluntarily when the 
reason is based on personal commitment or corporate ethics. It can occur as a result of 
regulatory obligation (for example, under an emissions trading scheme). Alternatively, the 
government may have a reason to purchase the abatement directly.
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3.2	A	documented	climate	
challenge	…
A key source of collated scientific climate information is the sequence of Intergovernmental 
Panel on Climate Change (IPCC) assessment reports (See Box 3.1). The discussion 
below summarises the state of science as set out in the most recent IPCC Summary for 
policymakers.

Box	3.1:	What	is	the	IPCC?

The IPCC <www.ipcc.ch> is a scientific body established under the auspices of the 
United Nations in 1988. It reviews and assesses the most recent scientific, technical and 
socioeconomic information relevant to the understanding of climate change. It does not 
conduct any research or monitor climate-related data or parameters.

Thousands of scientists from all over the world contribute voluntarily to the work of 
the panel. Review is an essential part of the IPCC process to ensure an objective and 
complete assessment of current information. The IPCC aims to reflect a range of views 
and expertise.

The panel makes its findings available through a sequence of assessment reports. 
The latest is the Fifth assessment report (known as AR5). A summary of the first section 
of the report, Climate change 2013: the physical science basis, was published in 
November 2013.

3.2.1	Observed	changes	in	the	climate	system
According to the IPCC’s Summary for policymakers, warming of the climate system is 
‘unequivocal’. It says that the atmosphere and oceans have warmed, the amount of 
snow and ice has diminished, sea levels have risen and the concentration of greenhouse 
gases has increased. Moreover, since the 1950s, many of the observed changes are 
unprecedented over decades to millennia.

Atmosphere
The IPCC document states that each of the past three decades has been successively 
warmer at the Earth’s surface than any preceding decade since 1850. In the Northern 
Hemisphere, the 30-year period between 1983 and 2012 was probably the warmest 
such period of the past 1400 years. Other points worth noting include the following:

�� For the longest period for which the calculation of regional trends is sufficiently 
complete (1901–2012), almost the entire globe has experienced surface warming.

�� Changes in many extreme weather and climate events have been observed since 
about 1950. The IPCC concludes that it is ‘very likely’ that the number of cold days 
and nights has decreased and the number of warm days and nights has increased 
on the global scale. It is likely that the frequency of heatwaves has increased in large 
parts of Europe, Asia and Australia.

Oceans
Ocean warming accounts for more than 90% of the extra energy accumulated in 
the climate system between 1971 and 2010. On the global scale, ocean warming is 
greatest near the surface. The IPCC notes that it is ‘virtually certain’ that the upper ocean 
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(0–700 metres) warmed during that period, storing more than 60% of the net energy 
increase in the climate system.

Cryosphere
Over the past two decades, the Greenland and Antarctic ice sheets have been losing 
mass, glaciers have continued to shrink almost worldwide, and Arctic sea ice and 
Northern Hemisphere spring snow cover have continued to decrease. Moreover, multiple 
lines of evidence support very substantial Arctic warming since the mid-twentieth century.

Sea level
With high confidence, the IPCC notes that the rate of sea-level rise since the mid-
nineteenth century has been larger than the mean rate during the previous two millennia. 
Over the period between 1901 and 2010, global mean sea level rose by 0.19 metres. 
Glacier mass loss and ocean thermal expansion from warming since the early 1970s 
together explain about 75% of the observed global mean sea-level rise.

Carbon and other biogeochemical cycles
The atmospheric concentrations of CO

2
, methane, and nitrous oxide have increased to 

levels unprecedented in at least the past 800 000 years. The IPCC concludes that CO
2
 

concentrations have increased by 40% since pre-industrial times, primarily from fossil fuel 
emissions and secondarily from net land-use change emissions.

3.2.2	Drivers	of	climate	change
Natural and anthropogenic (human-produced) substances and processes that alter the 
Earth’s energy budget are drivers of climate change. Radiative forcing is a measure of the 
change in energy fluxes caused by changes in those drivers for 2011 relative to 1750. 
Positive radiative forcing leads to surface warming, while negative radiative forcing leads 
to surface cooling.

According to the IPCC’s report, net radiative forcing is positive and has led to a take-up of 
energy in the climate system. The largest contribution to total radiative forcing has been 
caused by the increase in the atmospheric concentration of CO2

 since 1750.

3.2.3	Understanding	the	climate	system	and	its	recent	
changes
Human influence on the climate system is clear and evident from the increasing 
greenhouse gas concentrations in the atmosphere, positive radiative forcing, observed 
warming, and our understanding of the climate system.

Human influence has been detected in the warming of the atmosphere and the ocean, 
in changes in the global water cycle, in reductions in snow and ice, in global mean sea-
level rise and in changes in some climatic extremes. The IPCC asserts that it is ‘extremely 
likely’ that human influence has been the dominant cause of the observed warming since 
the mid-twentieth century.

3.2.4	Future	global	and	regional	climate	change
Continued emissions of greenhouse gases are expected to cause further warming and 
changes in all components of the climate system. Limiting climate change will require 
substantial and sustained reductions of greenhouse gas emissions.
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The IPCC suggests that most aspects of climate change will persist for many centuries 
even if emissions of CO

2
 are stopped. This represents a substantial multi-century climate 

change commitment created by past, present and future emissions of CO
2
.

A large fraction of anthropogenic (human-induced) climate change resulting from CO
2
 

emissions is irreversible on a multi-century to millennial scale, unless there is a large net 
removal of CO2

 from the atmosphere over a sustained period.

It is virtually certain that global mean sea-level rise will continue beyond 2100.

3.3	…	with	numerous	policy	responses
The scientific evidence (as accepted by most governments around the world, and as 
revealed in the IPCC reports) suggests that continued greenhouse gas emissions will 
lead to changes in the climate that are adverse to humans, and that will be costly.

Stabilising atmospheric greenhouse gas concentrations and ultimately reducing 
emissions would mean that adverse climate changes could be avoided (although this 
may take some time). Reducing emissions is costly and usually involves government 
coordination.

Most governments have responded to the need to stabilise emissions through policies 
designed to reduce emissions today or in the future.

Various countries have a tailored mix of actions in place, varying from carbon pricing and 
market-based emissions trading schemes to renewable energy targets and feed-in tariffs 
for renewable energy:

�� Many of Australia’s top trading partners, including China, Japan, the United States, 
South Korea and Singapore have implemented or are piloting carbon trading and 
taxation schemes at the national, state or city level.

�� Fifteen of Australia’s top 20 trading partners have introduced renewable energy targets.

�� Major emitters have a range of demand-side measures in place, including appliance 
and building standards and energy efficiency schemes to reduce demand for 
emissions-intensive energy.

Table 3.1 lists some of the main policies and measures in place in selected countries to 
achieve their emissions reduction goals. Table 3.2 summarises the emissions goals of 
key countries.
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Table 3.1: Climate change policies and measures in selected countries

Country Carbon 
pricing (tax, 
emissions 
trading 
scheme)

Energy  
supply

Energy 
demand

Mandatory 
vehicle 
standards 
for 
greenhouse 
gases

Land-based 
activities, 
including 
agriculture 
and forests

Australia Carbon pricing 
mechanism 
legislation 
repealed 
Emissions 
Reduction 
Fund created

Renewable 
energy target

State-based 
feed-in tariffs 
for renewable 
energy

Appliance 
and building 
standards

State-based 
energy 
efficiency 
schemes

None Carbon 
Farming 
Initiative

Canada Sub-national 
cap-and-trade 
in Quebec

Sub-national 
taxes and 
duties on fossil 
fuels

Standards 
for coal-fired 
electricity 
generation 
from 2015

Renewable 
energy 
incentives

Remote 
renewable 
energy 
generation 
incentives

Appliance 
and building 
standards

Industry energy 
efficiency 
incentives

Vehicle 
emissions 
and standards 
and efficiency 
programs

Renewable 
fuel production 
incentives

Sub-national 
offset 
mechanisms 
in Alberta and 
Quebec

China Pilot emissions 
trading 
schemes 
planned 
for seven 
provinces and 
cities (first 
commenced in 
2013)

Plans to design 
a national 
emissions 
trading scheme 
or carbon tax

Renewable 
energy target

Feed-in tariff 
support for 
solar, wind and 
biomass power 

Closure of 
inefficient 
small-and 
medium-sized 
coal plants 
and industrial 
facilities

Appliance 
and building 
standards

Energy 
efficiency 
target

Industrial 
energy 
efficiency 
retrofits

Vehicle fuel 
efficiency 
standards

Vehicle 
emissions 
standards 
planned

National 
reforestation 
efforts to meet 
forest coverage 
target

European 
Union 
(28 member 
states)

Emissions 
trading scheme

Renewable 
energy target 
and support for 
cogeneration—
generating heat 
and power 
together

Feed-in tariffs 
for renewable 
energy

Appliance 
and building 
standards

Energy 
efficiency 
target

Vehicle 
emissions 
standards

Renewable 
fuel production 
incentives

EU strategy to 
improve soil 
management, 
including as a 
carbon sink

Land-sector 
management

Landfill 
emissions 
control
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Country Carbon 
pricing (tax, 
emissions 
trading 
scheme)

Energy  
supply

Energy 
demand

Mandatory 
vehicle 
standards 
for 
greenhouse 
gases

Land-based 
activities, 
including 
agriculture 
and forests

India Small 
coal tax of 
approximately 
A$2 per tonne 

Energy 
efficiency 
trading scheme 
for power 
sector

Renewable 
energy targets

Energy 
efficiency 
trading scheme 
for power 
sector

Vehicle fuel 
efficiency 
standards

Vehicle 
emissions 
standards 
pending

Energy 
efficiency 
initiatives 
extend to the 
land sector 
(for example, 
subsidies or 
free pumps)

Indonesia Considering 
market-based 
mechanisms 
for emissions 
reductions 
in selected 
sectors

Renewable 
energy target

Tax exemptions 
for energy-
efficient 
technologies

Energy 
intensity target

Vehicle 
emissions 
standards

Measures to 
reduce forest 
deforestation 
and 
degradation 
through 
regulations and 
market-based 
offsets

Japan Carbon tax on 
fossil fuels

Sub-national 
emissions 
trading 
schemes in 
Tokyo and 
Saitama

Voluntary 
federal scheme

Renewable 
energy target

Feed-in tariffs 
for renewable 
energy

Energy 
efficiency 
standards and 
measures in 
residential, 
commercial 
and building 
sectors

Vehicle fuel 
efficiency 
standards

Tax incentives 
for purchase of 
less emissions-
intensive 
vehicles

Covered 
under Japan’s 
domestic 
offsets scheme

New Zealand Emissions 
trading scheme

Stationary 
energy covered 
under the 
emissions 
trading scheme

Appliance 
and building 
standards

Commercial 
and residential 
energy 
efficiency 
schemes

None

Liquid fuels 
covered under 
the emissions 
trading scheme

Sustainable 
Land 
Management 
and Climate 
Work Program 
covers land 
management 
sectors

Norway Part of 
European 
Union 
emissions 
trading system

Broad-based 
domestic 
carbon tax

Renewable 
energy target

Support for 
cogeneration

Appliance 
and building 
standards 

Energy 
efficiency 
target

Renewable 
fuel production 
incentives

Vehicle 
emissions 
standards

Republic of 
Korea

Emissions 
trading scheme 
to start in 2015

Renewable 
energy target

Appliance 
and building 
standards

Vehicle fuel 
efficiency 
and carbon 
emissions 
standards



Chapter Three  |  The policy context and the price of ACCUs

34	 The business case for carbon farming  |  Workshop manual

Country Carbon 
pricing (tax, 
emissions 
trading 
scheme)

Energy  
supply

Energy 
demand

Mandatory 
vehicle 
standards 
for 
greenhouse 
gases

Land-based 
activities, 
including 
agriculture 
and forests

South Africa Carbon tax to 
start in 2015

Renewable 
energy target

Tax incentives 
and feed-in 
tariffs for 
renewables

Energy 
efficiency 
demand-side 
management 
programs for 
residential, 
commercial 
and building 
sectors

Tax incentive 
for energy 
efficiency

Vehicle 
emissions 
standards

Greenhouse 
gas emissions 
tax for new 
vehicles

Focus on 
adaptation in 
agriculture

United States Sub-national 
emissions 
trading 
schemes in 
California and 
nine north-
eastern states 
(the Regional 
Greenhouse 
Gas Initiative)

Sub-national 
renewable 
energy targets

Financial 
incentives 
supporting 
renewable 
energy

Proposed 
national 
regulations 
limiting 
emissions 
from fossil-fuel 
power plants

Appliance 
and building 
standards

Industrial 
energy 
efficiency 
assessments

Vehicle fuel 
efficiency 
standards

Vehicle 
emissions 
standards

Renewable 
fuel production 
incentives

Support for 
voluntary action 
to reduce 
emissions 
and increase 
carbon 
sequestration

Source: Climate Change Authority <http://www.climatechangeauthority.gov.au/reviews/targets-and-
progress-review-3>.

Table 3.2: Emissions goals of selected countries

Country
International and domestic 2020 emissions 
reduction targets

Australia International: 5%, up to 15% or 25% relative to 2000 (5% 
unconditional).

China International: Reduce CO2
 emissions per unit of GDP by 40% to 

45% relative to 2005.
Domestic: China’s 2020 target has been incorporated in its 
medium-and long-term economic and social development plans 
as a binding target. China has an interim carbon intensity target 
under its 12th Five-Year Plan (2011–2015).

United States International: About 17% relative to 2005.
Domestic: This goal is included in President Obama’s 2013 
Climate Action Plan.
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Country
International and domestic 2020 emissions 
reduction targets

European Union 
(EU; 28 member 
states)

International: 20% relative to 1990. Conditional target of 30% 
relative to 1990.
Domestic: Many EU countries have climate targets included in 
legislation or national plans. The EU has also agreed to a formal 
‘burden sharing arrangement’ for some of its collective climate 
targets.

India International: Reduction in emissions intensity (emissions per unit 
of GDP) by 20% to 25% relative to 2005 (excluding agriculture).

Japan International: 25% relative to 1990.a

Germany International: 20% relative to 1990, as part of EU target.
Domestic: The German Government has included in legislation 
a national target of reducing greenhouse gas emissions by 40% 
relative to 1990 by 2020.

Indonesia International: 26% relative to ‘business as usual’.
Domestic: Indonesia’s National Action Plan for Reducing 
Greenhouse Gas Emissions states that Indonesia could reduce 
emissions by up to 41% by 2020 relative to business as usual 
with international support

Canada International: 17% relative to 2005
Canada has withdrawn from the Kyoto Protocol, but maintains 
this target under the UNFCCC.

Republic of Korea International: 30% relative to business as usual.
Domestic: The 2020 goal is included in Korea’s 2010 Framework 
Act on Low Carbon, Green Growth.

United Kingdom International: 20% relative to 1990, as part of EU targets.
Domestic: The United Kingdom has a domestic 2020 target of 
34% below 1990 levels. It also has a series of binding carbon 
budgets under its Climate Change Act for the period from 2008 
to 2027. The 2027 carbon budget represents emissions of 50% 
relative to 1990.

South Africa International: 34% relative to business as usual, and 42% relative 
to business as usual by 2025.
Domestic: The 2020 goal is referred to in South Africa’s 2011 
National Climate Change Response.

New Zealand International: Unconditional target of 5% relative to 1990; 
conditional target of 10% to 20% relative to 1990.

Norway International: 30% relative to 1990. Conditional target of 40% 
relative to 1990.

a Japan is currently reviewing its energy and climate policies after the Fukushima disaster in 2011.

Note: Many countries’ targets are conditional on the extent of climate action in other countries.
Source: Climate Change Authority <http://www.climatechangeauthority.gov.au/reviews/targets-and-
progress-review-3>.
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3.4	Australia’s	2020	emissions	target
The Australian Government is committed to reducing Australia’s emissions to 5% below 
2000 levels by 2020. Over the period to 2020, the total emissions reduction required 
from projected baseline scenario emissions to achieve the minus 5% emissions target 
is 431 Mt CO2

-e. In 2020, the minus 5% target equates to an emissions reduction, or 
abatement task, of 131 Mt CO

2
-e. This target is illustrated in Figure 3.1.

This abatement is proposed to be achieved by a variety of means, including 
carbon farming.

Figure 3.1: Emissions reduction task based on the most recent 
projections (Mt CO2-e)
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Source: Commonwealth of Australia, 2013, Australia’s abatement task and 2013 emissions projections,

Figure 1 <http://www.environment.gov.au/resource/australias-abatement-task-and-2013-emissions-
projections>.

3.5	Australian	policy	instruments
The Australian policy instruments to achieve this reduction are currently in transition.

3.5.1	The	repealed	carbon	pricing	mechanism
Until July 2014, the main instrument was the carbon pricing mechanism—a scheme that 
put a price on Australia’s carbon emissions. It commenced on 1 July 2012 and applied 
to Australia’s biggest carbon emitters (called ‘liable entities’). Under the mechanism, 
liable entities had to pay a price for the carbon emissions they produced each year. 
This covered approximately 60% of Australia’s carbon emissions, including those from 
electricity generation, stationary energy, landfills, wastewater and industrial processes, 
along with fugitive emissions.

From 1 July 2014, the carbon pricing mechanism was repealed.
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3.5.2	The	Emissions	Reduction	Fund
The Australian Parliament passed legislation to establish the ERF, with the Carbon 
Farming Initiative Amendment Act 2014 receiving royal assent on 25 November 2014. 
With effect from 12 December 2014, the rules governing the CFI changed when it 
became integrated into the ERF.

Key features of the ERF, as set out in the explanatory memorandum to the Act2 are as 
follows:

�� The ERF has three elements: crediting emissions reductions, purchasing emissions 
reductions and safeguarding emissions reductions.

�� The Clean Energy Regulator (CER) will administer the ERF and issue ACCUs for 
emissions reductions that are estimated and audited using approved methodologies. 
The credits can then be purchased through the ERF or used under voluntary carbon 
offsetting programs.

�� Methodologies set out the rules for estimating emissions reductions from different 
activities. The methodologies ensure that emissions reductions are genuine—that 
they are both real and additional to ‘business as usual’.

�� Methodologies for crediting emissions reductions will be developed for activities, such 
as energy efficiency and land sector projects, as well as for large industrial facilities. To 
enable a wide range of businesses to participate in the ERF, a menu of methodologies 
will be available.

�� The CER will purchase emissions reductions at the lowest available cost, generally 
through reverse auctions (see Box 3.2).

�� The CER will enter into contracts with successful bidders. The contracts will guarantee 
payment, at the auction bid price, for the future delivery of emissions reductions. 
Businesses will be able to use contracts to finalise project finance as necessary before 
projects are implemented. The contracts will be standardised, will provide commercial 
terms and conditions, and will provide for payment to be made on the delivery of 
emissions reductions.

3.5.3	The	National	Carbon	Offset	Standard
The Australian Government introduced the National Carbon Offset Standard on 1 July 
2010. The standard provides national consistency and consumer confidence in the 
voluntary carbon market.

The standard:

�� provides guidance on what is a genuine voluntary carbon emissions offset

�� sets minimum requirements for calculating, auditing and offsetting the carbon footprint 
of an organisation, product or event to voluntarily achieve ‘carbon neutrality’.

More details are available at the Department of the Environment’s website 

<http://www.environment.gov.au/climate-change/carbon-neutral/ncos>.

2 This is the explanatory material that accompanied the legislation when it was presented to the parliament 
<http://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/Bills_Search_Results/
Result?bId=r5280>.
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Box	3.2:	What	are	reverse	auctions?

Reverse auctions are a common mechanism for the procurement of goods and services 
by private firms and government agencies. In a reverse auction, sellers offer a price (bids) 
for a contract. The lowest bid price typically wins the contract. This is the reverse of a 
conventional auction (such as in a saleyard), in which buyers offer a price (bid) and the 
highest bid price receives the product.

These auctions are usually implemented electronically. The lowest bid seller wins the 
auction and enters into a contract with the buyer.

There are various ways of setting up the auction, with different rules about the visibility of 
prices during bidding and the prices actually paid to bidders. Under the ERF, the CER will 
have significant discretion about the design and conduct of reverse auctions. Over time, 
the regulator will be able to adjust the conduct of auctions to reflect lessons learned.

At the time this manual was prepared, the CER had provided only very broad guidance 
about the operation of the reverse auction:.

The Emissions Reduction Fund will use simple, streamlined processes to allow the 
Government to purchase lowest cost abatement though competitive auctions.

The purchasing process will follow these simple steps:

�� Bidders will submit a price per tonne of abatement for the project into the auction 
process.
�� The Clean Energy Regulator will select projects with the lowest cost per tonne.
�� The Clean Energy Regulator will enter into a contract with the successful participant 

to purchase emissions reductions at their bid price.

The price per tonne of abatement bid at an auction will determine whether the project 
is competitive at the bidding stage and whether it is successful in obtaining a contract 
with the Commonwealth.

See <http://www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/About-the-
Emissions-Reduction-Fund/Principles-for-operation/Pages/default.aspx>. 

3.6	International	carbon	markets
The implementation of a number of international policy instruments has led to the 
development of a range of carbon markets in which carbon abatement or ACCUs can 
be bought and sold.

There are two broad types of carbon market—compliance markets and voluntary markets:

�� Compliance markets are those that are established in response to particular regulatory 
requirements for greenhouse gas abatement imposed on industries. Compliance 
markets include those in the European Union, California and New Zealand.

�� These markets operate emissions trading schemes in which permits to emit 
greenhouse gases, along with offsets (see below), are traded among market 
participants (see Box 3.3).

�� The carbon units in these markets are usually exchanged on a common trading 
platform, in a way very similar to the trading of company shares or futures contracts 
for agricultural commodities.

�� Voluntary carbon markets cover all payments for third-party emissions reductions (usually 
called ‘offsets’) that occur outside of government regulation. Examples include the offsets 
that consumers can purchase with airline tickets. Voluntary markets generally involve a 
direct commercial relationship between the seller and the buyer. That relationship may 
include an intermediary, such as a bank, broker or other financial institution.
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Box	3.3:	Emissions	trading

While the details vary from scheme to scheme, the key elements of cap-and-trade 
emissions trading are as follows:

��  A government sets a cap on emissions (which is usually lower than ‘business as 
usual’ and declines over time) that is designed to achieve a specific emissions 
reduction target.

��  The government issues allowances (or ‘permits’) up to the cap.

��  Allowances given to covered sectors are either sold freely or sold by auction and 
can subsequently be traded in the market.

��  By a specified date, regulated entities must surrender enough allowances to cover 
their emissions.

��  Penalties are imposed for regulated entities that ‘under-surrender’. The penalties are 
set at a higher level than the expected compliance costs. Regulated entities have 
the option of purchasing allowances, reducing emissions, or both, in order to reduce 
their compliance costs.

��  Regulated entities will seek to buy permits if the price of permits is lower than the 
entity’s cost of reducing emissions. This drives the demand for permits.

��  Regulated entities will seek to sell permits if the price of permits is higher than the 
entity’s cost of reducing emissions. This drives the supply of permits.

��  Most emissions trading schemes allow for the use of offsets (for example, 
abatement that comes from outside of the liable entities, through forestry or farming 
activities). The offsets provide an additional source of supply.

3.7	What	determines	prices	in	
carbon	markets?
As in any market, prices in carbon markets are broadly determined by the balance of 
demand for and supply of abatement (which emerges as demand and supply for permits 
or carbon credits).

In compliance markets, the demand for abatement is determined by the stringency of 
the abatement target within a country. In an emissions trading scheme, this is the cap on 
overall emissions.

In compliance markets, the demand for abatement comes through entities that have 
carbon abatement obligations or a cap on their emissions. Those entities may seek to 
reduce emissions by investing in their own abatement activities, or they may seek to buy 
carbon permits on the market. They will buy permits if the price of permits is lower than 
their own cost of abatement. Other entities may seek to supply abatement by investing 
in technologies that allow them to reduce emissions more than required, allowing them 
to sell the excess abatement.

In voluntary markets, the demand for abatement is determined by a broader set of factors, 
including individual or corporate choices to offset emissions, along with the expectation 
of future regulation.

The supply of abatement comes from a variety of activities within the economy. Entities 
with carbon liabilities may choose to reduce them through their own investments and 
activities that reduce their emissions. Some may reduce emissions by more than 
necessary in order to supply additional abatement to the market:
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In general:

�� A price on carbon is needed to induce a supply of abatement, as abatement is costly 
and requires actions that might not otherwise be profitable.

�� Most compliance markets also include the use of offsets (abatement produced by 
actions of entities that do not necessarily have an obligation or cap. Offsets can come 
from a variety of activities, including forestry or other forms of carbon farming.

�� The Clean Development Mechanism (CDM) under the Kyoto Protocol is an 
important source of offsets in a number of carbon markets.

3.8	Recent	prices	in	compliance	
markets
Table 3.3 summarises recent prices in compliance-based carbon markets. Prices range 
from A$0.04/t to A$24/t of CO

2
-e.

Table 3.3: Recent traded international carbon prices, 2012 to 2014 
(A$/t CO2-e)

Trading scheme Recent price 
(August 2014)

Highest price in 
two years before 

August 2014

Lowest price in 
two years before 

August 2014

European Union 9.23 10.08 3.96

California 12.72 24.08 12.47

New Zealand 3.59 7.28 1.82

Clean Development 
Mechanisma

0.23 1.08 0.04

a  The Clean Development Mechanism is an international carbon abatement mechanism established under 
the Kyoto Protocol. It allows carbon offset projects in developing countries to create certified emission 
reduction units that can be used by developed countries to help meet their Kyoto Protocol obligations.

Note: Converted to Australian dollars from original currencies

Sources: <www.theice.com>, <www.comtrade.co.nz>, <www.calcarbondash.org>. The World Bank, State 
and trends of carbon pricing <http://www.worldbank.org/en/news/feature/2014/05/28/state-trends-report-
tracks-global-growth-carbon-pricing>.

In China, recently trialled emissions trading schemes have seen prices range from around 
A$4/t in Hubei to A$13/t in Shenzhen.

During the time that the carbon pricing mechanism was in operation in Australia, the price 
of ACCUs closely followed the initial fixed price of carbon. From 2 February 2015 (the last 
date for companies to surrender ACCUs under the carbon pricing mechanism), this basis 
for the price of ACCUs will no longer be in place.

At the time this manual was prepared, there had been no auctions for the purchase of 
ACCUs under the ERF and there was no indicative schedule for when the auctions might 
take place.

3.9	Recent	prices	in	voluntary	markets
Internationally, prices in voluntary markets have averaged between US$4.90/t and 
US$5.90/t <http://www.forest-trends.org/vcm2014.php>. This corresponds to between 
A$5.30 and A$6.30.
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In Australia, prices in the voluntary market vary between schemes:

�� The most visible prices in voluntary markets are those that consumers pay to offset 
emissions from airline travel. For example, purchasing carbon offsets from Qantas 
costs around A$8.40/t <www.qantas.com.au>. Qantas claims that it makes no money 
from this transaction, so this price may be close to the price received by the supplier.

�� Climate Friendly, a firm offering carbon management solutions for individuals and 
companies, offers abatement packages at a retail price of A$22/t <www.climatefriendly.
com>. This is a retail price, so it would not be received by the producer. It represents 
a maximum possible price in the voluntary market.

3.10	Price	formation	under	the	ERF
As noted, the government or the CER will purchase ACCUs using a reverse auction as 
the key mechanism (although the CER has scope for alternative methods of purchase). 
The price under the ERF will not be known until the first auctions take place, and the 
mechanisms for full price transparency under the first and subsequent auctions had not 
been finalised at the time this manual was prepared.

Importantly, the ERF has a fixed budget for purchases of abatement. Access to those 
funds will be decided by competition among ACCU suppliers.

3.11	What	prices	should	you	use	in	
the	business	case?
Given the current state of policy implementation in Australia, an appropriate price for 
ACCUs in the business case is subject to considerable uncertainty.

A market price will emerge after the first rounds of auctions under the ERF.

However, ACCUs will be generated by activities well beyond carbon farming. Their 
price may be determined by activities with lower cost structures (and risks) than carbon 
farming. If that is true, there is a strong possibility that in the short-term ACCU prices will 
be below cost for many ERF activities.

The price of ACCUs is therefore a major risk factor for any ERF project.

For the analysis presented in the remainder of this manual, a range of ACCU prices is 
used, reflecting this uncertainty. As is demonstrated further in Chapter 10, this form of 
sensitivity analysis (and in some cases, threshold analysis) is a powerful way of quantifying 
risk when developing a business case.

Put another way, given the current uncertainty about ACCU prices, a business case 
should not rely on a single price but should examine the implications of a variety of 
prices. Some prices will result in a viable project; others will not. The threshold price that 
determines this difference is a crucial number to understand.
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4.	Ensuring	that	abatement	is	real

A key driver of much regulation underlying the ERF is the need to ensure 
that abatement is genuine and additional to what would otherwise have 
taken place.

This chapter sets out:

�� the standards that underlie the integrity of carbon farming activities that 
earn ACCUs.

After reading this chapter, you will:

�� understand the need for integrity regulation

�� understand the key integrity principles

�� have an overview of how methodologies contribute to the integrity of 
abatement.

4.1	The	need	for	strong	integrity	
regulation
Aside from the usual requirements of preventing fraud and other dishonest conduct, 
strong regulation of the integrity of offsets is needed to ensure that the ERF delivers 
genuine abatement. Also, it means that those purchasing ACCUs have confidence that 
the units are a reliable product.

The logic of integrity regulation can be set out as follows:

�� The object of Australia’s greenhouse policy instruments is to reduce greenhouse gas 
emissions (in particular, as implied by the targets summarised in Figure 3.1). This can 
only be achieved if emissions are genuinely reduced from what they would otherwise 
have been.

�� If Australia were to grant ACCUs for projects that people were going to do anyway, 
it would be considerably harder for the nation to meet its target, which is framed as 
reducing emissions in 2020 below a specific historical level.

�� If ACCUs were granted for activities that people were going to do anyway, the offset 
system would not be reliable. For example, if it required no extra effort to reduce 
emissions, the price of ACCUs would fall. As the price fell, there would be no incentive 
for extra effort to reduce emissions.

�� For any credits-based system to work, the system needs a positive value for abatement, 
which in turn requires reductions in emissions (or sequestration) beyond what would 
have happened anyway.

�� Importantly, it is in the interests of participants to have strong additionality and integrity 
regulation. It would not be sensible to incur costs in a project if at any time the value of 
the credits earned could be undermined by a loss of confidence in the system.
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4.2	The	integrity	standard
Ensuring the integrity of ERF activities and making sure that they genuinely contribute 
to a reduction in emissions require a number of conditions to be met. Together, those 
conditions make up a standard of offsets integrity. The integrity standards can be 
summarised as follows:

�� The additionality standard

�� The carbon farming activity and abatement must be additional to what would have 
taken place in the absence of the project. As explained above, this requirement is 
essential because it underpins confidence and the credibility of the scheme.

�� The measurability standard

�� The abatement must be measurable and verifiable. Without measurement, it would 
not be possible to issue ACCUs. ACCUs must be related to the precise quantity of 
greenhouse gases avoided or sequestered by the project. This amount must be 
verifiable, again to ensure confidence in the abatement achieved.

�� The science standard

�� The measurement must be supported by good peer-reviewed science and be 
consistent with Australia’s international greenhouse accounts. The measurement of 
greenhouse gas abatement and sequestration on the land is scientifically complex 
and is based on a wide variety of mechanisms and biophysical processes, many of 
which have been revealed only through careful scientific study and measurement. 
Peer-reviewed science is the main means of understanding greenhouse processes 
on the land and is thus central to abatement under the ERF.

�� The leakage standard

�� The measurement methods must account for leakage. Leakage is an unintended 
increase in greenhouse gas emissions from an activity outside the project that 
occurs as a result of the project. It is often due to economic interactions between 
activities.

�� The variability standard

�� The measurement methods must account for variability and cyclical variations that 
may result from climate variations or management practices. Emissions avoidance 
or sequestration is not necessarily constant throughout the life of a project.

�� The conservative standard

�� The measurement methods must use conservative assumptions. Where 
assumptions are needed to establish measurements, the assumptions must be 
conservative and lean towards understating the abatement.

�� The permanence standard

�� Sequestration must be permanent. Carbon sequestered from the atmosphere 
must be permanently maintained where it is stored; otherwise, abatement will only 
be temporary and not genuinely permanent. Under the original CFI, sequestration 
projects were subject to a 100-year permanence obligation. The ERF allows an 
option for a 25-year permanence requirement.
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4.3	Methodologies	are	at	the	heart	
of	the	ERF
All ERF activity must take place under an approved methodology, or method.

These methods set out the rules for particular types of projects under the schemes.

Each method is specifically designed to satisfy all the conditions of the integrity standard.

A method is very much like a ‘technology’ or a systematic farming practice. The methodology 
contains the rules and requirements for undertaking a particular carbon farming activity.

While their details differ depending on the nature of the abatement activity, methods all 
contain:

�� a description of the activity and how it reduces emissions or stores carbon

�� a list of sources and sinks affected by the project

�� instructions for determining the baseline that represents what would occur in the 
absence of the project

�� procedures for measuring or estimating project abatement from the baseline

�� identification of the greenhouse gas assessment boundary

�� some accounting for leakage

�� project-specific data collection, monitoring, reporting and record-keeping requirements.

4.3.1	Who	develops	a	method?
Overarching responsibility for developing methodologies lies with the Australian 
Government Department of the Environment, which jointly oversees methodologies with 
the Australian Government Department of Agriculture.

Under the CFI, methodologies were developed by private applicants, industry 
associations and government organisations. At the time of publication of this manual, 
a variety of organisations—ranging from Meat & Livestock Australia to the University of 
Queensland—had submitted methodology proposals.

With the implementation of the ERF, only the Department of Environment is developing 
a variety of methods as a matter of priority. Information on these, and the ways in which 
you can participate in method development is available here: 

<http://www.environment.gov.au/climate-change/emissions-reduction-fund/methods>. 

4.3.2	Who	approves	the	method?
Under the CFI, an independent expert committee, the Domestic Offsets Integrity 
Committee, assessed offset methodologies and advised the Australian Minister for the 
Environment on whether they should be approved.

Under the ERF, the Domestic Offsets Integrity Committee has been renamed 
as the Emissions Reduction Assurance Committee. It will continue to assess 
and provide advice to the minister on the suitability of methods.

The committee ensures that methodologies are rigorous and lead to real abatement. 
As part of its assessment, it publishes proposed methodologies online for public 
comment and it considers those comments in making its recommendations to the minister 
<www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/methodologies>. 
The minister makes the final decision on whether or not to approve a method.
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5.	Learning	from	existing	
methodologies

Currently approved methodologies, even where they are not directly relevant 
to particular farming enterprises, illustrate what is required in a methodology 
or method for it to be approved by the Minister for the Environment.

This chapter:

�� summarises seven approved agricultural methodologies

�� examines selected methodologies as case studies of methodologies in 
general.

After reading this chapter, you will:

�� understand the current state of methodologies

�� understand the key features of the selected methodologies.

5.1	Currently	approved	agricultural	
methodologies
At the time this manual was prepared, there were 15 main groups of approved 
methodologies: six for emissions avoidance in agriculture and nine for sequestration. 
A number of them have different versions, so in total there are 26 methodologies 
available. They can be accessed on the Clean Energy Regulator’s website  
<www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/methodology-
determinations/Pages/default.aspx>.

Table 5.1 summarises information on the number of projects for each methodology and 
the number of ACCUs issued at 27 November 2014.

Table 5.1: Approved agricultural methodologies at 27 November 2014

Methodology Number of  
projects

ACCUs issued 
to date

Sequestration methodologies

Human-induced regeneration of a permanent even-aged native forest 3 92 068

Native forest from managed regrowth 1 0

Measurement-based methods for new farm forestry plantations 0 0

Native forest protection (avoided deforestation) 33 3 087 341

Permanent environmental plantings of native species using the CFI 
Reforestation Modelling Tool

14 430

Quantifying carbon sequestration by permanent plantings of native 
mallee eucalypt species using the CFI Reforestation Modelling Tool

2 22 573

Reforestation and afforestation 11 356 423

Reforestation by environmental or mallee plantings—FullCAM 2 63 553

Sequestering carbon in soil in grazing systems 0 0
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Methodology Number of  
projects

ACCUs issued 
to date

Emissions avoidance methodologies

Destruction of methane generated from manure in piggeries 7 47 237

Destruction of methane generated from dairy manure in covered 
anaerobic ponds

0 0

Destruction of methane from piggeries using engineered biodigesters 0 0

Reducing greenhouse gas emissions by feeding dietary additives to 
milking cows

0 0

Reducing greenhouse base emissions by feeding nitrates to beef 
cattle

0 0

Reduction of greenhouse gas emissions through early dry season 
savanna burning

23 467 542

Total 96 4 371 167

Note: The CFI also includes methodologies for use in the waste sector. Those methodologies are not 
included in this table and are not covered in this manual.

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/
Register-of-Offsets-Projects/Documents/Register%20of%20Offsets%20Projects.xlsx>.

5.2	Examples	of	approved	
methodologies
The currently approved methodologies, even where they are not directly relevant 
to particular farming enterprises, show what is required in a methodology for it to be 
approved by the Minister for the Environment.

Case study methodologies also provide a solid indication of the rigour with which carbon 
farming activities under the ERF need to be undertaken. This has important implications 
for costs.

Table 5.2 summarises the key features of 10 selected methodologies. These are 
discussed below, and further details of each are in Appendix A. Many have alternative 
versions. More detailed information on each of these (along with full lists of current 
methodologies) can be found at the Clean Energy Regulator website: 
<http://www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/Types-of-
projects/Pages/default.aspx>. 

Some of the methodologies discussed below are sequestration methodologies. 
Determining the suitability of sequestration methodologies for your particular 
circumstances can involve some complex considerations. The Clean Energy Regulator 
has recently published a decision tree to assist in working through the suitability of 
particular sequestration methodologies 
<http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/methodology- 
determinations/sequestration-offsets-projects/Documents/CFI%20decision%20tree.
pdf>.
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Table 5.2: Summary of selected ERF methodologies in agriculture

Methodology Scope Time Emissions 
sources

Additionality Measurement 
requirements

Calculation 
methods

Defines the 
activtities 
under the 
methodology

Conditions 
for timing

Defines the 
sources of 
emissions 
covered 
by the 
methodology

The approach 
to setting 
the baseline 
to ensure 
additionality

The 
measurement 
requirements

The type of 
calculations or 
models used 
for calculating 
emissions

Sequestering 
carbon in soils 
in grazing 
systems

Range of actions 
to increase soil 
carbon in grazing 
systems.  
At least one 
action must  
be new

Land must 
have been 
under 
permanent 
pasture or 
continuously 
cropped for 
at least the 
previous 
5 years

Covers carbon 
sequestered 
in soils. 
Methodology 
also requires 
accounting 
for emissions 
within the 
project area, 
including from 
livestock and 
fertilisers

Baseline 
established 
through 
comprehensive 
soil sampling 
prior to project 
actions

Substantive 
sampling 
requirements, 
both initially 
(baseline) and 
regularly during 
the project

Sample-based 
calculations, 
including 
statistical 
adjustments to 
sample results

Destruction 
of methane 
generated 
from manure in 
piggeries

Capture and 
combustion 
of methane 
generated by 
decomposition 
of piggery waste 
using covered 
lagoons and 
capture and 
combustion 
devices

Credits 
earned for 
abatement 
from 1 July 
2010 using 
equipment 
installed 
on or after 
1 July 2007 
(although 
backdating is 
not automatic)

Anaerobically 
treated waste 
in project 
lagoons

Gas 
capture and 
combustion 
activities

Electricity 
and fuel used 
in the gas 
capture and 
combustion 
process

Baseline defined 
as the emissions 
that would be 
generated under 
conventional 
management, 
determined by 
the volatile solids 
in the effluent 
stream

Measurements of 
basic production 
factors (pig 
numbers, feed 
etc.)

Continuous 
monitoring of 
biogas quantities, 
flare operation, 
electricity use 
and generation, 
fuel consumption

Optional 
sampling or 
analysis of gas 
composition

Use of the 
PigBala model 
to estimate the 
amount of volatile 
solids

Default 
emissions factors 
and simple 
equations using 
measurements

Destruction 
of methane 
generated from 
dairy manure 
in covered 
anaerobic 
ponds

Capture and 
combustion 
of methane 
generated by 
decomposition 
of dairy waste 
using covered 
ponds and 
capture and 
combustion 
devices

Credits 
earned for 
abatement 
from 1 July 
2010 
(although 
backdating is 
not automatic)

Anaerobically 
treated waste 
in project 
ponds

Gas 
capture and 
combustion 
activities

Electricity 
and fuel used 
in the gas 
capture and 
combustion 
process

Baseline defined 
as the emissions 
that would be 
generated under 
conventional 
management, 
determined by 
the volatile solids 
in the effluent 
stream

Measurements of 
basic production 
factors (cow 
numbers, feed, 
milking times etc.)

Continuous 
monitoring of 
biogas quantities, 
electricity use 
and generation, 
fuel consumption

Regular testing 
of combustion 
equipment

Optional 
sampling or 
analysis of gas 
composition

Optional use 
of the DGASb 
calculator to 
estimate the 
amount of volatile 
solids

Default 
emissions factors 
and simple 
equations using 
measurements
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Methodology Scope Time Emissions 
sources

Additionality Measurement 
requirements

Calculation 
methods

Destruction 
of methane 
from piggeries 
using 
engineered 
biodigesters

Capture and 
combustion 
of methane 
generated by 
decomposition 
of piggery 
waste using 
engineered 
biodigesters 
and capture 
and 
combustion 
devices

Credits 
earned for 
abatement 
from 1 July 
2010 using 
equipment 
installed 
on or after 
1 July 2010 
(although 
backdating 
is not 
automatic)

Anaerobi cally 
treated waste 
in project 
lagoons

Gas 
capture and 
combustion 
activities

Fugitive 
emissions 
from 
biodigesters

Post-
treatment of 
waste

Electricity 
and fuel used 
in the gas 
capture and 
combustion 
process

Baseline 
defined as 
the emissions 
that would 
be generated 
under 
conventional 
management, 
determined 
by the volatile 
solids in the 
effluent stream

Measurements 
of basic 
production 
factors (pig 
numbers, feed 
etc.), additional 
waste streams 
and digestate 
weight

Continuous 
monitoring 
of biogas 
quantities, flare 
operation and 
temperature, 
pH of the 
effluent stream, 
electricity 
use and 
generation, fuel 
consumption

Sampling or 
analysis of gas 
composition 
and volatile solid 
amounts

Use of the 
PigBal model 
to estimate 
the amount of 
volatile solids

Default 
emissions 
factors 
and simple 
equations using 
measurements

Reducing 
greenhouse 
gas emissions 
by feeding 
dietary 
additives to 
milking cows

Reduction of 
methane from 
dairy cows by 
supplementing 
feed with 
eligible fats or 
oils for at least 
nine months of 
the year

Reporting 
years start 
on the first 
day of a 
season, and 
credits can 
be issued for 
abatement 
after the 
project is 
declared 
eligible

Methane 
emissions 
from enteric 
fermentation 
in dairy cows

Baseline is 
formed using 
emissions 
data on three 
consecutive 
years before 
the start of the 
project, starting 
no more than 
seven years 
before the first 
project year

Measurements 
of basic 
production 
factors (cow 
numbers, milk 
production, feed 
intake, cow live 
weights) and 
details on the 
supplementary 
feed

Use of the 
Dietary Fats 
Calculatorc 
to estimate 
pasture 
consumption 
and emissions 
levels

Reforestation 
and 
afforestation

Establish ing 
permanent 
forest plantings

Credits 
issued for 
abatement 
from 1 July 
2010 
(backdating 
is not 
automatic)

Emissions 
from fuel use 
and fires

Carbon 
stocks in live 
and dead 
biomass

Baseline 
emissions/ 
sequestration 
is assumed to 
be zero

Land must 
have been 
non-forested 
and used for 
cropping or 
grazing for five 
years before 
the start of the 
project

Extensive direct 
measurements 
of trees are 
needed to 
generate 
allometric 
functions

Measurement 
of predictor 
measures of 
trees in sample 
plots

Geospatial land 
measurements

Use of GIS to 
identify and 
define land 
areas and 
select sample 
plot locations

Extensive use 
of statistical 
methods for 
estimating total 
carbon stocks 
for the plantings 
and determining 
sampling 
methods
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Methodology Scope Time Emissions 
sources

Additionality Measurement 
requirements

Calculation 
methods

Permanent 
environmental 
plantings of 
native species 
using the CFI 
Reforestation 
Modelling 
Tool

Establish ment 
of permanent 
environmental 
plantings

Credits 
issued for 
abatement 
from 1 July 
2010 
(backdating 
is not 
automatic)

Emissions 
from fuel use 
and fires

Carbon 
stocks in live 
and dead 
biomass

Baseline 
emissions/ 
sequestration 
is assumed to 
be zero

Land must 
have been non-
forested five 
years before 
the start of the 
project

Geospatial land 
measurements

Data on fuel 
use, disturbance 
events, forest 
planting and 
management 
activities and 
species mix

CFI 
Reforestation 
Modelling 
Toold used to 
estimate carbon 
stocks and 
emissions  
from fire

Quantifying 
carbon 
sequestration 
by permanent 
plantings of 
native mallee 
eucalypt 
species 
using the CFI 
Reforestation 
Modelling 
Tool

Establish ment 
of permanent 
mallee plantings

Credits 
issued for 
abatement 
from 1 July 
2010 
(backdating 
is not 
automatic)

Emissions 
from fuel use 
and fires

Carbon 
stocks in live 
and dead 
biomass

Baseline 
emissions/ 
sequestration  
is assumed to 
be zero

Land must  
have been  
non-forested 
five years 
before the start 
of the project

Geospatial land 
measurements

Data on fuel 
use, disturbance 
events, forest 
planting and 
management 
activities and 
species mix

CFI 
Reforestation 
Modelling 
Tool used to 
estimate carbon 
stocks and 
emissions  
from fire

Native forest 
protection 
(avoided 
deforestation)

Protection of 
native forest 
areas for 
which clearing 
consent has 
previously been 
issued

Credits 
issued for 
abatement 
from 1 July 
2010 
(backdating 
is not 
automatic)

Emissions 
from fuel use 
and fires

Carbon 
stocks in live 
and dead 
biomass

Baseline 
carbon 
stocks if the 
deforestation 
plan had been 
implemented

Extensive direct 
measurements of 
trees are needed 
to generate 
allometric 
functions

Measurement 
of predictor 
measures of 
trees in sample 
plots

Geospatial land 
measurements

Use of GIS to 
identify and 
define land 
areas and 
select sample 
plot locations

Extensive use 
of statistical 
methods for 
estimating total 
carbon stocks 
and determining 
sampling 
methods

Human-induced 
regeneration 
of a 
permanent 
even-aged 
native forest

Enabling native 
vegetation to 
regenerate

Credits 
issued for 
abatement 
from 1 July 
2010; 
projects 
may have 
commenced 
before that 
date

Emissions 
from fuel use 
and fires

Carbon 
stocks in live 
and dead 
biomass

Baseline 
carbon stocks 
are assumed to 
be zero

Forest cover 
must have 
been absent for 
10 years before 
the start of the 
project

Geospatial land 
measurements

Data about fuel 
use, disturbance 
events, 
regeneration 
activities and 
species mix

CFI 
Reforestation 
Modelling 
Tool used to 
estimate carbon 
stocks and 
emissions from 
fire

a  PigBal is a nutrient mass balance model for intensive piggeries <http://www.climatechange.gov.au/
reducing-carbon/carbon-farming-initiative/methodologies/methodology-determinations/destruction-1>.

b DGAS is the Dairy Greenhouse Gas Abatement Calculator <http://www.dairyingfortomorrow.com>.

c The Dietary Fats Calculator can be accessed at <http://www.climatechange.gov.au/reducing-carbon/
carbon-farming-initiative/methodologies/methodology-determinations/reducing-greenhouse-gas-
emissions-milking-cows-through-feeding-dietary-additives>.

d The CFI Reforestation Modelling Tool can be accessed at <http://ncat.climatechange.gov.au/cfirefor>.

Note: The approved methodologies not covered here are ‘Native forest from managed growth’, 
‘Measurement based methods for new farm forestry plantations’, ‘Reforestation by environmental or mallee 
plantings—FullCAM’, ‘Reducing greenhouse gas emissions by feeding nitrates to beef cattle’ and ‘Reducing 
greenhouse gas emissions through early dry season savanna burning’.

Source: The Centre for International Economics (CIE), based on CFI methodology determinations.
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5.2.1	Sequestering	carbon	in	soils	in	grazing	systems
This methodology sets out requirements for undertaking a soil carbon project within 
grazing systems. The methodology is technically complex, particularly as it is based on 
samples (or direct measurements): the increase in soil carbon that results from the project 
is measured through an approved sampling and soil testing approach.

Specialist and technical assistance will be needed to use this methodology in a project. 
Some particular cost aspects of the methodology are considered in Chapter 9.

5.2.2	Avoided	emissions:	animal	waste
The next three CFI methodologies listed in Table 5.2 involve emissions avoidance projects 
that relate to the treatment of waste from piggeries and cattle operations. In the ‘business 
as usual’ scenario, methane is emitted as waste products break down. Applying these 
methodologies will reduce the amount of methane entering the atmosphere, as the 
technology essentially involves burning the methane and in some cases using the 
resulting energy to generate electricity. In each of these cases, the underlying technology 
is well established (for example, methane captured from animal waste is a common 
source of energy in villages in some developing countries).

The monitoring and measurement requirements for these methodologies are substantial. 
To ensure that the abatement is genuine, they involve continual monitoring of several 
aspects of daily operations as well as the use of scientifically based calculators to 
estimate avoided emissions. For example, continuous monitoring is required to account 
for any breakdowns that occur during the project, as emissions are not avoided while the 
equipment is not working.

5.2.3	Avoided	emissions:	enteric	fermentation	in	dairy	cows
This methodology is designed to reduce emissions from enteric (intestinal) fermentation, 
which in total is the major source of agricultural emissions. Rather than involving a physical 
technology as in the methodologies for pig and dairy waste, it involves a dietary intervention 
to alter the digestion of dairy cows in order to reduce emissions from enteric fermentation.

It has been understood for many years that methane is produced during digestion in 
ruminants and that dietary composition affects the amount of methane produced through 
enteric fermentation. Based on current scientific understanding, this methodology 
effectively sets out a dietary regime that will lead to lower emissions per animal. The 
extent of emissions reduction depends on the feed additives given to milking cows that 
are otherwise mostly grazed on pasture. The amount of abatement is calculated using a 
scientific model that uses feed intake as its major input.

This methodology requires ongoing measurement of feed inputs, milk production and 
the number of cows.

5.2.4	Sequestration	from	vegetation	plantings
Four of the methodologies summarised in Table 5.2 involve the sequestration of 
greenhouse gases through a number of different tree-planting configurations.

Sequestration in vegetation can be achieved in a number of ways, including:

�� through reforestation and afforestation of cropping and grazing land

�� through permanent environmental plantings
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�� through permanent plantings of specific species (mallee, for example)

�� through avoiding the deforestation of native forest areas

�� through assisted regeneration of native forest.

None of the forests established under these methodologies can be harvested for 
commercial purposes, although a new methodology has recently been developed for farm 
forestry (see <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/News-
and-updates/Pages/2014-09/5-September-2014-Farm-Forestry-method-released.aspx>).

As in the other types of methodologies, some of the sequestration methodologies require 
careful measurement and recording of all aspects of forest growth and development. The 
measurements are used in combination with known relationships to estimate the amount 
of sequestration.

For other sequestration methodologies, measurement is based on the use of modelling 
tools, including:

�� the CFI Mapping Tool

�� the CFI Reforestation Modelling Tool

�� the Reforestation Abatement Calculator

�� the Full Carbon Accounting Model (FullCAM).

These tools are available for download <http://www.climatechange.gov.au/
reducing-carbon/carbon-farming-initiative/reforestation-tools>.

Importantly, these methodologies also include approaches to deal with fire and other 
disturbances to the sequestration process.

5.3	Implications	for	the	business	case
Examining the existing methodologies reveals a number of important points from the 
perspective of farmers and landowners:

�� The methodologies will require a level of data collection and monitoring that is beyond 
normal practice for the farming enterprise.

�� They may require sampling, measurement and statistical techniques that are very 
specialised. This implies that the farm enterprise will probably have to contract at least 
some of those services.

�� Some methodologies may require the use of specific modelling tools. This also 
suggests some form of specialist involvement in the ERF project.

Methodologies also generally require auditing and reporting of project results, again 
requiring specialist services.

Finally, effort will be needed to sell the earned ACCUs in an appropriate market.

Together, these points indicate that engaging with the ERF (which requires an approved 
methodology) may involve high initial set-up costs and then ongoing costs for monitoring, 
measurement, auditing, reporting and, finally, marketing the ACCUs earned.
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6.	The	regulatory	steps	to	
participation

The ERF is administered and regulated by the Clean Energy Regulator 
according to the Carbon Credits (Carbon Farming Initiative) Act 2011 
and its associated legislative instruments. The Act specifies in detail the 
requirements for undertaking a project, along with information on approvals 
and reporting. The Clean Energy Regulator will also remain responsible for 
administering the revised Carbon Farming Initiative Act and for implementing 
the ERF.

This chapter sets out:

�� a schematic overview of the key steps involved in applying for approval 
for a ERF project and in undertaking the project.

After reading this chapter, you will:

�� understand the key steps for participation

�� be aware of the differences between the CFI and the ERF

�� be aware of key sources of information as the implementation of policy 
evolves.

6.1	The	Clean	Energy	Regulator
The Clean Energy Regulator (CER) is responsible for administering the ERF and previously 
the CFI.

The regulator maintains a detailed website that contains up-to-date information on both 
the ERF (and the CFI) <www.cleanenergyregulator.gov.au>. This is an essential reference 
for people interested in participating in the ERF.

To explain the differences between the ERF and the CFI, section 6.2 has been included as 
a reference only. Section 6.3 outlines the regulatory steps for participation in the 
ERF under Carbon Farming Initiative Amendment Act 2014 and its associated 
legislative instruments.

6.2	Steps	for	participating	in	the	CFI
Figure 6.1 summarises the key steps that interested parties took in relation to a CFI project.
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Figure 6.1: Steps for participating in the CFI

Step 1
Plan a project

Fully understand the business
case for the project

(Work through this manual)

Step 2
Apply to participate in the CFI

Become a recognised offsets
entity. At the same time, open 
an account in the Australian

National Registry of Emissions
Units

Step 3
Apply for approval of the CFI

project

Apply to have the project
declared an eligible offsets

project

Step 4
Undertake the project, 
reporting and crediting

Carry out the project, estimate
abatement and comply with all
monitoring and record keeping

requirements

Step 5
Participate in the market

Sell ACCUs on the compliance
market until 2 February 2015, or

sell them on the voluntary
market or into the ERF

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/How-
does-it-work/Pages/default.aspx>.
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6.2.1	Step	1:	Plan	a	project
This step involves the basic business case assessment as outlined in this manual.

Keep in mind that all projects must use an approved methodology (also called a 
‘methodology determination’). The methodologies set out the rules for implementing your 
project.

At the planning stage, it is important to be aware that an ACCU is a ‘financial product’ 
under the Corporations Act 2001 and the Australian Securities and Investments 
Commission Act 2001. Therefore, if an individual or company carries out certain types of 
activities, known as ‘financial services’, in relation to ACCUs they are required to obtain 
an Australian financial services licence, unless an exemption applies (see Appendix C 
for further information). If you simply carry out a project and sell your ACCUs on your 
own behalf, you will not normally need to hold an Australian financial services licence 
because you are likely to be covered by an exemption. However, the need for a licence 
can sometimes be a ‘grey’ area. If you are uncertain about the requirement to hold a 
licence, you should seek legal advice. 

6.2.2	Step	2:	Apply	to	participate	in	the	Carbon	
Farming	Initiative
Before a CFI project can be undertaken, the business entity needs to become a 
recognised offsets entity. A person who is granted recognition as an offsets entity 
has been assessed as a fit and proper person. This assessment is a requirement of 
the Carbon Credits (Carbon Farming Initiative) Act 2011 and is designed to prevent 
noncompliance, deceptive or unfair conduct, and fraud.

Participation is open to individuals, sole traders, businesses, local, state and territory 
government bodies, and trusts.

When an entity applies to become a recognised offsets entity, the regulator recommends 
that the project nominate to open an account with the Australian National Registry of 
Emissions Units. The registry is a secure electronic system designed to accurately track 
the location and ownership of ACCUs issued in Australia. Any credits earned under the 
CFI will be issued into the registry account.

6.2.3	Step	3:	Apply	for	approval	of	the	CFI	project
The project will need to be declared an eligible offsets project. When applying for a 
project to be declared, you must demonstrate that it meets all of the eligibility criteria set 
out in the relevant methodology determination, as well as the Carbon Credits (Carbon 
Farming Initiative) Act.

The key steps to ensure that a project is eligible are set out in Figure 6.2. They include 
ensuring that the proponent has the right to undertake the project and that there is an 
appropriate methodology.

6.2.4	Step	4:	Undertake	the	project—including	reporting	
and	crediting
Once the project is declared an eligible offsets project, it can begin. It must comply 
with regulatory requirements for estimating abatement and with the monitoring,  
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record-keeping and reporting requirements according to the rules and instructions set out 
in the methodology determination for the project. The project must also comply with the  
general reporting and notification requirements in the Carbon Credits (Carbon Farming 
Initiative) Act.

Those obligations include collecting, maintaining and retaining accurate and complete 
records, undertaking quality assurance measures, providing specific information in an 
offsets report for the project, and submitting the offsets report to the regulator.

Applying for ACCUs under the CFI involves submitting an application for a certificate 
of entitlement, along with a project offsets report and an audit report that must be 
completed by a registered national greenhouse and energy auditor. The regulator will 
assess applications for a certificate of entitlement to ensure that the abatement can be 
verified and that the unit entitlement figure is correct. Successful applicants will be issued 
with a certificate of entitlement that advises of the number and type of ACCUs that the 
offsets project is entitled to receive for the reporting period.

6.2.5	Step	5:	Participate	in	the	market
The compliance market was underpinned by the requirement in the Clean Energy Act 
2011 for certain entities, known as ‘liable entities’, to surrender one eligible carbon unit for 
each tonne of CO2

-e emissions they have produced in a year.

The repeal of the Clean Energy Act and the termination of the carbon pricing mechanism 
established by that Act mean that the compliance market for ACCUs under the carbon 
pricing mechanism will end on 2 February 2015.

Liable entities can continue to use ACCUs to meet their 2013–14 compliance year 
obligations under the carbon pricing mechanism until that date.

After 2 February 2015, the voluntary carbon market is now the main option for selling 
ACCUs.

In Australia, the voluntary carbon market is made up of individuals and organisations 
making voluntary commitments to offset carbon emissions or producing carbon-neutral 
goods and services under the National Carbon Offset Standard.

To access the voluntary carbon market, project proponents and willing buyers of ACCUs 
may establish a commercial relationship and deal directly with each other or use a 
financial services provider. Services providers include brokers who arrange the sale of 
ACCUs, banks and other traders who can buy ACCUs, and organisers of collective 
pools of ACCUs to access wholesale market prices. When dealing with any of these 
service providers, you should make sure that your contact has an Australian financial 
services licence.
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Figure 6.2: Steps to ensure that a project is eligible under the CFI

Does the farmer have the legal right to undertake the project?

In most cases, the landowner or lessee 
has the right

For a sequestration project, the farmer 
needs to hold the sequestration rights and 

have the consent of interest holders

Is the activity additional?

Is it beyond common practice? Is it on the positive list?

Does the activity cause perverse or unintended impacts?

Ensure that the activity is not on the negative list

Is there a methodology?

Check list of methodology
determinations

Make sure the methodology is applicable
on the farm

Is the project in Australia?

For some methodologies, this may exclude external territories

Is the farmer legally required to undertake the project?

The project is not eligible if the farmer is legally required to undertake it

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/How-
does-it-work/Step-1-Apply-to-join-the-CFI-become-a-recognised-offsets-entity-and-open-a-registry-account/
eligibility/Pages/default.aspx>.

6.3	Steps	for	participating	in	the	ERF
The ERF has a slightly different set of steps for participation, as set out in Figure 6.3.

These are the steps that interested parties should now be taking when 
considering participation in the ERF.
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Figure 6.3: Steps to participation in the ERF

Submit information to the CER setting 
out the estimate of emissions reduction 

from the project and demonstrate 
readiness and capacity to carry out  

the project.

Agree to enter into a contract if 
successful at auction and provide a 

delivery schedule to be bid at auction.

Enter into a contract to deliver agreed 
ACCUs at the bid price.

Submit regular reports.

Deliver emissions reduction project as 
agreed in the contract.

Step 1
Project registration

Step 2
Auction qualification 

process

Step 4
Contracting

Step 5
Reporting and 

auditing

Step 6
Delivery

Auction will be decided on price alone.
Submit competitive bids.

Step 3
Auction 

participation

Apply to the Clean Energy Regulator 
(CER) to register the project. Estimate 

the volume of abatement to be achieved 
in accordance with project method.

The CER will assess whether the project
meets additionality requirements and is
consistent with the method, and that the

applicant is a fit and proper person.

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/About-
the-Emissions-Reduction-Fund/How-does-it-work/Pages/default.aspx>.
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6.3.1	Step	1:	Project	registration
Applicants apply to the CER to register their project as part of the ERF. In doing so, 
they should estimate the volume of abatement that can be achieved by the project, in 
accordance with an approved method.

The CER will assess the application and register the project to participate in the ERF.

To do so, the regulator must be satisfied that, among other things, the project meets 
additionality requirements and is consistent with an applicable method, and that the 
applicant is a fit and proper person. A registered project is eligible to receive ACCUs.

6.3.2	Step	2:	Auction	qualification
Only registered projects will be considered in the auction qualification process.

To participate in an auction, the project owner needs to submit information to the CER that 
sets out an estimate of emissions reductions to be delivered by their project. They must also 
demonstrate the project’s commercial readiness and their capacity to carry out the project.

The qualification process involves due diligence checks to confirm that the project can 
generate the stated emissions reductions within the indicated timeframes.

To participate in an auction, a project owner must also:

�� agree to enter into a standardised contract with the Commonwealth, if successful at 
auction

�� provide the regulator with a total quantity and delivery schedule of abatement (as 
represented by ACCUs ) to be bid into the auction.

6.3.3	Step	3:	Auction	participation
Auctions will be decided on price only. Assessments of the project will take place before 
the auction as part of the project registration and auction qualification processes.

6.3.4	Step	4:	Contracting
If a bid is successful at the auction, the project owner enters into a contract with the CER, 
representing the Commonwealth, to deliver the agreed quantity of ACCUs for payment 
at the price bid at auction.

The regulator will use a standardised carbon abatement contract with successful bidders. 
This will reduce transaction costs, increase transparency and ensure that projects 
compete for funding at auctions on equal terms.

6.3.5	Step	5:	Reporting	and	auditing
Project owners will need to submit regular reports on their registered projects, including 
their emissions reductions.

The CER will use a risk-based approach to determine the level of assurance, frequency 
and scope of audits required for a project or type of project.

Project owners will receive one ACCU for each tonne of abatement achieved by their project.

6.3.6	Step	6:	Delivery
Project owners who have a contract with the regulator will deliver emissions reductions 
according to the schedule in that contract and will then be paid at the price set out in 
the contract.
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7.	Options	for	participation

There are a number of ways you could participate in the ERF. This chapter 
looks at the costs and benefits of different ways of organising your 
participation. However, it is important to be aware that the ERF is likely to 
strongly encourage the aggregation of different project types.

This chapter sets out:

�� alternative ways of structuring participation in the ERF.

After reading this chapter, you will:

�� understand different structures for engagement in the ERF

�� understand the strong likelihood of a need for aggregation under the ERF.

7.1	Legal	rights	to	carry	out	a	project
Before deciding who will be responsible for carrying out the project, you will need to 
determine who holds the ‘legal right’ to do so and, for carbon sequestration projects, who 
holds the ‘carbon sequestration right’ (see Appendix C for further information). It may be 
that these rights need to be transferred to the person who wishes to carry out the project.

Whether you have the legal right to carry out a project is not established under the 
legislation. Rather, it will be determined by reference to separate legal rights or 
arrangements established under legislation, common law or contract. This will most 
commonly involve establishing who has a legal interest in the land on which the project 
will be carried out and the nature of that interest. However, in some circumstances, the 
legal right to carry out a project can be established through contractual arrangements 
under which the owner of land transfers the right to carry out the project to another party. 

Whether you have the carbon sequestration right is generally determined by your interest 
in the land on which the project will be carried out. Usually, on privately owned land, the 
carbon sequestration right is held by the landowner, unless a separate carbon sequestration 
right has been sold or transferred to someone else and registered on title under state law. 
If a separate carbon sequestration right has been created and registered under state law, 
someone other than the landowner may hold the carbon sequestration right.

7.2	The	business	structure	for	
participation
There are a number of ways to structure your participation in the ERF. The alternatives 
involve differing extents of coordination and contracting with other businesses. The 
different approaches involve sharing different aspects of project operation, management 
and risk. Each option has a different way of sharing the costs, benefits and responsibilities 
for the project.

The broad options are summarised in Table 7.1 and discussed further below. In addition, 
Appendix C (Section C.9) sets out the legal details for contracts that may be formed 
under any of these arrangements.
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Table 7.1: Models for participation in the ERF

Model

Responsibility 
under the 
model

Individual 
landowner

Cooperative 
groups of 
landowners

Individual 
landowner 
using agents or 
representatives

Individual 
landowner 
using 
services 
providers

Landowner 
working 
with 
aggregator

Who is the 
project 
proponent 
(which is also 
the recognised 
offsets entity)?

The landowner 
becomes 
the project 
proponent, 
and incurs the 
costs of doing 
so

Each 
landowner 
becomes 
the project 
proponent for 
their aspect of 
the project

The individual 
landowner

The individual 
landowner

Usually the 
aggregator 
(the 
landowner 
signs over 
rights)

Who manages 
the project?

The landowner 
manages the 
whole project

The project 
is managed 
cooperatively 
among the 
landowners

The landowner or 
their agent

The services 
providers

The 
aggregator 
or the 
landowner

Who manages 
compliance?

The 
landowner is 
responsible for 
ensuring the 
compliance 
of the project 
throughout 
its life

Compliance 
is managed 
cooperatively 
among the 
landowners

The landowner or 
their agent

The services 
providers

The 
aggregator 
or the 
landowner

Who undertakes 
the project?

The landowner 
undertakes the 
project

The project is 
undertaken 
cooperatively 
among the 
landowners

The landowner The services 
providers

The 
aggregator 
or the 
landowner

Who receives 
the ACCUs?

The landowner 
receives the 
ACCUs

The individual 
landowners, 
according to 
reporting

The landowner The 
landowner

The 
aggregator, 
who makes 
a payment 
to the 
landowner

7.2.1	Individual	landowner
A landowner can be the project proponent, be a recognised offsets entity, and undertake 
the project. They retain all responsibility for the project and receive all the ACCUs. In 
this case, all the costs and risks (as well as the benefits) are incurred by the individual 
landowner.

7.2.2	Cooperative	groups	of	landowners
Groups of landowners can create informal cooperatives to share knowledge and reduce 
costs. A cooperative could be facilitated by a natural resource management organisation 
or a government agency. Each landowner in the cooperative needs to be a recognised 
offsets entity and be the project proponent responsible for the project on their land in 
order to receive the ACCUs.
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7.2.3	Landowners	using	agents	or	representatives
The landowner may choose to use agents or representatives (probably on a fee-for- 
service basis) for particular aspects of managing the compliance associated with the CFI.

Agents
An agent can make or withdraw ERF applications, provide information in relation to an 
application or request and give notices or submissions with respect to the offsets project. 
The agent does not need to be the project proponent, be a recognised offsets entity 
or hold an account in the National Registry of Emissions Units, and would not receive 
the ACCUs.

Authorised representatives
An authorised representative may view the details of the registry account and initiate and 
approve transactions in relation to the account. They do not need to be a recognised 
offsets entity or hold an account in the registry and would not receive the ACCUs.

7.2.4	Landowners	using	service	providers
The landowner can use professional service providers to undertake any part of their 
project, including obtaining approvals and reporting on the project, undertaking the project, 
or both. The landowner would generally be the project proponent and the recognised 
offsets entity responsible for the project and receive the ACCUs. This arrangement would 
be mediated through an appropriate contract and would be on a fee-for-service basis.

7.2.5	Landowners	working	with	aggregators
Landowners may choose to use an aggregator to participate in the ERF. Some examples 
of aggregators are provided in Box 7.1.

The aggregator would generally be the project proponent and recognised offsets entity 
responsible for the project, including for the submission of project reports and audits, and 
receive the ACCUs.

Depending on the contract between the landowner and aggregator, the landowner or the 
aggregator may carry out and manage the project.

7.2.6	Which	arrangement	is	best?
The factors that determine which of these arrangements is most suitable for a particular 
farming enterprise are:

�� the expertise of the individual farmer and their willingness to devote their time to the 
requirements of the ERF project

�� the complexity of the method and the need for specialist input in operating according 
to that method

�� the requirement for the landowner to share the risk (and consequently the returns) 
from the project

�� the relative cost of engaging agents and service providers

�� the exact nature of the contract with the carbon aggregator.
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Box	7.1:	Carbon	aggregators—some	examples

At the time this manual was prepared, a number of the projects registered under the CFI 
for carbon sequestration were registered to carbon aggregators or project developers.

There are a number of alternative arrangements for the ownership and control of the 
land depending on the preferences of the developer and the landowner. In some cases, 
the aggregator purchases or rents land from landowners and owns the ACCUs that are 
earned on the land; in other cases, they manage the project on behalf of the landowner, 
who maintains the rights to the carbon credits. These companies operated both in the 
compliance markets and in voluntary carbon markets.

Some CFI-registered companies are listed here:

�� Greenfleeta has been operating for 15 years and currently has three projects registered 
under the CFI using the methodology for quantifying carbon sequestration by 
permanent environmental plantings of native tree species using the CFI Reforestation 
Modelling Tool. The company also supplies carbon offsets to the voluntary market. 
Greenfleet has planted 8 million native trees on more than 350 different sites in all 
states and territories except the Northern Territory and Tasmania (where it plans to 
expand its operations). Where possible, it plants a mix of native species that would 
have existed locally before land clearing. The company looks for suitable sites for 
its revegetation projects (larger than 50 hectares and with annual rainfall of at least 
450 mm). The company establishes agreements with the landowner detailing the 
commitments and rights of each party to the land and the carbon sequestered, as 
well as the responsibilities of each party. Generally, the landowner is responsible for 
preparing the site with fencing, weed control and soil preparation, and for maintaining 
the land and notifying Greenfleet of disturbance events. The company is responsible 
for planting, monitoring and compliance. Greenfleet aims to capture on average 268t 
CO2

 per hectare over 20 years by planting between 750 and 1200 trees per hectare. 
It is a recognised offset entity under the CFI and holds a registry account. Greenfleet 
generates and provides ACCUs to wholesale clients and large emitters.

�� Carbon Consciousb develops forestry projects in Australia and New Zealand for 
the sale of credits to mandatory and voluntary carbon markets. At the end of 2012, 
it had planted 20 million trees on 18 000 hectares, which will result in offsets of 
180 000 tonnes of carbon each year. In Australia, Carbon Conscious targets its 
operations in marginal areas of the wheat belt, planting mallee eucalypt trees because 
they can withstand drought and regenerate after fires. It looks for blocks of land of at 
least 200 hectares.

�� Select Carbonc has one project registered under the CFI—the Native Conifer Carbon 
Sink Project—and supplies credits for the voluntary market. Under the CFI project, 
Select Carbon plans to plant 1500 hectares of native conifers in the southern Atherton 
Tableland over a seven-year period. The trees were chosen because they grow 
natively in northern Queensland, are wind resistant and store significant volumes of 
carbon over long periods. Select Carbon looks to partner with farmers in the region to 
establish and manage the plantations. It plans plantations to allow farmers to integrate 
eligible forests on their land without using valuable farmland. Select Carbon manages 
the compliance and reporting requirements associated with plantations.

There are many more carbon aggregators, and as the ERF evolves more organisations 
are likely to provide these services. Information on aggregators and other service 
providers is on the myCFI website <http://www.mycfi.com.au/>. 

a <http://www.greenfleet.com.au/Home.aspx>

b <http://www.carbonconscious.com.au/>

c <http://www.selectcarbon.com/native-conifers-carbon-sink-project/native-conifers-carbon-
sink-project.html>
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7.3	Aggregation	under	the	ERF
The ERF legislation contains a number of features that strongly encourage the aggregation 
of projects and even the aggregation of different project types.

7.3.1	Aggregation	under	a	single	method
Under the legislation3, a project is defined to include ‘a set of activities’. This means that 
project proponents will be able to put forward aggregated projects that consist of many 
abatement activities or sub-projects with a single method.

In some cases, the proponent will not be able to report on all of the component parts of an 
aggregated project. To accommodate such situations, the legislation allows proponents 
to report on, and receive credits for, part of a project. Proponents will need to report on 
the remaining parts of the project within the maximum reporting period of five years.

7.3.2	Aggregation	under	different	methodologies
Proponents will also be able to bundle several distinct projects, which may be declared 
under different methodologies, to be considered together during processes such as 
the registration of projects, reporting on projects and the issuing of ACCUs. Specific 
legislative provisions are not required to permit the bundling of projects. However, to 
reduce administrative costs for proponents, information that is common to all of the 
projects would only need to be provided once to the regulator.

Participants in the purchasing process will be able to bundle projects into a single bid 
and, if successful, into a single contract.

7.3.3	Aggregation	and	carbon	sequestration	rights
Under the legislation, a project proponent is the entity that is responsible for carrying 
out the project; has the legal right to carry out the project; and, for sequestration offsets 
projects, has the relevant carbon sequestration rights as well.

Before the CFI was integrated into the ERF, the requirement to hold the relevant carbon 
sequestration rights created a barrier to the aggregation of sequestration activities. This 
was because landowners may have been unwilling to transfer those property rights to 
the project proponent. They may have been more willing to grant the project proponent a 
legal right to undertake a project on their land.

To make it easier to undertake an aggregated sequestration project, the amendments 
made to the CFI when it was integrated the ERF, have now removed the requirement for 
the proponent of a sequestration project to hold the relevant carbon sequestration rights. 
For all types of projects, the proponent is the person that is responsible for carrying out 
the project and has the legal right to do so.

The previous CFI legislation required that anyone with an eligible interest in a sequestration 
project must give their consent to the project, and this remains a requirement under the 
ERF (however, the ERF allows that this consent can be provided after the registration of a 
project). Under the proposed law, proponents will need to obtain the consent of relevant 
carbon sequestration rights holders as part of this process.

3 The Carbon Credits (Carbon Farming Initiative) Act 2011 and supporting Carbon Credits (Carbon Farming 
Initiative) Regulations 2011 are collectively referred to as the CFI legislation.
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These changes do not affect provisions relating to native title or Indigenous-held land. 
Native title holders and Indigenous landowners can continue to undertake projects and 
give their consent to sequestration projects as they do under the current legislation.

7.3.4	Minimum	bid	size	for	bidding	under	the	ERF
Under the ERF, the regulator may specify a minimum bid size for auctions. The minimum 
bid size will provide strong incentives for aggregated projects.

7.4	Advantages	and	disadvantages	
of	different	arrangements
Table 7.2 summarises the costs and benefits of different ERF project arrangements.

Table 7.2: Advantages and disadvantages of different arrangements

Arrangement Advantages Disadvantages

Individual landowner Farmer maintains control of all 
aspects of the project

May help to ensure that expected 
co-benefits can be generated

Limits risk-management options 
to those that are available on-farm 
or through the farmer’s own 
financial instruments

Requires all the relevant expertise 
to be held within the single 
farming enterprise

Cooperative group of individual 
landowners

Allows the sharing of knowledge 
and expertise among farmers

Has limited risk-management 
options

Individual landowner using 
agents or representatives

Tends to reduce compliance 
costs, as agents have 
specialist experience in 
efficiently processing regulatory 
requirements

Agents can cost-effectively 
source auditors and other 
specialists necessary for project 
compliance

Will require payments to agents, 
reducing returns available to the 
landowner

Individual landowner using 
service providers

May help minimise project 
delivery costs. Specialist service 
providers have experience 
in efficiently setting up and 
undertaking projects

Payments to service providers 
are a cost in the overall business 
case

Landowner working with 
aggregator

Substantially increases the 
possibilities for risk management 
as well as overall participation in 
the ERF if there turns out to be a 
minimum bid size

Aggregator can manage risk by 
working across several project 
types, each with different risk 
profiles

Returns from ACCU generation 
and sales could be pooled 
in order to provide a more 
predictable revenue stream

Landowner loses some control 
over the project and is bound 
by contractual relationship with 
aggregator

Aggregator retains some of the 
revenue for a particular project, 
reducing total payments available 
to landowner
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8.	The	business	case:	project	
revenue	and	co-benefits

The potential revenue from ERF activities depends on the number of 
ACCUs the project is able to generate, the price for which those ACCUs are 
subsequently sold and the value of co-benefits from the project.

This chapter sets out:

�� the potential project revenues from a number of types of project, all 
derived from recent studies.

After reading this chapter, you will:

�� have a sense of the order of magnitude of benefits available from selected 
carbon farming projects

�� have a sense of the relative importance of co-benefits in total project 
benefits.

8.1	Project	revenue
Project revenue depends on the number of ACCUs generated and the price for which 
they can be exchanged. The number of ACCUs generated is project specific, while the 
price of ACCUs is uncertain. This section summarises potential revenues from a variety 
of project types.

The period over which ACCU credits can be earned under the ERF is seven years for 
emissions avoidance projects and 25 years for sequestration projects. The contracting 
period under the ERF is five years, although there is a possibility that this will change.

In the examples in this and subsequent chapters, we use a 20-year period for revenue 
calculations. This is an illustrative representation only and not a literal forecast of revenues 
that could be earned. We encourage you to repeat the calculations using different 
periods, as a learning exercise.

A number of spreadsheet templates are available to allow you to do this (see Kondinin 
Group <www.farmingahead.com.au> and the discussion below).

8.2	Revenue	examples	from	
Western	Australia
Table 8.1 summarises findings from a recent review of carbon farming in Western Australia 
<https://www.agric.wa.gov.au/climate-change/carbon-farming-relation-western-australian-
agriculture-bulletin-4856>. The review considered potential abatement and revenue from 
a variety of practices, assuming a range of ACCU prices. Returns vary considerably 
according to the nature of the carbon farming activity.
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Table 8.1: Annual revenue per hectare for selected carbon farming 
projects (A$/hectare/year)

Project ACCU price 
A$10

ACCU price 
A$15

ACCU price 
A$25

Sequestration activities

Reforestation (range depends on species 
mix and rainfall)

18 to 207 27 to 311 44 to 518

Increase soil carbon: move from cropping 
to perennial pasture

5 8 13

Increase soil carbon: move from  
continuous to ley cropping

9 13 21

Emissions avoidance activities

Agricultural soils, reduced N
2
O emissions 

(10%)
1.2 2 3

Enteric fermentation (reduced CH
4
 

emissions) cattle
5 8 13

Enteric fermentation (reduced CH
4
  

emissions) sheep
0.2 0.3 0.5

Source: Western Australian Department of Agriculture, Carbon farming in Western Australia <https://www.agric.
wa.gov.au/climate-change/carbon-farming-relation-western-australian-agriculture-bulletin-4856>.

8.3	Potential	sequestration	and	
revenue	from	environmental	
planting	projects
8.3.1	Sequestration	from	environmental	plantings
As an example, Table 8.2 summarises information on cumulative abatement for 1 hectare 
of environmental planting. Abatement varies considerably across regions, influenced by 
geography and rainfall.

Table 8.2: Cumulative abatement from 1 hectare of environmental 
planting (t CO2-e)

Number 
of years

Kyogle, NSW
(average 

annual 
rainfall 

1097.8mm)

Leongatha, 
Victoria 

(average 
annual 
rainfall 

939.5 mm)

Gold Coast 
Hinterland, 

Qld (average 
annual 
rainfall 

906.7 mm)

Central 
Tasmania
(average 

annual 
rainfall 

499.6 mm)

Geraldton, 
WA 

(average 
annual 
rainfall 

442.4 mm)

1 1.5 1.5 1.39 1.43 1.28

5 43.34 43.3 26.23 36.49 9.96

10 155.36 155.1 92.4 130.18 33.38

20 328.46 327.69 194.52 274.91 71.52

Note: Assumes mixed species planting with no events such as bushfire. Planting in January 2013.

Source: Clean Energy Regulator <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/
methodology-determinations/sequestration-offsets-projects/Pages/default.aspx#Returns-on-investment-
from-sequestration-projects>. Rainfall data taken from Bureau of Meteorology, Climate data online  
<http://www.bom.gov.au/climate/data/index.shtml>.
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8.3.2	Potential	revenue	from	environmental	planting
Table 8.3 summarises the revenue (over 20 years) that could be earned from this  
abatement, assuming a range of ACCU prices.

Table 8.3: Illustrative potential revenue over 20 years for 1 hectare of 
environmental planting

Project ACCU price 
A$10

ACCU price 
A$15

ACCU price 
A$25

Revenue A$ Revenue A$ Revenue A$

Kyogle, NSW 3120 4681 7801

Leongatha, Victoria 3113 4670 7783

Gold Coast hinterland, Queensland 1848 2772 4620

Central Tasmania 2612 3917 6529

Geraldton, WA 679 1019 1699

Note: Excludes 5% risk of reversal buffer. Note that these are not discounted.

Source: Values derived from data in Table 8.2.

8.4	Potential	sequestration	and	
revenue	from	soil	carbon	projects
8.4.1	Scientific	information	for	soil	carbon	projects
Most information about the extent to which soil carbon can be increased through 
agricultural practices comes from detailed analyses of on-farm trials. A number of studies 
have combined the information from many trials to provide a full picture of sequestration 
potential.4 Such studies are of particular interest because they provide useful information 
to incorporate in a business case. They include:

�� Sanderman J, Farquharson R and Baldock J (2010), Soil carbon sequestration potential: 
 a review for Australian agriculture, CSIRO Land and Water 
<http://www.csiro.au/Portals/Publications/Research--Reports/Soil-Carbon-
Sequestration-Potential-Report.aspx>.

�� Lam SK, Chen D, Mosier AR and Roush R (2013), ‘The potential for carbon 
sequestration in Australian agricultural soils is technically and economically limited’ 
Nature Scientific Reports, 3, article no. 2179 
<http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.html>.

�� Stockmann U, Adams MA, Crawford JW et al. (2013) ‘The knowns, known unknowns 
and unknowns of sequestration of soil organic carbon’, Agriculture, Ecosystems and 
Environment, 164:80–99 
<http://www.sciencedirect.com/science/article/pii/S0167880912003635>.

�� Luo Z, Wang E and Sun OJ (2010). ‘Soil carbon change and its responses to 
agricultural practices in Australian agro-ecosystems: a review and synthesis’, 
Geoderma, 155(3–4):211–223
<http://www.sciencedirect.com/science/article/pii/S0016706109004170>.

4 Technically speaking, this is known as a ‘meta-analysis’. Essentially, it involves statistically combining and 
comparing results from different trials.
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8.4.2	A	qualitative	view	of	the	magnitude	and	confidence	
of	soil	carbon	sequestration
The study by Sanderman et al. put some effort into understanding both the carbon 
benefits (that is, the amount of sequestration) and confidence (that is, variability) of 
particular soil carbon management techniques. Table 8.4 summarises that qualitative 
assessment.

Table 8.4: Major management options for sequestering carbon in 
agricultural soils

Management method Magnitude of 
soil organic 
carbon 
sequestration 
potential

Confidence 
in evidence of 
sequestration 
potential

Description

Shifts within an existing cropping or mixed enterprise system

Maximising water and 
nutrient use efficiencies

Nil to Low Low Yield and efficiency increases do not 
necessarily translate into increased 
carbon returned to the soil

Increasing productivity 
through irrigation or 
fertilisation

Nil to Low Low There is a trade-off between 
increased carbon returned to the soil 
and increased decomposition rates

Stubble management—
elimination of burning and 
grazing

Low Medium Greater amounts of carbon 
returned to the soil should increase 
soil organic carbon stocks

Reduced tillage Nil Medium Reduced tillage has shown little soil 
organic carbon benefits

Direct drilling of seed Nil to Low Medium Direct drilling reduces erosion and 
destruction of soil structure, slowing 
decomposition rates. However, 
surface residues decompose with 
only a minor contribution to the soil 
organic carbon pool

Rotation—eliminate fallow 
with a cover crop

Low Medium Carbon losses continue during 
fallow without any new carbon 
inputs; cover crops mitigate this

Rotation—increase the 
proportion of pasture to 
crops

Low to Moderate High Pastures generally return more 
carbon to the soil than crops

Rotation—pasture cropping Moderate Medium Pasture cropping increases carbon 
return to the soil, with the benefit of 
perennial grasses

Organic matter and other 
offsite additions

Moderate to High High Direct input of carbon, often in a 
more stable form, into the soil leads 
to additional stimulation of plant 
productivity

Shifts within an existing pastoral system

Increasing productivity 
through irrigation or 
fertilisation

Nil to Low Low There is a trade-off between 
increased carbon returned to the soil 
and increased decomposition rates

Rotational grazing Low Low Has potential for increased 
productivity, including root turnover 
and the incorporation of residues 
by trampling, but there is a lack of 
field evidence
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Management method Magnitude of 
soil organic 
carbon 
sequestration 
potential

Confidence 
in evidence of 
sequestration 
potential

Description

Shift to perennial species Moderate Medium Plants can utilise water throughout 
the year, but there have been few 
studies to date

Shift to different system

Conventional to organic 
farming system

Nil, Low or 
Moderate

Low Highly variable, depending on the 
specifics of the organic system

Cropping to pasture 
system

Low to Moderate Medium Generally greater carbon return to 
soil in pasture systems, but depends 
on the specifics of the switch

Retirement of land and 
restoration of degraded 
land

Moderate to High High Annual production, minus natural 
loss, is now returned to the soil; 
active management to replant 
native species often results in large 
carbon gains

Source: Sanderman J et al. (2010), Soil carbon sequestration potential: a review for Australian agriculture, 
CSIRO Land and Water <http://www.csiro.au/Portals/Publications/Research--Reports/Soil-Carbon-
Sequestration-Potential-Report.aspx>.

8.4.3	Potential	revenue	from	soil	carbon
Table 8.5 summarises potential revenue (per hectare per year) from a range of soil carbon 
activities for a range of ACCU prices. Note that not all of these practices currently have 
methodologies associated with them.

Table 8.5: Annual revenue per hectare from first 10 years of selected 
soil carbon sequestration farming projects ($/hectare/year)

Project ACCU price 
A$10

ACCU price 
A$15

ACCU price 
A$25

Conservation tillage 5.5 8.3 13.8

Residue retention 5.4 8.1 13.5

Use of pasture 4.8 7.2 12.1

Nitrogen fertiliser application 2.5 3.7 6.2

Source: Derived from Lam et al. (2013), ‘The potential for carbon sequestration in Australian agricultural soils 
is technically and economically limited’ Nature Scientific Reports, 3, article no. 2179 
<http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.html>.

8.4.4	Drilling	deeper	to	understand	revenue	potential
The summary in Table 8.5, while suggesting potential revenues from some activities 
designed to build up soil carbon, does not fully capture all aspects of soil carbon revenues 
that are of interest for a business case. In particular, a soil carbon business case needs 
to drill down further on the revenue side to consider:

�� exactly what forms of carbon increase are recognised in particular CFI methodologies

�� variability in sequestration estimates and in particular the uncertainty attached to 
particular estimates

�� the extent to which sequestration estimates depend on the soil depth
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�� the extent to which sequestration estimates depend on the time frame over which a 
project is undertaken

�� other specific features associated with particular methodologies.

Each of these points is considered further below.

8.4.5	Understanding	the	measurement	of	soil	
carbon	changes
Figure 8.1 illustrates three potential soil carbon pathways over time. The first is ‘business 
as usual’ soil carbon stocks, which are shown as declining over time in order to illustrate 
key points below. (While stocks decline in many parts of Australia, that is not necessarily 
true in all places.)

The second path follows from the introduction of a new farm practice (in Year 1) that 
leads to constant soil carbon stocks over time. This is an increase in soil carbon relative 
to business as usual, but is not an increase relative to Year 1.

The third path also follows from the introduction of a new farm practice in Year 1, this 
time leading to an increase in soil carbon over time. This increase is not only relative to 
business as usual, but also to the starting point in Year 1.

If soil carbon is measured again in Year 5 (an illustrative year), there are effectively two 
sources of the increase in soil carbon relative to business as usual. One of them (A) is the 
directly measured increase in soil carbon relative to Year 1. The second (B) is the increase 
relative to business as usual. This is effectively an ‘avoided’ emission of soil carbon (that 
is, an avoided loss of soil carbon).

Both these sources of gain are legitimate increases in soil carbon that, with appropriate 
methodologies, could lead to the generation of ACCUs.

However, the existing soil carbon methodology (for sequestering carbon in soils in grazing 
systems) is a direct measurement methodology and so will only be able to measure 
amount A; it does not contain specific accounting for declining business-as-usual soil 
carbon.

The distinction between A and B is crucial, particularly because many of the studies 
that measure the impact of practices on soil carbon effectively measure both A and B, 
whereas potential actions under the currently available soil carbon methodology will only 
be able to achieve A.

It is possible that, despite the fact that analyses of field trials show relative sequestration 
potential (a slower rate of decline, for example), directly measured sequestration will not 
show any increase in soil carbon and will therefore not lead to the generation of ACCUs. 
This outcome will not be known until actual measurement takes place.
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Figure 8.1: Avoided soil emissions versus measured carbon sequestration
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8.4.6	Variability	of	soil	carbon	sequestration	estimates
Table 8.6 summarises sequestration results from some of the studies cited above. It 
sets out:

�� average annual sequestration

�� the lower bound of a 95% confidence interval from the combined analysis of different 
trials

�� the upper bound of a 95% confidence interval from the combined analysis of different 
trials.

The 95% confidence interval is a statistical concept designed to measure the probability 
that the measurement will fall within a particular range. Statistical analysis suggests that in 
95% of cases the measurement will fall between the upper and lower bounds indicated.

Table 8.6: Variation of sequestration estimates (t CO2-e/hectare/year)

Method Average 
sequestration

Lower bound of 
95% confidence 

interval

Upper bound of 
95% confidence 

interval

Reported by Sanderman et al.

Crop rotation 0.73 0.45 1.02

Stubble management 0.70 0.12 1.23

Improved tillage 1.25 0.82 1.68
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Method Average 
sequestration

Lower bound of 
95% confidence 

interval

Upper bound of 
95% confidence 

interval

Reported by Lam et al.

Conservation tillage 0.55 0.36 0.77

Residue retention 0.54 0.15 1.01

Use of pasture 0.48 0.15 0.95

Fertiliser (N) application 0.25 0.73 0.41

Sources: Sanderman J et al. (2010), Soil carbon sequestration potential: a review for Australian agriculture, 
CSIRO Land and Water <http://www.csiro.au/Portals/Publications/Research--Reports/Soil-Carbon-
Sequestration-Potential-Report.aspx>; Lam SK et al. (2013), ‘The potential for carbon sequestration in 
Australian agricultural soils is technically and economically limited’, Nature Scientific Reports, 3, article 
no. 2179 <http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.html>.

A number of features are evident from this table. First, the estimate of average sequestration 
varies between different datasets, and the Sanderman et al. results generally give higher 
estimates.

Second, the range of sequestration estimates (as seen in the 95% confidence interval) is 
very wide. A key implication of this for a business case is that actual sequestration could 
turn out to be lower (or higher) than the average values observed and often reported. The 
lower bound is particularly relevant when considering the downside risk of a soil carbon 
sequestration project.

Note also that, as noted above in the discussion about Figure 8.1, some of the reported 
increase in soil carbon is in fact a relative increase from an avoided further decline in soil 
carbon stocks. Not all of that amount would necessarily be captured in a methodology 
based on direct measurement.

8.4.7	Sequestration	and	soil	depth
The available scientific evidence clearly indicates that most sequestration occurs close 
to the soil surface, making sampling depth very important. This is illustrated in Figure 8.2, 
which summarises findings from both Sanderman et al. and Lam et al. Because the two 
studies report different levels of sequestration, the results in the chart are expressed 
as an index, where 100 is set as the highest level of sequestration for each study. This 
allows the studies to be compared on the same basis, and indicates that they both have 
essentially the same result.

The decline in average annual sequestration as measured depth increases is dramatic. 
Below 10 cm, sequestration rates fall to about 20% of those measured above 10 cm. This 
has stark implications for a business case: the depth of measurement is crucial.
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Figure 8.2: Average annual sequestration and depth
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Data source: CIE calculations based on Sanderman J et al. (2010). Soil carbon sequestration potential: a 
review for Australian agriculture, CSIRO Land and Water <http://www.csiro.au/Portals/Publications/Research-
-Reports/Soil-Carbon-Sequestration-Potential-Report.aspx>; Lam SK et al. (2013), ‘The potential for carbon 
sequestration in Australian agricultural soils is technically and economically limited’, Nature Scientific Reports, 
3, article no. 2179 <http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.htm>.

8.4.8	Sequestration	and	time
The scientific evidence also indicates that rates of sequestration decline over time. This is 
illustrated in Figure 8.3, which shows results from both Sanderman et al. and Lam et al., 
expressed in index form to allow comparisons. Again, these results are stark: the longer 
sequestration rates are measured, the lower is average annual sequestration. After five 
years, rates fall so that by 15 years they are at most 50% of the rates measured earlier. 
The rates continue to fall, so that after 20 years sequestration could be as low as one-
third of initial estimates.

Figure 8.3: Average annual sequestration and time
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Data source: CIE calculations based on Sanderman J et al. (2010), Soil carbon sequestration potential: a 
review for Australian agriculture, CSIRO Land and Water <http://www.csiro.au/Portals/Publications/Research-
-Reports/Soil-Carbon-Sequestration-Potential-Report.aspx>; Lam SK et al. (2013), ‘The potential for carbon 
sequestration in Australian agricultural soils is technically and economically limited’, Nature Scientific Reports, 
3, article no. 2179 <http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.htm>.
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8.4.9	Available	soil	carbon	methodologies
At the time when this manual was prepared, only one soil carbon sequestration 
methodology had been approved.

That methodology:

�� applies to grazing systems and so does not cover some of the methods with high 
confidence and benefits as suggested in Table 8.4

�� requires measurement to a depth of at least 30 cm

�� requires a very detailed and complex sampling framework (the potential costs of which 
are discussed in Chapter 9).

8.5	Revenue	and	the	business	model
As noted in Chapter 7, there is a range of business models for participation in the ERF, 
the choice from which will affect the revenue stream. If working with aggregators, for 
example, the timing and magnitude of revenues will depend on the particular contract. 
When negotiating a contract, one good principle is to arrange for the revenue flows to be 
as closely aligned to costs incurred as possible.

8.6	The	value	of	co-benefits
In addition to potential cash revenue from the sale of ACCUs, some ERF projects 
(particularly those involving sequestration) are likely to bring a number of co-benefits to 
the farm enterprise. While some co-benefits could potentially be monetised, many have 
intangible but nonetheless important value.

The extent to which co-benefits can be quantified will depend on the particular farm 
enterprise. Some also accrue off-farm to the wider community. Co-benefits that have 
been identified in a number of projects include:

�� enhancing water quality in catchments

�� providing protection for stock (through trees providing shade and windbreaks)

�� improving biodiversity, for example by providing habitat for birds and other wildlife

�� alleviating dryland salinity through watertable effects

�� improving soils (including by increasing soil organic carbon stocks and so improving 
water-holding capacity)

�� providing a noise buffer for the farm

�� improving the broad amenity and aesthetics of the local environment.

Table 8.7 sets out illustrative values for co-benefits that arise from plantation projects. 
The figures are derived from a comprehensive literature review looking at the benefits of 
plantation activities.5 The benefits are divided into two types: those that occur on the farm 
and those that accrue outside the farm.

These benefits are indicative only: they do not necessarily apply to every farm in every 
circumstance. What is interesting is how they compare with potential revenue from 
ACCUs for different price assumptions. At low ACCU prices, co-benefits are a significant 
proportion of total benefits.

5 See White L, Pearce D and de Fegely R (2013), Policy options and strategies for renewed plantation 
investment: Stage 2 report, Forest and Wood Products Australia,  
<http://www.fwpa.com.au/images/marketaccess/PNA243-1112_Stage_2_Report.pdf>.
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Table 8.7: Potential co-benefits for generic plantation projects  
(A$/hectare/year)

Type of benefit Value

Benefits within the farm, but not necessarily financial benefits

Crop and livestock shade and shelter 26

Fodder 10

Salinity mitigation 13

Soil erosion mitigation 10

Public benefits (outside the farm), not necessarily monetised

Biodiversity 29

Riparian restoration and water quality 40

Salinity mitigation 20

Soil erosion mitigation 4

Aesthetics and scenic improvement 30

Source: White L, Pearce D and de Fegely R (2013), Policy options and strategies for renewed plantation 
investment: Stage 2 report, Forest and Wood Products Australia <http://www.fwpa.com.au/images/
marketaccess/PNA243-1112_Stage_2_Report.pdf>.

The relative importance of co-benefits in a CFI project depends very much on the price 
of ACCUs. Figure 8.4 illustrates the relative importance of co-benefits for different ACCU 
prices. The results in this chart assume the abatement profile from Kyogle, NSW, as 
shown in Table 8.2.

Figure 8.4: Relative importance of ACCU revenue and co-benefits  
(per hectare)
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Data source: CIE estimates based on data contained in Tables 8.2, 8.3 and 8.7.

Where ACCU prices are low, the co-benefits are a major component of potential project 
benefits.
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8.7	Constructing	the	revenue and	
co-benefits	modules
As set out in Chapter 1 and summarised in Figure 1.5, the calculations underlying a 
business case can be seen as consisting of four components or modules:

�� a revenue module

�� a co-benefits module

�� a cost module

�� an adding up and risk module.

The discussion below provides examples of the revenue and co-benefits modules.

8.7.1	The	revenue	module	of	the	business	
case	calculations
Figure 8.5 illustrates one way of constructing the revenue module for a carbon farming 
project (using an extract from a spreadsheet template). However, note the following:

�� The values shown in this extract are purely illustrative.

�� While the extract presents benefits over 15 years, that period is illustrative only and can 
be increased or reduced as appropriate to the particular project.

The template is available at Kondinin Group <www.farmingahead.com.au>.

The spreadsheet extract shows how basic information—in particular, the ACCU price 
and its assumed growth over time, along with the discount rate—can be used to estimate 
revenue in each year. Different assumptions about the ACCU price and its growth can 
be tested in a spreadsheet (particularly when combined with the other modules, as 
discussed further below). In the example shown, the starting ACCU price is A$5 and 
grows at 1% a year. The discount rate is 5%.

In this extract:

�� annual revenues are all expressed in real terms (that is, the effect of inflation has been 
removed from the analysis)

�� results are expressed in units per hectare.

Unit (that is, per hectare) net abatement for each year is specified. This could correspond, 
for example, to annual sequestration from a revegetation project or a soil carbon project. 
Unit net abatement could be constant over time, decreasing, or following some other 
pattern relevant to the particular project. In this example, it starts at 2 tonnes, increases 
to 4 tonnes and then remains constant.

Note that net abatement will not necessarily commence in Year 1.

Potential ACCUs are derived as the product of the project coverage (ha) and unit net 
abatement (t CO

2
-e/ha). When multiplied by the assumed ACCU price, this gives a 

revenue in each year. Revenues from all years are added together (using the discount 
rate) to convert total revenue to a present value. In this example, the present value is 
A$206.67.
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Figure 8.5: Establishing the revenue module: spreadsheet extract

Base information

Starting ACCU price $ 5

Growth in ACCU price % per year 1

Discount rate % 5

Revenue calculations

(1) (2) (3) (4) (5)

Unit net

Year Project 
coverage  

(eg ha)

abatement 
(eg t CO2

- 
e/ha)

Potential 
ACCUs 
Number

ACCU price 
$/ACCU

Revenue 
$

(1)*(2) (3)*(4)

1 1 2 2 5 10.00

2 1 3 3 5.1 15.15

3 1 4 4 5.1 20.40

4 1 4 4 5.2 20.61

5 1 4 4 5.2 20.81

6 1 4 4 5.3 21.02

7 1 4 4 5.3 21.23

8 1 4 4 5.4 21.44

9 1 4 4 5.4 21.66

10 1 4 4 5.5 21.87

11 1 4 4 5.5 22.09

12 1 4 4 5.6 22.31

13 1 4 4 5.6 22.54

14 1 4 4 5.7 22.76

15 1 4 4 5.7 22.99

Present 
value ($R):

$206.67

Data source: CIE.

8.7.2	The	co-benefits	module	of	the	business	
case	calculations
Figure 8.6 shows a spreadsheet extract for a template that estimates the value of co-
benefits. (The template is available at Kondinin Group <www.farmingahead.com.au>). 
The basic structure is very similar to the revenue module template. In this case, however, 
the extract has a facility for different types of co-benefits (A, B or C), as well as a facility to 
switch them on or off. In the example, co-benefit C is switched off.



Chapter Eight  |  The business case: project revenue and co-benefits

78	 The business case for carbon farming  |  Workshop manual

Figure 8.6: Establishing the co-benefits module: spreadsheet extract

Base information

Unit co-benefits (eg $/ha/year) Is co-benefit 
included?  

(1=yes, 0=no)

Co-benefit A 1 1

Co-benefit B 0.5 1

Co-benefit C 1 0

Discount rate (%) 5

Co-benefits calculations

(1) (2) (3)

Year Project coverage 
(eg ha)

Aggregate
co-benefits 
(eg $/ha/yr)

Value of  
co-benefits 

$

(1)*(2)

1 1 1.5 1.5

2 1 1.5 1.5

3 1 1.5 1.5

4 1 1.5 1.5

5 1 1.5 1.5

6 1 1.5 1.5

7 1 1.5 1.5

8 1 1.5 1.5

9 1 1.5 1.5

10 1 1.5 1.5

11 1 1.5 1.5

12 1 1.5 1.5

13 1 1.5 1.5

14 1 1.5 1.5

15 1 1.5 1.5

Present value 
($R):

$15.57

Data source: CIE.

As for the revenue module, the base unit for project coverage is hectares and the 
aggregate co-benefits are applied to an area in order to generate a value of co-benefits, 
and then to generate a present value.

While in this example co-benefits are uniform in each year, that is not necessarily the 
case. In addition, co-benefits will not necessarily commence in Year 1.
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9.	The	business	case:	costs	of	
establishing	and	running	a	project

Like most farm activities, preparing and operating an ERF project will involve 
a variety of costs.

This chapter sets out:

�� the full range of costs of an ERF project

�� some illustrations for soil carbon and environmental projects.

After reading this chapter, you will:

�� understand the key cost components of an ERF project

�� have a sense of the order of magnitude of costs involved.

9.1	Who	bears	the	cost?
The extent to which the costs of a carbon farming project accrue directly to the farmer 
depends on the business model chosen for the project. For example, if the project is 
undertaken with an aggregator, the aggregator may absorb a number of costs in the 
initial stages.

These are all real costs, however, and must be borne by someone in the project chain. 
Even if the costs are initially borne by the aggregator, they may still be passed on to the 
farmer through reduced net earnings from the ACCUs generated.

9.2	Timing	of	costs
The costs of establishing and running an ERF project are shown in Table 9.1, arranged by 
type of cost. The costs are incurred at different times in the project cycle. For example, 
while compliance costs are incurred in establishing the project, they will also be incurred 
periodically throughout the life of the project.

Table 9.1: A broad breakdown of the costs of establishing and running 
an ERF project

Cost item Components Description

Compliance costs: relate to 
complying with the rules that 
establish the CFI

Cost of application to be a 
recognised offsets entity 
and to register the project

Monitoring costs

Record-keeping costs

Reporting costs

Audit fees

Legal and other advisory 
fees

While applications to the 
CER do not involve fees, 
compliance costs for 
the various stages of the 
project will involve time 
(labour costs) and possibly 
some material costs for the 
landowner or their agent

Reporting requires a report 
from an independent auditor 
in some cases; this will 
involve a fee
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Cost item Components Description

Planning costs: relate to 
planning and preparing for 
the project

Researching appropriate 
methodologies

Understanding calculations 
and tools associated with 
the methodology

Checking for and receiving 
appropriate approvals

Preparing business case

Appropriate planning 
for the project, while 
involving significant time 
commitments from the 
landowner, will help 
minimise costs for future 
phases of the project

Capital costs: relate to the 
purchase of infrastructure 
or land to undertake the 
project

Infrastructure

Technology

Land for the project site

These costs depend on 
the methodology, which in 
some cases may require 
particular equipment

Transaction costs: the 
various third-party costs 
and fees that may be 
incurred during the project, 
depending on the business 
structure chosen

Project management fees

Broker costs

Insurance costs

Aggregator costs

Legal fees

Accounting fees

A range of transactions may 
be involved in establishing 
and running the project

Operational costs: relate to 
the day-to-day operations of 
the project

Materials and equipment

Hired labour

Management and 
coordination costs

The day-to-day costs 
will depend on the 
methodology

Post-closure costs: 
continue to be incurred 
even after the project has 
stopped generating ACCUs

Ongoing monitoring of 
sequestration sites

These costs mostly relate to 
the 100-year permanence 
rule for sequestration 
projects

Opportunity costs: relate 
to the opportunities forgone 
as a result of devoting 
resources to the ERF project

Land temporarily removed 
from other production

Land permanently removed 
from other production

Landowner’s time diverted 
from other activities

While not direct financial 
costs (they never appear 
in formal accounts), 
opportunity costs are 
nevertheless real costs 
that need to be carefully 
considered

9.3	Minimising	costs
Costs can be minimised by using appropriate expertise and drawing on previous 
experience for each stage of the project. Business arrangements that draw extensively on 
experienced operators and planners may minimise total project costs. For the landowner, 
while this may involve paying fees to third parties (or reduced net revenue from the sale 
of ACCUs), it may prove cheaper than using the landowner’s own time and resources.

As in all aspects of the CFI, this depends on the methodology used and the opportunity 
cost (in the landowner’s time and resources).
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9.4	Ongoing	costs	for	sequestration	
projects
The permanence rules for the CFI required that the carbon stocks in sequestration 
projects be retained for 100 years. The ERF has introduced an optional permanence 
period of 25 years; however, a project proponent using the 25-year period will receive 
20% fewer ACCUs. This means that there is a potential for ongoing costs even after the 
crediting periods for the project are completed.

The permanence obligation has a number of broad implications for costs:

�� In the normal course of events (if sequestration is successful and undisturbed), 
after the end of the crediting period the obligation to maintain the carbon stores will 
remain until the end of the permanence period. If the permanence period has not yet 
finished, selling the land may require transferring the sequestration project to the new 
landowner (who will need to become the project proponent and a recognised offsets 
entity). At the very least, this increases transaction costs for the sale. The seller and 
buyer both have responsibilities:

�� The seller of the land containing the project must ensure that any agent or 
prospective buyer is fully informed of the permanence obligation.

�� The buyer of the land needs to inform himself or herself about the sequestration 
project, including by reviewing records, understanding the methodology and 
checking with the register of offsets projects.

�� Alternatively, the sequestration project can be cancelled at any time. This would require 
the relinquishment (return) of the ACCUs earned under the project (or the purchase of 
replacement ACCUs if the original ACCUs have already been sold).

�� If something goes wrong during the sequestration project and carbon stores are 
depleted, the project proponent (which may or may not be the landowner) must take 
reasonable steps to restore the carbon stores. If they are unable to do so, they may 
have to relinquish ACCUs to the regulator.

�� If the project proponent (which may or may not be the landowner) does not relinquish 
ACCUs as required, the regulator may impose a carbon maintenance obligation on 
the land. This attaches to the title of the land and imposes obligations on current and 
future landowners (regardless of whether they were the original project proponent):

�� A carbon maintenance obligation seeks to prevent the landowner from engaging 
in conduct that results, or is likely to result, in a reduction in carbon stores below 
the benchmark sequestration level, unless the conduct relates to an activity that is 
expressly permitted under the carbon maintenance obligation.

�� The benchmark level is the amount of carbon sequestered in the relevant area or 
areas at the time that the carbon maintenance obligation was made.

9.5	Indicative	costs	for	planting	or	
forest-related	sequestration	projects
Table 9.2 provides some indicative costs for plantation-based sequestration projects, 
including start-up costs and the ongoing costs of maintaining the project.
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Table 9.2: Indicative costs for native tree planting projects

Cost element
Range from case 

studies
CIE/de Fegely farm 

forestry modela

Start-up fixed costs ($)

Start-up, accreditation and 
registration

3000 not applicable

Legal advice 2000 not applicable

Initial verification report 1500 not applicable

Project start-up variable costs ($/ha)

Establishing tree lots 800 to 3000 1545

Ongoing fixed costs ($/yr)

Reporting and auditing 800 to 1000 not applicable

Ongoing variable costs ($/ha/yr)

Weed control, other 5 to 67 60

a Refers to the model developed for Forest and Wood Products Australia. See White et al., cited below.
Source: Department of Agriculture case studies
<http://www.daff.gov.au/climatechange/cfi>; White L et al. (2013), Policy options and strategies for renewed 
plantation investment: Stage 2 report, Forest and Wood Products Australia
<http://www.fwpa.com.au/images/marketaccess/PNA243-1112_Stage_2_Report.pdf>.

9.6	Indicative	costs	for	projects	
related	to	soil	carbon
Soil carbon projects involve nutrient, sampling and testing costs.

9.6.1	Nutrient	costs
Scientific research indicates that in order to stabilise carbon in the soil it needs to be 
combined with nutrients, including nitrogen. Table 9.3 uses the findings of Lam et al. 
to provide indicative nutrient costs, in terms of nitrogen requirements, for selected soil 
carbon approaches.

Table 9.3: Nitrogen costs to stabilise soil carbon storage for first 
10 years of projects ($/hectare/year)

Project Nitrogen cost

Conservation tillage 19.6

Residue retention 19.1

Use of pasture 17.2

Nitrogen fertiliser application 8.8

Note: This assumes a required carbon to nitrogen soil ratio of 10:1 and a urea price of $600/t.

Source: Lam et al. (2013), ‘The potential for carbon sequestration in Australian agricultural soils is technically 
and economically limited’, Table 2, Nature Scientific Reports, 3, article no. 2179
<http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.html>.
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While Lam et al. calculated nitrogen costs for soil carbon storage, other authors have 
suggested that soil carbon projects will also involve other nutrient costs. For example, 
recent research at CSIRO6 suggests that soil carbon sequestration would also require 
the addition of phosphorus and sulphur, potentially at additional cost to those listed 
above. This research indicates estimated total nutrient costs of around $250 per tonne of 
carbon sequestered, which comes to around $70 per tonne of CO2

 sequestered.

Note that these are nutrient costs only, and do not include administrative and other costs 
associated with a soil carbon project.

Note also that the discussion above imputes a nutrient cost by assuming that nutrients 
are provided through explicit addition of fertiliser to the soil.

9.6.2	Sampling	and	testing	costs
Soil carbon projects also involve sampling and testing costs. The currently available soil 
carbon methodology is a sample-based methodology. Recently, the Australian Farm 
Institute indicated the costs for soil carbon projects set out in Table 9.4. 

Table 9.4: Project costs for soil carbon projects

Item Cost

General soil test $75 per sample

Leco soil carbon test $28 per sample

Initial accreditation $3000 (one-off cost)

Legal advice (contract) $2000 (one-off cost)

Annual statement preparation $1000 per year

Annual insurance $500 per year

Soil sampling $780 per day labour costs (operator 
collecting four samples per hour and 

working 6.5 hours per day)  
$30 per sample

Source: Davison S and Keogh M (2011), Farm level modelling of greenhouse emission mitigation and 
sequestration options for the Australian wool industry, research report, Australian Farm Institute
<http://www.farminstitute.org.au/CatalogueRetrieve.
aspx?ProductID=1386468&A=SearchResult&SearchID=6388086&ObjectID=1386468&ObjectType=27>.

These costs are similar to those recently reported by CSIRO7, which suggested fixed field 
work costs of $2000, a field work cost per sample of $40 (based on an hourly field work rate 
of $120 and a time of 0.33 hours to take one sample) and laboratory costs of $30 per sample.

Building up the cost of sampling
To understand the potential cost of sampling and testing under the methodology, it is 
important to understand the way that sampling works. The methodology requires that 

6 The research is reported at <http://www.grdc.com.au/Media-Centre/Ground-Cover/Ground-Cover-
Issue-107-NovDec-2013/Soil-carbon-changes-complex-and-slow>. See also <https://senate.aph.gov.au/
submissions/comittees/viewdocument.aspx?id=8eaf8150-a292-46caa3fd-47f64e3dc1c8>.

7 See Chappell A, Baldock J and Rossel RV (2013), Sampling soil organic carbon to detect change over 
time, CSIRO report to Grains Research and Development Corporation and Australian Department of 
the Environment <http://www.csiro.au/~/media/CSIROau/Portals/Publications/Samplingsoil- carbon_
Publications/Sampling-soil-organic-carbon.pdf>.
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your project area be divided into carbon estimation areas (CEAs). There is no specified 
size for a CEA or recommended number of CEAs within a project; it is a matter of your 
farm circumstances.

For sampling, each CEA is divided into equal areas, called ‘strata’. Soil samples are taken 
from the strata. A sample from each stratum can be combined to create a composite 
sample. For example, a CEA may be divided into nine strata, and three samples taken from 
each stratum (a total of 9 × 3 = 27 samples). The samples from each stratum can then 
be combined into three composites. This could be termed a ‘9 × 3’ sampling strategy. The 
cost would be the cost of taking 27 field samples plus the cost of three soil tests (only the 
composites are tested). Using a representative cost of $40 per field sample and $30 per 
test, the total cost would be $1170 for that particular CEA. This cost will be incurred at the 
beginning of the project (for the baseline sample) and at regular intervals over the life of the 
project (every two to four years). The methodology for sequestering carbon in soil grazing 
systems recommends a minimum of five subsequent samples over a 15-year project.

The key challenge is determining the appropriate sampling strategy for your project. Too few 
samples will mean that soil carbon changes will not be detectable (essentially, the error from 
the sample will be greater than the amount of carbon change, and so will not be detectable). 
In such a case, the project will not earn ACCUs. On the other hand, too much sampling will 
be expensive—potentially more expensive than the value of the ACCUs earned.

The sampling strategy is a crucial decision, as the design does not allow for restratification 
once the baseline sampling round has been undertaken. Choosing a sampling strategy 
requires professional advice and should be considered very carefully when evaluating a 
project.

Illustrative sampling costs over the life of a project
Table 9.5 provides some indicative costs per hectare for different sampling strategies. 
The costs are expressed in $/ha/year and assume a 100 ha CEA and a 15-year project 
with a baseline and five subsequent samples over the life of the project. Note that this 
table includes only the variable sampling costs.

Table 9.5: Indicative sampling costs for soil carbon methodology: 
variable sampling costs

Number of 
strata

Number of 
composites

Field 
samples 
required

Laboratory 
tests 

required

Indicative 
cost per 
hectare

Average 
annual cost 
per hectare

Number Number Number Number $/ha $/ha/year

3 3 9 3 4.5 1.80

6 3 18 3 8.1 3.24

8 3 24 3 10.5 4.20

10 3 30 3 12.9 5.16

10 4 40 4 17.2 6.88

10 5 50 5 21.5 8.60

Note: Calculations assume field sampling costs of $40 per sample, laboratory costs of $30 per test, one 
baseline sample and five subsequent sampling rounds over a 15-year project. Assumed CEA size is 100 ha.

Source: CIE estimates.

The minimum sampling allowed in the methodology is 3 × 3. For a 100 ha CEA, the 
methodology suggests a minimum 6 × 3 sample, with a very strong suggestion that 
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this should be 8 × 3 or 10 × 3. Table 9.5 shows how the costs increase rapidly as the 
numbers of strata and composites increase. Comparing Table 9.5 with Tables 8.1 and 
8.5 suggests that the ACCU price will need to be greater than $25 for the project to cover 
variable sampling costs.

Even with the sample sizes set out in Table 9.5, there is no guarantee that the resulting 
sample will be able to detect changes in carbon over the life of the project, particularly if 
there is large variation within a single CEA. The only way to ensure detection is to have a very 
large sample frame, which is unlikely to be economic unless ACCU prices are very high.

In recognition of potentially high sampling costs, Carbon Farming Initiative soil sampling 
design: methods and guidelines notes that:

This soil sampling design is not expected to be suitable from very large Project Areas 
where the increase in SOC (soil organic carbon) is slow, such as in more arid areas, as 
it is unlikely to be cost effective to sample at an intensity required to detect a change 
in SOC over a reasonable time period (e.g. 4 to 5 years). For this reason, this soil 
sampling design is not considered suitable for areas of the Australian rangelands.8

9.7	Taxation
This section summarises the material in Appendix B, which is an independent summary 
of the taxation status of carbon offsets projects. Appendix B was prepared by Norton 
Rose Fulbright, and the following summary was prepared by the Kondinin Group.

The first question that should be considered is whether an ERF project carried on by 
a taxpayer constitutes a business. A taxpayer who carries on a business is subject to 
income tax and needs to consider whether the receipts of the business are assessable 
income and the outgoings of the business are allowable deductions.

It is likely that a project proponent who undertakes an approved ERF project will be 
carrying on a business, but this should be considered in each case.

Some taxpayers who undertake ERF projects (such as farmers) will already be carrying 
on a business. For those taxpayers, the ERF project will simply be an extension of their 
business, provided that the project is conducted through the same entity as the primary 
business.

9.7.1	Income	tax	treatment	of	CFI	project	costs

Costs incurred to establish and operate a CFI project

The costs incurred by a taxpayer to establish and operate a CFI project are subject 
to the normal deductibility rules under the Income Tax Assessment Act 1997 (ITAA). 
This is confirmed by the explanatory memorandum to the Clean Energy (Consequential 
Amendments) Act 2011 (Cth), which states at paragraph 2.33:

Where an entity is undertaking activities under the Carbon Farming Initiative the normal 
deduction provisions apply to work out the deductibility of expenses they incur in 
those activities. The activities are effectively regarded as directed towards establishing 
an eligible offset project rather than towards producing ACCUs.

8 See <http://www.climatechange.gov.au/sites/climatechange/files/files/reducingcarbon/cfi/methodologies/
determinations/cfi-soil-sampling-design-method-and-guidelines.pdf>, page 18.
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The general deduction provision under section 8–1 of the ITAA allows a deduction for 
losses and outgoings that are incurred as part of income-producing activities, but only 
to the extent that the losses or outgoings are not of a private, domestic or capital nature.

Therefore, where a CFI project is conducted for the purpose of generating ACCUs (which 
give rise to assessable income, as discussed below), the costs incurred in respect of 
the project should be deductible (that is, on revenue account) unless the cost is capital 
in nature.

The ordinary common law tax principles for determining whether expenditure is on 
revenue or capital account will apply to CFI project costs. Expenditure that has an enduring 
benefit and is once-and-for-all is likely to be on capital account, whereas expenditure that 
is recurring and does not provide an enduring benefit is likely to be on revenue account.

The general principles of deductibility will apply regardless of whether the CFI project is 
undertaken by an existing business or through a special purpose vehicle.

The types of CFI project costs that a taxpayer may be able to claim a general deduction 
for include certain input materials (such as stockfeed or fertiliser), project operating 
expenses (such as management fees) and administrative costs. The general deduction 
can be claimed in full in the year in which the loss or outgoing is incurred.

Capital assets and expenditure

A capital asset acquired in respect of a CFI project will be a ‘depreciating asset’ or simply 
a ‘CGT asset’ under the capital gains tax (CGT) provisions.

A depreciating asset is an asset that has a limited effective life and can reasonably be 
expected to lose its overall value by the end of its effective life. Machinery and equipment 
are examples of the types of depreciating assets that may be acquired for a CFI project.

A deduction for the decline in value of a depreciating asset is provided for under the 
capital allowance provisions in Division 40 of the ITAA. Depending on the circumstances 
(in particular, the size of the business and the quantum of the expense), the decline in 
value of a depreciating asset may be deductible over a number of income years based 
on the depreciating asset’s effective life or as an upfront deduction.

The capital gains tax rules under the ITAA apply to a CGT asset that is not a depreciating 
asset. An example of a CGT asset is real property that is acquired to undertake a CFI 
project, such as a carbon sequestration project. No deduction is available for the costs 
of purchasing and holding a CGT asset. Instead, such costs form part of the cost base 
of the asset. The cost base (or ‘reduced cost base’) will be compared against the ‘capital 
proceeds’ to determine the capital gain or capital loss when the CGT asset is disposed of.

Capital expenditure of a business that is not otherwise deductible (referred to as ‘black 
hole expenditure’) may qualify for a deduction at a rate of 20% a year.9 An example of 
black hole expenditure is the costs incurred to establish a business structure for the CFI 
project, such as costs to incorporate a company.

Costs incurred to become a holder of an ACCU
Aside from incurring costs for the establishment and operation of a CFI project, a project 
proponent may also incur costs in becoming a holder of an ACCU.

9 Section 40–880 of the ITAA.
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Expenditure that is incurred in becoming the holder of an ACCU in accordance with the 
Carbon Credits (Carbon Farming Initiative) Act 2011 is deductible only if it is incurred in 
preparing or lodging an application for a certificate of entitlement or an offsets report.10

However, no deduction is allowed unless the proceeds from any potential sale of the 
ACCU would be assessable,11 which should generally be the case.

The expenditure is deductible in the income year that the taxpayer starts to hold the 
ACCU.12

9.7.2	Income	derivation	and	tax	treatment	of	ACCUs
Project proponents generate ACCUs through their CFI project activities. The ACCUs may 
often be the primary or sole source of income from a CFI project. ACCUs are issued to a 
project proponent for free, provided that the CFI project satisfies the requirements under 
the Carbon Credits (Carbon Farming Initiative) Act.

The tax treatment of registered emissions units (including ACCUs) is dealt with under 
Division 420 of the ITAA. A summary of the application of Division 420, as it applies to 
ACCUs, is in Appendix B.

9.7.3	Goods	and	services	tax

GST treatment of CFI project costs
A project participant that is registered, or required to be registered, for GST should be 
able to claim input tax credits for GST paid on acquisitions associated with a CFI project, 
provided that the acquisitions are for a ‘creditable purpose’.

Generally, an acquisition will be for a creditable purpose to the extent that it is made by 
a taxpayer in the course of carrying on the taxpayer’s enterprise, the acquisition does 
not relate to the making of input taxed supplies and the acquisition is not of a private or 
domestic nature.13

GST treatment of ACCUs
For GST purposes, the supply of ACCUs is GST-free.14 This means that no GST is 
payable on the supply of ACCUs, but input tax credits can be claimed for GST paid on 
acquisitions made in relation to the supply of ACCUs.

9.7.4	Is	a	CFI	project	a	‘primary	production	business’?
The Australian Tax Office (ATO) is of the view that a CFI project is not a primary production 
business. The office states on its website, under the heading ‘Tax implications of the 
Carbon Farming Initiative’:

Your assessable income from and deductions attributable to an eligible offset project 
are not income or deductions incurred in relation to a primary production business.

However, the ATO confirms in ATO Interpretative Decision 2004/718 that a business of 
primary production may be carried on where a taxpayer undertakes forestry activities 

10 Section 420–15(4) of the ITAA.

11 Section 420–15(5) of the ITAA.

12 Section 420–15(2) of the ITAA.

13 Section 11–15 of the A New Tax System (Goods and Services Tax) Act 1999 (Cth) (GST Act).

14 Section 38–590 of the GST Act.
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(such as planting or tending trees, which are intended to be felled, in a plantation or forest) 
in conjunction with carbon sequestration activities.

The definition of a ‘primary production business’ under section 995–1 of the ITAA  
includes ‘cultivating or propagating plants, planting or tending trees in a plantation or 
forest that are intended to be felled’ and ‘felling trees in a plantation or forest’.15

Therefore, a CFI carbon sequestration project that involves planting trees for harvest, 
such as the establishment of new farm forestry plantations (for harvest) or new long-
rotation hardwood plantations (for harvest), may qualify as a primary production business.

A CFI project (such as feeding supplements to livestock) should be distinguished from 
any underlying business of the taxpayer (such as a farming business) that may qualify 
as a primary production business. A taxpayer who undertakes a non-primary production 
CFI project should still be able to claim tax concessions for their underlying primary 
production business, subject to the comments set out in Appendix B.

9.7.5	Other	taxes,	incentives	and	specific	deduction	
provisions
Issues related to the CFI and land tax, research and development incentives and stamp 
duty are examined in detail in Appendix B.

In relation to specific deductions and provisions, Appendix B sets out information on 
special deductions for ‘environmental protection activities’ and for expenditure for 
establishing trees in a carbon sink forest.

Because of the specific and detailed nature of taxation affecting ERF projects, the 
illustrations provided in this manual are all expressed on a pre-tax basis. Specialist 
advice should be sought on the tax implications of particular ERF projects.

9.8	Establishing	the	cost	module
Figure 9.1 is an extract from a spreadsheet template showing how to compile estimates 
of annual costs associated with a project. (The template is available at Kondinin Group 
<www.farmingahead.com.au>). The numbers in the extract are illustrative only.

15 Refer to ATO Taxation Ruling 95/6 for further details on whether forestry constitutes primary production
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Figure 9.1: Cost module: spreadsheet extract

Base information

Fixed cost information ($/year) Variable cost information  
(eg per ha)

A. Set up (year 1) 10 C. Set up costs ($/ha) 5

B. Ongoing  
(other years)

1 D. Annual maintenance costs ($/ha/
year)

2

Discount rate (%) 5 Opportunity cost of land ($/ha) 6

Cost calculations

(1) (2) (3) (4) (5) (6)

Fixed 
costs 

initial and 
ongoing, 

eg A in 
year 1 and 
B in other 

years)
Project 

coverage

Variable 
unit costs 
(initial and 
ongoing, 

eg C in 
year 1 and 
D in other 

years)
Opportunity 
cost of land

Total  
variable 

costs
Total 

costs

Year $ (eg ha) $/ha $/ha $ $

(2)*(3)+(2)*(4) (1)+(5)

1 10 1 5 6 11 21

2 1 1 2 6 8 9

3 1 1 2 6 8 9

4 1 1 2 6 8 9

5 1 1 2 6 8 9

6 1 1 2 6 8 9

7 1 1 2 6 8 9

8 1 1 2 6 8 9

9 1 1 2 6 8 9

10 1 1 2 6 8 9

11 1 1 2 6 8 9

12 1 1 2 6 8 9

13 1 1 2 6 8 9

14 1 1 2 6 8 9

15 1 1 2 6 8 9

Present Value ($C): $104.85

Data source: CIE.
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This extract distinguishes between:

�� fixed costs (those that are not a function of area) and variable costs (those that are a 
function of area)

�� start-up costs (in Year 1) and ongoing costs (for all following years).

The distinction between fixed and variable costs is very important for the business case:

�� It allows the analysis to test whether the project can cover variable costs. If it cannot, 
it will be unable to cover the fixed costs of the project.

�� The magnitude of fixed costs (relative to overall costs) determines the minimum viable 
size for the project.

Note that this template extract also includes the opportunity cost of land. This is a variable 
cost (it depends on the number of hectares) and occurs every year.
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10.	The	business	case:	risks	and	
net	benefits

Like any other business or farming activity, carbon farming involves risks 
that need to be understood and managed.

This chapter sets out:

�� the range of risks involved in carbon farming activities

�� how to account for the risks (in a series of numerical examples).

After reading this chapter, you will understand:

�� key elements of the risks involved in running an ERF project

�� how to combine calculations into a simple model of net project benefits

�� how to use sensitivity and threshold analysis to consider risk in the overall 
context of the project.

10.1	Bringing	the	revenue,	co-benefit	
and	cost	modules	together
The three modules discussed in previous chapters can now be brought together to 
consider the net benefits of the project.

$(net benefits) = $R + $B – $C

where R = revenues, B = benefits and C = costs.

Once the basic calculations for these modules have been made, the calculation of net 
benefits is straightforward.

However, this is not sufficient for a decision. The analysis of risk and uncertainty is one of 
the most important modules in the business case.

10.2	Overview	of	risks
Running an ERF project includes a number of different risks. They are summarised below, 
followed by sample sensitivity and threshold analysis for example projects.

10.2.1	Categories	of	risk
Risks in a carbon farming project fall into a number of broad categories.

Policy risk
Carbon farming under the ERF depends upon legislation, and there is currently 
considerable uncertainty about the future form of carbon policy. Recent events in 
Australia have shown that specific policies can change rapidly. Policy risk will affect both 
the quantity of ACCUs that can be earned and the prices of those ACCUs.
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Market risk
In many cases, ACCU prices could be determined on markets. Under the ERF, this will 
be through auctions for the purchase of ACCUs. Because different sellers with a wide 
range of supply costs can enter those markets, this represents a risk from the carbon 
farming perspective.

Technical risk
Technical risks are risks inherent in the technical measurement (or modelling) of many 
carbon farming projects. In many cases, the amount of abatement is unknown in advance 
and so represents a risk to the project.

Project risk
Like any project, a carbon farming project is subject to the general risks of any new 
activity, particularly risks of cost overruns or time delays in implementation.

10.2.2	Quantity	of	abatement	(number	of	ACCUs)	
generated
Despite the substantial effort that goes into constructing a methodology, the number 
of ACCUs that will ultimately be generated by a project is not known in advance with 
certainty. Various things could go wrong during the project, and there may be regional 
differences in the impacts of implementation.

The methodologies contain a number of mechanisms to help manage this risk:

�� In general, they use conservative assumptions about the amount of abatement that 
can be achieved.

�� Sequestration methodologies contain a 5% ‘risk of reversal buffer’, which reduces the 
number of ACCUs generated by the project.

�� The methodologies, and the ERF in general, require very careful record-keeping. The 
records can be used to monitor abatement and to make appropriate adjustments if it 
seems to be going astray.

The business case for an ERF project should carefully consider the implication of different 
outcomes for the number of ACCUs that could be generated. This may be particularly 
important for sequestration projects, for which credits are generated over a period of 
time and which rely on the growth performance of trees or on actual performance in soil 
sequestration.

10.2.3	The	price	of	ACCUs
The ultimate price at which ACCUs can be sold is not known with certainty at the 
beginning of a project. There are a number of options for managing this risk:

�� Understand the sensitivity of net project benefits to changes in ACCU prices. What 
is the minimum price required for the project to break even? How does that price 
compare with recent contracted or spot prices?

�� How does that sensitivity relate to known prices in existing carbon markets? If the 
project requires prices that are much higher than those currently observed, there 
could be a significant downside risk implicit in the project.
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�� Certain forms of business arrangement may allow for the hedging of risks. For example, 
some aggregators may offer a fixed price for a sequestration project. Clearly, there is 
a cost to this: the price offered could be lower than the final market price for ACCUs. 
However, hedging is an important mechanism for managing downside risks.

10.2.4	Unexpected	changes	in	project	costs
It is possible that unexpected costs could emerge during the project. This is particularly 
the case for sequestration projects, in which unforeseen events (drought, fire and so on) 
might lead to the loss of carbon stores. Re-establishing the carbon stores (as required 
under the ERF) would involve additional costs.

Some of this sort of risk is partially managed by making conservative assumptions in 
calculating the likely extent of abatement.

For sequestration projects, it may be appropriate to explicitly include estimates of losses 
from unforeseen events in the original project plan. In many regions, the incidence of 
drought or other events can be calculated from the historical record.

As with price uncertainty, it may also be appropriate to use mechanisms for spreading 
project costs across a number of different entities. This may include some of the more 
collective or cooperative business models discussed in this manual.

10.2.5	Risk	in	the	context	of	the	overall	farm	enterprise
Any farm enterprise faces a number of different risks (often, but not always, climate 
related). It is generally good practice to structure the activities within the enterprise so 
as to minimise overall risk (for a given level of return). In this sense, new activities can 
increase or decrease the overall risk of the enterprise. New activities that increase overall 
risk need to bring with them an increase in return to compensate for that risk.

The same broad principles are true for ERF-related activities, which can increase or  
decrease overall risk to the farm enterprise:

�� ERF activities tend to increase risk to the extent that their risks correlate with other risks 
on the farm. For example, broadacre farming and ERF sequestration projects are both 
susceptible to drought, so their risks are correlated.

�� On the other hand, the co-benefits of some ERF activities (lowering salinity, for example) 
may mean that they are able to reduce risks within the overall enterprise.

The contribution of the ERF project to overall risk (relative to return) depends on the 
particulars of the enterprise and the methodology.

10.2.6	Downside	risk
Downside risk refers to the worst thing that can happen in a project—if many things go 
wrong, what is the financial cost? Understanding downside risk is crucial in business 
planning, as it helps in the assessment of how much risk the farmer is prepared to bear. In 
the examples below, downside risk is shown in the range of outcomes from the illustrated 
projects.
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10.3	How	to	analyse	risk	in	
quantitative	terms
The discussion below provides a number of illustrations of how to analyse aspects of 
risk and uncertainty in a quantitative sense. This involves a mix of analytical strategies. 
Which strategy is most appropriate to a particular project depends on how much 
information is available.

10.3.1	The	break-even	carbon	price	for	soil	carbon	
sequestration	when	accounting	for	nutrient	costs
From Tables 8.5 and 9.3, it is evident that (in terms of annualised costs) none of the soil 
carbon options canvassed by recent research will generate a net return for the ACCU 
prices assumed. For example:

�� under conservation tillage, the nitrogen cost is $19.60/ha/year

�� revenues from the carbon sequestered in the soil range from $5.50–$13.80/ha/year 
(assuming ACCU prices ranging from $10 to $25).

This information can be used to assist when conducting a price break-even analysis 
of an illustrative soil carbon project.

Because the analysis on which these estimates are based16 assumes that additional 
nitrogen is required to fix carbon in the soil, the relationship between the benefits and 
costs of the project is an inevitable consequence of the relationship between the price of 
nitrogen (in the form of urea, which is around 46% nitrogen) and the ACCU price.

This can be shown as follows:

(1) revenue = (sequestration) × (ACCU price)

(2) (nitrogen required) = (sequestration/3.667) × 0.1

(This is to convert CO
2
 to carbon and then establish the required carbon to nitrogen ratio 

of 10:1.)

(3) (cost of nitrogen) = (nitrogen required) × (cost of urea) ÷ 0.46

(This is to relate nitrogen to urea.)

The ratio of revenue to cost is the right-hand side of equation 1, divided by the result of 
equation 3, after equation 2 has been substituted into equation 3. The result is:

(4)  (revenue to cost ratio for the soil carbon project) = (ACCU price × 3.667 × 10) ÷ (cost 
of nitrogen).

Note than in equation 4 the amount of sequestration cancels out; it appears in both 
the numerator and the denominator. What is relevant is the relationship between the 
cost of nitrogen and the ACCU price. This is an important short cut: if soil carbon 
sequestration requires the addition of nitrogen to maintain a particular ratio, then the 
amount of sequestration is not relevant. This particular uncertainty can be set aside when 
considering the variable cost break-even point.

16 Lam SK et al. (2013), ‘The potential for carbon sequestration in Australian agricultural soils is technically 
and economically limited’, Table 2, Nature Scientific Reports, 3, article no. 2179  
<http://www.nature.com/srep/2013/130710/srep02179/full/srep02179.html>.
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The break-even point (at which cost equals benefits), where the ratio in equation 4 is 1, is:

(5) (break-even point) = (cost of nitrogen) ÷ (3.667 × 10)

Table 10.1 uses equation 5 to calculate the ACCU price required to break even for different 
assumptions about the required ratio of nitrogen to carbon and different urea prices.

With the preferred 10:1 ratio, and current prices of urea (A$400–500/tonne17), the ACCU 
price to break even (in the sense of covering variable nitrogen costs only) is between $24 
and $30. This does not account for project set-up or sampling costs, so these prices are 
the minimum needed.

Table 10.1: ACCU prices needed to cover variable costs, accounting 
for nitrogen fixing costs, in soil carbon projects (A$)

Ratio of carbon to 
nitrogen

Urea A$600/t Urea A$500/t Urea A$400/t

15:1 24 20 16

10:1 36 30 24

5:1 71 59 47

Note: This break-even price refers only to variable nitrogen costs and does not account for project set-up 
and maintenance costs.

Source: CIE calculations.

These results imply that for soil carbon sequestration, ACCU revenues alone will not be 
sufficient to justify the project if the ACCU price is lower than $24 (if a carbon to nitrogen 
ratio of 10:1 is needed).

Of course, soil carbon projects could have benefits other than ACCU revenues alone. 
The relative importance of co-benefits is considered explicitly in the next section in a 
discussion of a generic plantation-based sequestration project.

This illustration shows the power of simplifying aspects of the problem. Without requiring 
estimates of sequestration (which are highly uncertain), the viability of a soil carbon project 
can be very quickly tested using known relationships. If the project proponent is not confident 
of receiving a price higher than $24 per ACCU, the project should not proceed (unless they 
are prepared to make a financial loss in order to potentially gain non-monetary co-benefits).

If the proponent is confident of a higher price, the analysis can be extended to include 
other variable costs (in particular, other nutrient costs) and other fixed costs as necessary.

10.3.2	Analysis	of	a	generic	environmental	planting	project
It is possible to combine the information in Table 8.2, Figure 8.4 and Table 9.2 to construct 
a simple, present-value model of a representative environmental planting sequestration 
project. The results below are generic, but show how relatively simple calculations can 
be used to understand the basic parameters of a business case without substantial cost.

Table 10.2 shows results under three scenarios for the ACCU price. Key features of the 
calculations are as follows:

�� The scenarios assume a 50-hectare project. The size of the project is an important 
consideration in overall returns, as the project needs to be large enough to cover its 
fixed costs. Break-even analysis involving project size is discussed further below.

17 See, for example, <http://www.stockjournal.com.au/news/agriculture/cropping/generalnews/low-urea-
cost-boon-as-topdressing-starts/2700920.aspx>.
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�� The scenarios assume a real discount rate of 5%. This is effectively the minimum 
return required from the capital and other resources devoted to the project.

�� The scenarios assume that the opportunity cost of land is $75/hectare. This is illustrative, 
but is based on a land price of $1500/hectare and the same 5% real discount rate.

�� The scenarios assume sequestration rates for Kyogle, NSW (see Table 8.2).

�� ACCU revenue is calculated over a 20-year period. As noted above, this is purely 
illustrative. You can use the template for this model (available at Kondinin Group  
<www.farmingahead.com.au>) to simulate alternative periods for benefits.

Table 10.2: Results from a generic environmental planting project

Item Scenario 1 Scenario 2 Scenario 3

ACCU price $5 $15 $25

Discount rate 5% 5% 5%

Number of hectares 50 50 50

Present value of benefit items

ACCU revenue (20 years) $46 119 $138 358 $230 597

Private co-benefits (20 years) $31 971 $31 971 $31 971

Public co-benefits (20 years) $66 652 $66 652 $66 652

Private co-benefits (50 years) $52 746 $52 746 $52 746

Public co-benefits (50 years) $109 962 $109 962 $109 962

Implied importance of benefit types

Share of co-benefits (20 years) 68 42 30

Share of co-benefits (50 years) 78 54 41

Present value of project cost items

Project costs (20 years) $160 114 $160 114 $160 114

Project costs (50 years) $197 360 $197 360 $197 360

Project costs (100 years) $207 594 $207 594 $207 594

Administrative and compliance costs

Set-up costs (first year) $6 500 $6 500 $6 500

Present value ongoing administration  
($1000 every 5 years)

$3 546 $3 546 $3 546

Net benefits (all benefits counted)

20 years –$25 417 $66 821 $159 060

50 years $1 422 $93 661 $185 900

100 years –$8 812 $83 427 $175 665

Net benefits (ACCU payments only)

20 years –$124 041 –$31 802 $60 436

50 years –$161 286 –$69 048 $23 191

100 years –$171 520 –$79 282 $12 957

Net benefits (ACCU payments and 
private co-benefits only)

20 years –$92 069 $169 $92 408

50 years –$108 540 –$16 301 $75 937

100 years –$118 774 –$26 536 $65 703

Note: This assumes sequestration rates as for Kyogle, NSW. The value of land is assumed to be $1500/ha, 
which at a 5% discount rate implies a $75/ha annual opportunity cost of land. All currency is in Australian dollars.

Source: CIE calculations using CIE / de Fegely farm forestry model.
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The results vary for the different scenarios. For Scenario 1, the results indicate the 
following:

�� Assuming that revenue accrues over a 20-year period, the present value of ACCU 
revenue (given an assumed price of $5 per ACCU) is $46 119.

�� Over the same 20-year period, private co-benefits (assuming the accrual of all the 
private co-benefits as shown in Table 8.7) are $31 971, while public co-benefits 
(assuming the accrual of all public co-benefits as shown in Table 8.7) are $66 652.

�� While this model assumes that ACCU revenue accrues only over a 20-year period, 
the co-benefits could continue for as long as the plantation is in place. The table also 
shows the value of each type of co-benefit over 50 years. In discounted terms, the 
benefits over the longer period are just under double those for 20 years.

�� With a low ACCU price, co-benefits account for between 68% and 78% of total 
benefits. As the ACCU price increases (in Scenarios 2 and 3), the relative importance 
of co-benefits declines.

�� Over 20 years, the present value of project costs (not including administrative set-up 
or ongoing costs) is $160 114. Over 50 years (including ongoing maintenance costs), 
this increases to $197 360, while over 100 years (the sequestration maintenance 
requirement under the CFI) the cost increases to $207 594.

�� Compliance-related costs are estimated at $6500 initially (in the first year) and then 
$3546 in present value terms over the life of the project.

�� If all benefits are counted, over 20 years the project results in a net loss of $25 417. 
Over 50 years, there is a small net gain (because the co-benefits have longer to 
accrue), but over 100 years there is a small net loss. This is a consequence of ongoing 
maintenance costs.

�� If the project generates only ACCU payments (that is, if the co-benefits do not emerge), 
the project generates a net loss over any time frame.

�� Similarly, if only ACCU payments and private co-benefits emerge, the project generates 
a net loss over all time frames.

Scenarios 2 and 3 assume higher ACCU prices (all other factors are constant). The 
results show that for an ACCU price of $15, the project remains unviable if only ACCU 
benefits accrue, and remains unviable for most cases if only ACCU and private payments 
accrue.

With an ACCU price of $25, the project is viable for all combinations of benefits.

Break-even project size
Table 10.3 illustrates break-even analysis by showing the break-even project size 
(in hectares) for different assumptions about ACCU prices and the nature of benefits that 
accrue. In general, the larger a project, the more likely it is to break even, because it can 
cover fixed costs more easily.

For an ACCU price of $10, there is no minimum project size that breaks even unless 
all benefits accrue, in which case the minimum project size is 16 hectares. With higher 
ACCU prices, the required project size decreases. If ACCU prices reach $30, relatively 
small projects become viable.

This sort of analysis is useful for farmers or landowners in considering whether they have 
enough land for a successful project.
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Table 10.3: Break-even size for a 20-year project (hectares)

Benefits counted ACCU price 
A$10/t

ACCU price 
A$15/t

ACCU price 
A$20/t

ACCU price 
A$30/t

ACCU revenue only n.a. n.a. 20 4

ACCU revenue and 
private co-benefits

n.a. 50 9 3

ACCU revenue, private 
co-benefits and public 
co-benefits

16 7 4 2

Note: ‘n.a.’ indicates that the relevant measure can never break even.

Source: CIE calculations.

Break-even ACCU prices
Table 10.4 summarises break-even ACCU prices for a 50-hectare project over different 
periods. The break-even price ranges from $6 to $24, depending on the extent of benefits 
that accrue and the period covered.

Combined with views about likely ACCU prices, this sort of calculation allows farmers 
to consider whether a project is likely to succeed. For example, if only ACCU revenues 
accrue to a project, an ACCU price of around $20 is needed for the project to break 
even. Unless the farmer is confident about that price, the project would not be viable.

However, if the farmer is confident that co-benefits (of the assumed magnitude) will 
accrue, an ACCU price of around $5 may be sufficient for the project to break even. Any 
price above that will have a positive impact.

Table 10.4: Break-even ACCU prices for a 50-hectare project over 
various periods (A$)

Benefits counted 20-year project 50-year project 100-year project

ACCU revenue only 18 22 24

ACCU revenue and 
private co-benefits

15 17 18

ACCU revenue, private 
co-benefits and public 
co-benefits

8 5 6

Source: CIE calculations.

The effect of loss of carbon during the life of the project
One of the risks in a sequestration project is the loss of carbon stores due to fire, disease 
or other factors. Under the ERF, lost carbon stores need to be replaced or paid for.

Assuming that the carbon stores are lost in Year 25 of the project (after all ACCU revenues 
have been paid), the present value today of re-establishing the project is around $20 000. 
In addition, there will be a loss of co-benefits, which are worth around $12 000 in present 
value. Thus, $32 000 is what is at stake from the loss of carbon stores.

The expected cost depends on the probability of the adverse event. Assuming a high 
value of 50%, the expected loss over the project life is $12 000 in present value terms. 
That amount needs to be subtracted from the net benefits in Table 10.2 to get a sense of 
risk-adjusted net benefits. In some cases, projects that appear viable without accounting 
for this risk will no longer appear so once risk is taken into account.
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10.4	Systematic	risk	analysis:	an	
illustration
The results above were derived using a simple economic model. It is relatively easy to 
increase the sophistication of the model to consider a wide range of ‘what if’ questions 
about project viability and risk.

One way to increase the sophistication of the modelling is to undertake systematic risk 
analysis using the underlying model framework. This involves systematically varying all 
of the input assumptions (ACCU price, costs and so on) a large number of times, and 
recording the results for each simulation. The output is a series of values for net benefits 
that provides an indication of the likelihood of a particular outcome. It can be used to judge, 
for example, the probability of a particular outcome, such as a positive net project value.

Table 10.5 summarises the input assumptions for an illustrative risk analysis of this kind. 
The assumptions in the table illustrate scenarios that are typically constructed using 
systematic risk analysis. ACCU prices are assumed to vary randomly between $5 and 
$30 (with an equal likelihood of any value in between). Because ACCU prices are highly 
uncertain, this is a systematic approach to testing different price outcomes.

Private co-benefits are also uncertain. For the systematic risk analysis presented here, 
it is assumed that there is an 80% chance that any of these benefits will emerge in any 
given year. For public co-benefits, 20% is assumed.

Cost elements are assumed to fall randomly (using a uniform probability distribution) 
along the ranges set out above.

Table 10.5: Assumptions underlying simulated risk analysis

Variable Assumption

ACCU prices Equal likelihood of prices between $5 and $30

Private co-benefits 80% chance of capturing private benefits (as per Table 8.7)

Public co-benefits 20% chance of capturing public benefits (as per Table 8.7)

Opportunity cost of 
land

Equal likelihood of values between $0 and $1500 per hectare

Project 
establishment costs

Equal likelihood of costs between $800 and $3000 per hectare 
(as per Table 9.2)

Maintenance costs Equal likelihood of cost between $5 and $67 per hectare (as 
per Table 9.2)

Fire, disease or 
other loss of carbon 
stock

1% chance of loss of carbon stock (requiring reestablishment) in 
each year from Year 25 to Year 50

Source: CIE calculations.
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Figures 10.1 and 10.2 summarise the probability distribution of outcomes for net benefits, 
including all benefits (Figure 10.1) and ACCU revenue only benefits (Figure 10.2).

Figure 10.1 indicates that, under the specified assumptions, there is a wide range of 
possible net benefits when all benefits (ACCU revenue and co-benefits) are taken into 
account. The chart suggests that there is a 54.3% chance of net benefits greater than 
zero, and a 45.1% chance of a net loss of up to $200 000. There is a 0.6% chance of a 
net loss greater than $200 000.

The interpretation of these outcomes depends on the preferences and risk profile of the 
farm enterprise.

Figure 10.1: Probability distribution of project net benefits: all benefits
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Data source: CIE simulations.

Figure 10.2 shows results when only ACCU revenues are counted in benefits. In this 
case, there is only a 28.5% chance of generating positive net benefits from the project. 
There is a 66.7% chance of a net loss of up to $200 000 and 4.8% chance of a net loss 
greater than $200 000.
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Figure 10.2: Probability distribution of project net benefits: ACCU 
revenues only
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Data source: CIE simulations.

10.5	The	relative	importance	of	
different	risk	factors
Figure 10.3 shows the relative importance of the different risk factors included in this 
illustrative risk analysis. Importance is expressed as an index in which the most important 
factor (the ACCU price) is set at 100 and the relative importance of other factors is 
expressed relative to that index.18 Note that some factors are positive while others are 
negative, reflecting the way that the factor contributes to net project benefits. For example, 
an increase (decrease) in the ACCU price leads to an increase (decrease) in net benefits: 
there is a positive relationship between the two. In contrast, an increase (decrease) in the 
opportunity cost of land leads to a decrease (increase) in project net benefits: there is a 
negative relationship between the two.

18 In technical terms, the measure of the relative importance of risk is the effect of a one standard deviation 
change in an input variable on the standard deviation of the output variable. For our purposes here, 
relativities are presented as an index to illustrate the key points.
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Figure 10.3: Relative importance of different risk factors for a 
plantation-related project
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Data source: CIE calculations based on illustrative risk model.

10.5.1	The	ACCU	price
The most important factor contributing to risk is the ACCU price. As noted above, it is 
largely unknown, so a very wide range is included in the risk analysis.

The options for managing ACCU price risk all involve particular economic trade-offs:

�� Hedging on international carbon markets. Project proponents could hedge price 
risk through transactions on international carbon markets. This is similar to the way 
some farm enterprises hedge exchange rate risk. However, this is a complex option 
and requires specialist advice.

�� Contract to an aggregator with a guaranteed price. While this option may allow 
price certainty, it comes at a cost: to be able to provide certainty, the aggregator is 
likely to offer a significantly discounted price. The farm enterprise would then need to 
consider whether the project is viable at the low (but certain) price.

�� Earn ACCUs now, but sell only when the price is transparent and within a 
target range. This option essentially creates a gap, in time, between paying the costs 
of earning the ACCUs and receiving revenues from them. The longer the gap, the 
higher the ACCU price would need to be to ensure that the project generates a return 
in present value terms.
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10.5.2	The	opportunity	cost	of	land
The second most important factor emerging from the illustrative risk analysis is the 
opportunity cost of the land on which the project takes place. This is important for two 
reasons: first, because there is a wide range of values used within the analysis; second, 
because the opportunity cost of land is a cost factor for the entire life of the project and 
beyond (potentially for 100 years, depending on the permanence rules).

This is a factor that the farm enterprise has some control over. It can choose to operate 
the project on land with very low opportunity cost—particularly land that is unsuitable for 
other activities or that needs to be rehabilitated. There is still a trade-off, however, as low 
opportunity-cost land might also sequester less carbon.

10.5.3	Project	establishment	costs
In terms of risk, project establishment costs are about half as important as the ACCU 
price. These costs contribute to risk because they can vary widely and because they 
occur before any revenue or co-benefits accrue. They are large in present value terms.

This risk can be managed through careful project planning and appropriate on-farm 
expertise.

10.5.4	Project	maintenance	costs
In terms of risk, project maintenance costs are around a third as important as the ACCU 
price. They contribute to risk because they vary widely and because they continue for 
the entire project.

As for establishment costs, they can be controlled through careful project planning and 
appropriate on-farm expertise.

10.5.5	Public	and	private	co-benefits
A range of public and private co-benefits contribute to overall project risk, although their 
contribution is relatively small compared to those of other factors.

However, the way this illustrative risk analysis has been constructed may understate 
the uncertainty about these benefits, viewed from the perspective of particular farm 
enterprises. You need to carefully consider the likelihood of co-benefits and the way they 
are valued by your farm enterprise.

10.5.6	Fire	risk
In this illustrative risk analysis, the risk of fire (leading to the need to re-establish plantings 
after Year 25) is relatively low compared to other risk factors. This is partly because this 
analysis assumes a low probability of fire and because the event occurs in the future and 
so is discounted significantly in present value terms.

In many cases, fire is an insurable risk and can be dealt with by paying a premium. A farm 
enterprise could also self-insure by putting aside some of the project proceeds in a fund 
that earns at least the farm’s discount rate.
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11.	Where	to	go	for	more	
information

There are many sources of information on carbon markets in general and 
on the ERF in particular. This chapter provides links to some of the most 
important.

11.1	The	ERF
The	Clean	Energy	Regulator
The Clean Energy Regulator is responsible for administering and regulating the ERF  
(and previously the CFI). Its website contains a large amount of information, including 
guides, templates, forms, registers and so on:

<ht tp://www.cleanenergyregulator.gov.au/Carbon-Farming-Init iative/Pages/ 
default.aspx>

Department	of	the	Environment
The Department of the Environment website contains considerable background 
information on the ERF, particularly in relation to the development of methodologies:

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative>

Department	of	Agriculture
The Department of Agriculture is responsible for a number of programs under the ERF:

<http://www.daff.gov.au/climatechange/cfi>

MyCFI
The MyCFI website contains a range of information on the ERF and other resources that 
were under the CFI:

<http://www.mycfi.com.au/>

11.2	Carbon	markets
There is a wide variety of information available on carbon markets in general. Many 
providers gather this information on a commercial basis.

Point Carbon <www.pointcarbon.com> and RepuTex <www.reputex.com> both provide 
information and analytical services. Some articles are available free, although more 
detailed analyses require a subscription.

Ecosystem Marketplace <www.ecosystemmarketplace.com> provides a variety of news 
services on carbon markets, including voluntary markets.
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The World Bank provides regular updates on the state of the global carbon 
market—for example 
<www.worldbank.org/en/news/feature/2014/05/28/
state-trends-report-tracks-global-growth-carbon-pricing>.

In Australia, the Carbon Market Institute <www.carbonmarketinstitute.org> provides a 
range of information sources, including updates relevant to the ERF and other resources 
that were under the CFI.

Information on the New Zealand emissions trading scheme is also available online  
<www.commtrade.co.nz>.

General market data can be found at <www.theice.com>.

Australian	Farm	Institute
The Australian Farm Institute has a wide variety of material and models for carbon farming 
<www.farminstitute.org.au/calculators/carbon_farming_tools>.
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Appendix	A
Summaries	of	selected	emissions	
avoidance	and	sequestration	
methodologies
The summaries in Appendix A refer to a series of publications, tools and models:

�� CFI soil sampling design: methods and guidelines

<http://www.climatechange.gov.au/sites/climatechange/files/files/reducing-carbon/cfi/
methodologies/determinations/cfi-soil-sampling-design-method-and-guidelines.pdf>

�� CFI mapping guidelines

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/
methodologies/spatial-mapping-guidelines>

�� CFI Mapping Tool

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/
reforestation-tools>

�� Full Carbon Accounting model (FullCAM)

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/
reforestation-tools>

�� CFI Reforestation Modelling Tool

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/
reforestation-tools>

�� Reforestation Abatement Calculator

<http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/
reforestation-tools>

Sequestration	methodology:	
Sequestering	Carbon	in	Soils	in	
Grazing	Systems
(See also <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Fact-sheets-
FAQs-and-guidelines/Publications/Documents/CarbonFarmingInitiativeGuide_Booklet2.pdf>) 

Summary	
This methodology is concerned with sequestering carbon in soils within grazing systems. 
Within these systems, land can be managed using a range of activities (for example, 
converting cropland to permanent pasture, rejuvenating pastures or altering grazing 
patterns) to build soil carbon.

In additional to measuring carbon sequestered in soils, changes in emissions from other 
sources (including from livestock, tillage, synthetic fertiliser application) must be measured 
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and included in calculations to determine net abatement (which then determines the 
number of ACCUs that may be issued for the project).

This soil carbon methodology is based on direct measurement and requires that a detailed 
sampling and testing regime (including statistical analysis) be undertaken over the course 
of the project. The sampling and testing must be undertaken by a qualified technician. 

Methodology	details

Management actions
Soil Carbon in Grazing Systems projects can use a range of actions to build soil carbon, 
as long as at least one of the project management actions is new. New management 
actions are those that are different to the way an area had been managed previously 
(historic management actions) and may include, but are not limited to:

�� converting from continuous cropping to permanent pasture;

�� undertaking pasture cropping;

�� managing pasture by implementing or changing pasture irrigation, applying organic or 
synthetic fertiliser to pastures, or rejuvenating pastures, including by seeding; or

�� managing grazing by changing stocking rates or altering the timing, duration, and 
intensity of grazing.

Choosing a suitable management action or actions to build soil carbon is a decision the 
person responsible for running a project must make. There is no guarantee that any one 
of the management actions listed here will build soil carbon on any particular property 
and it is recommended that proposed project management actions are researched and 
expert advice sought on what will best suit a particular project area.

The Clean Energy Regulator will need evidence showing that at least one of the project 
management actions is new and that the project management actions as a whole will 
have a reasonable chance of increasing carbon inputs into the soil, reducing soil carbon 
losses, or both.

Some management actions are not eligible including:

�� permanent de-stocking;

�� applying biochar or amendments containing coal to the soil;

�� bare fallow;

�� applying organic fertiliser that contains crop residue, hay or straw unless they were part 
of a waste-stream from intensive animal production, food processing or manufacturing 
processes; or

�� clearing woody vegetation unless done to manage re-growth of invasive woody weeds.

Project location requirements
Section 2.4 of the methodology determination sets out the requirements for the land on 
which the project mechanism is implemented:

�� the land must be within Australia, excluding external territories;

�� the land must be made up of areas that were under either: 

(a) permanent pasture for the 5 year period immediately before: 

(i)  an application for declaration of the project as an eligible offsets project is 
made; or

(ii) the first day of the baseline sampling round; whichever is the earlier; or
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(b) continuous cropping for the five year period immediately before: 

(i)  an application for declaration of the project as an eligible offsets project is 
made; or

(ii) the first day of the baseline sampling round; whichever is the earlier.

�� evidence must be provided to demonstrate, to the satisfaction of the Regulator, that 
the land was managed as set out above:

(a) as permanent pasture; or

(b) as a continuous cropping system.

�� if any part of the land was subject to continuous cropping then the new management 
actions must include converting that part of the land to permanent pasture.

Establishing a project area
The area in which the project will occur is to be identified using the CFI Mapping 
Guidelines and then divided into one or more carbon estimation areas (CEAs), and if 
applicable, exclusion areas. 

CEAs are the areas of the project where changes in soil carbon stock will be measured 
(using detailed sampling as set out below). Exclusion areas are those parts of the project 
area where the project will not take actions to build soil carbon and may include a road, 
a building or another area not used for primary production.

The project can include one CEA or the project area can be divided into multiple CEAs. If 
one part of the project area is very different to another, it may be better to establish more 
than one CEA because it is easier to detect changes in soil carbon stock over time in 
more homogeneous CEAs. 

The boundaries of a CEA must be defined in accordance with the CFI Mapping Guidelines 
and the CFI soil sampling design method (which is included in the CFI Soil Sampling 
Design Method and Guidelines). Once the boundaries of a CEA have been established 
they cannot change.

Preparing a sampling plan
A sampling plan must be prepared in accordance with the instructions in the CFI soil 
sampling design method. The sampling design method can be implemented on all 
eligible project areas, and knowledge of the spatial variability of soil carbon on a property 
is not needed to use this method.

The soil sampling design requires CEAs be divided into equal area strata with randomly 
allocated sampling locations in each. For example, a square CEA may be divided up into 
a nine square strata using a three by three (3 x 3) regular grid, with four sampling locations 
randomly allocated in each stratum.

Not all project areas will have evenly shaped CEAs and the CFI Soil Sampling Design 
Method and Guidelines set out further information on how to divide up CEAs into strata. 

A soil sample from one sampling location in each stratum in the CEA is combined to form 
a composite (see Conduct baseline soil sampling). A minimum of three strata and three 
composites (three sampling locations in each stratum) must be included in each CEA, 
however taking more samples, particularly by increasing the number of strata, will greatly 
improve the ability to detect changes in soil carbon stock over time.
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Care should be taken when preparing a sampling plan to ensure it is optimal for detecting 
changes in soil carbon stock over time while considering the financial resources available 
for soil sampling. The CFI Soil Sampling Design Method and Guidelines set out some of 
the key factors that should be considered when developing a sampling plan. 

Conducting baseline soil sampling
For a Soil Carbon in Grazing Systems project, a baseline sampling round provides an 
initial estimate of the soil carbon stock in each CEA. A baseline sampling round must 
be done after the project start date and before project management actions start on 
a CEA. 

It is recommended that the time between the project start date and the baseline sampling 
round is minimised to allow plenty of time for follow-up sampling rounds in the first 
reporting period. 

A baseline sampling round must be conducted at an appropriate time of year, which is 
generally when soil moisture conditions are right for collecting soil samples (see Division 
4.2 of the methodology determination and explanatory statement). Choosing the time 
of year is important and must be done carefully because subsequent sampling rounds 
must be conducted at approximately the same time of year. There is a 60-day window 
to conduct each CEA baseline sampling round, and a six-month window to conduct all 
CEA baseline sampling rounds in a project area.

Soil samples must be collected to a minimum depth of 30 cm, but may be collected 
deeper. All reasonable efforts must be made to sample to the same nominated sampling 
depth at all sampling locations in the CEA. If the nominated sampling depth is greater 
than 30cm, the upper layer (0-30cm) and deeper layer (30+cm) must be prepared and 
analysed separately (see Division 4.2 of the methodology determination and explanatory 
statement).

Collecting and preparing samples in the field must be conducted by a qualified technician 
(see Division 4.2 of the methodology determination). The technician needs to locate the 
sampling locations identified in a sampling plan in accordance with the CFI soil sampling 
design method. The technician must also conduct sample collection and preparation 
in accordance with the CFI soil sampling and analysis method, which is included in 
the CFI Soil Sampling and Analysis Method and Guidelines. A soil sample from one 
sampling location in each stratum of a CEA must be combined to form a composite. 
A sub- sample is taken from each composite and sent to an accredited laboratory for 
organic carbon and water content analysis in accordance with the CFI soil sampling and 
analysis method.

Exclusive management actions
From the activity start date until the end of the final crediting period, the only actions 
that may be conducted on the project area are those identified as project management 
actions. The Clean Energy Regulator must be notified of any changes to the project 
management actions before the end of the final crediting period. Project management 
actions can be described broadly to avoid needing to update the Clean Energy Regulator 
of minor changes, and should include all management actions likely to be conducted 
between the activity start date and the end of the final crediting period. For example, a 
project management action may be described as high intensity, short-rotation grazing 
without specifying the precise stocking density and duration of rotations.
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Follow up soil sampling
Once project management actions have started, follow-up soil sampling rounds must 
be undertaken to estimate changes in soil carbon stocks over time. For these follow-
up sampling rounds, the same CEAs and strata must be sampled and the CEA and 
strata boundaries must not change. New sampling locations can be randomly allocated 
within each strata, or offset by a small distance from the original sampling locations, in 
accordance with the CFI soil sampling design method.

Follow-up sampling rounds must be conducted at the same time of year (plus or minus 
30 days) as the baseline sampling round for each CEA. This reduces the influence of 
seasonal variability in soil carbon stocks on measured soil carbon change over time. 

The time between consecutive sampling rounds (sampling interval) must be no less than 
one year and no more than five years. A fixed sampling interval is not prescribed, but 
the sampling interval must not vary by more than two years for the project duration. 
This ensures that sampling rounds are relatively evenly spaced over the crediting period, 
while providing flexibility to change the frequency of sampling rounds according to the 
circumstances of your project. It is recommended that at least five sampling rounds are 
undertaken over a 15-year crediting period.

Calculating change in soil carbon 
After two sampling rounds, soil carbon stock change is calculated as the difference 
between the mean soil carbon stocks from the baseline sampling round to the first 
project sampling round in each CEA. 

A temporary 50 per cent discount is applied to the total change in soil carbon in the 
project area (the sum of the soil carbon change in all CEAs) (see Subdivision 6.1.3 of the 
methodology determination and explanatory statement). This reduces the risk of over-
crediting early in the project, by limiting the chance that ACCUs are issued for change 
that is mostly related to seasonal conditions rather than management. It also reduces 
the risk that projects have to maintain unrealistically high soil carbon stocks. The 50 per 
cent discount is only temporary; after three or more sampling rounds there is no discount 
applied and the discounted soil carbon change can be regained if soil carbon stock has 
been maintained.

After three or more sampling rounds, changes in soil carbon stock are calculated based 
on fitting a trend line (the slope of a linear regression) through the measured soil carbon 
stock at each sampling round (see Subdivision 6.1.5 of the methodology determination 
and explanatory statement). A trend line more accurately estimates the average change 
in soil carbon over time due to the project management actions, as it smooths the 
fluctuations in soil carbon stocks that can occur because of natural variation such as wet 
and dry periods.

The change in soil carbon in a reporting period that includes three or more sampling 
rounds is determined by multiplying the slope defined for the trend line by the duration 
of the project and then subtracting any calculating the change in soil carbon between 
the baseline sampling round and the most recent sampling round, and subtracting 
any soil carbon increases already reported rewarded (See Subdivision 6.1.6 of the 
methodology determination). This is to ensure ACCUs are issued for individual reporting 
periods only and not cumulatively. The CFI Soil Carbon in Grazing Systems Calculator 
can help calculate soil carbon stock change in accordance with the requirements of the 
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methodology determination. It includes a simple data entry interface for you to enter the 
results of your soil sampling and analysis, and calculates the values for soil carbon stock 
change needed for your offsets report.

The methodology also includes statistical adjustment to the sampled soil carbon to 
ensure that the mean change in soil organic carbon stock would be exceeded 60 per 
cent of the time.

Calculating emissions from the project
Every project needs to take into account emissions that arise from running it. These 
emissions must be included in the calculations that determine the net amount of carbon 
a project has stored in a reporting period and crediting period. To calculate changes in 
emissions, it is necessary to establish ‘baseline emissions’ for each relevant source – that 
is, the emissions that are assumed to have occurred in the absence of the project.

Project management actions to build soil carbon on grazing land could affect emissions 
from sources including livestock, tillage, synthetic fertiliser and lime application. The 
methodology determination provides some allowance for emissions to increase or 
decrease before they must be accounted for. Only material changes, which are changes 
of a certain magnitude relative to the baseline, must be included in the net abatement 
calculation. 

The methodology determination establishes a series of standardised approaches to 
estimating baseline emissions. This provides the flexibility for many different types of 
projects to participate, including projects with limited historical data. However, these 
approaches only estimate baseline emissions and may not precisely reflect the situation 
for each specific project.

Baseline emissions from each source need to be calculated according to the appropriate 
method set out in the methodology determination. In some cases this will involve using 
historic data, but if this data is unavailable, baseline emissions can be calculated using 
one of the alternative approaches. For example, as a default, baseline emissions from 
livestock must be calculated using historic property livestock numbers.

Emissions from an individual source may increase or decrease as a result of a project. 
For example, an increase in stocking rates during the project will increase emissions from 
livestock. 

Calculating net abatement
The net abatement number for each reporting period is the change in soil carbon 
stocks for the reporting period less any increase in emissions from all sources (livestock, 
synthetic fertiliser, lime and tillage). If the net abatement number is positive, the project 
may be eligible to receive ACCUs. If the net abatement number is negative, for example 
because there was a small increase in soil carbon stocks and a large increase in other 
emissions, the project would not be eligible to receive ACCUs. 

This negative net abatement number would be carried over into later reporting periods to 
ensure that all increases in emissions are accounted for over the crediting period.

Record keeping requirements
The methodology includes very detailed record keeping requirements. Essentially, 
auditable standard records must be kept for each soil sampling round, for emissions 
from other sources within the project areas, and for all project management actions.
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Emissions	avoidance	methodology:	
destruction	of	methane	generated	
from	manure	in	piggeries
(See also <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Fact-sheets-
FAQs-and-guidelines/Publications/Documents/Undertaking%20a%20piggeries%20
project%20-%20Guide.pdf>) 

Summary
This methodology applies to projects to reduce methane generated from manure in 
piggeries. In brief, projects under this methodology collect and destroy methane emitted 
from waste storage lagoons, with a combustion device such as flaring system, electricity 
generation system and/or a gas boiler. 

The methodology ensures abatement is additional by setting the baseline. The baseline 
sets the level of emissions likely to be emitted in the absence of the project, under 
common practices. The methodology specifies that the level of abatement cannot 
exceed the baseline emissions.

The baseline is set based on activity levels in the period of abatement, and the activity 
does not lead to a decrease in activity levels. This ensures leakage does not occur, 
as there are no incentives for an increase in activity outside the control of the project 
proponent.

Methodology	details

Scope of the project
This methodology applies to projects that involve the capture of biogas generated by 
decomposition of piggery manure waste. A project earning credits under this methodology 
has three components including the:

�� use of covered lagoons to prevent the release of biogas (including methane) to the 
atmosphere;

�� collection of biogas from the covered lagoons; and

�� combustion of the methane component of the biogas to convert it to CO
2
.

Timing and location
For a project to be eligible, it must be located in Australia and within the relevant timeframes.

This methodology can be applied to projects for which equipment was installed on or 
after 1 July 2007. Emission credits can potentially be earned for abatement that occurs 
from 1 July 2010 (subject to the start date of the project). The different time scales apply 
to recognise actions taken by some piggery owners after July 2007 (before July 2010) to 
reduce emissions in anticipation of abatement policies.

Emission sources
The methodology covers:

�� emissions from anaerobically treated waste in project lagoons;
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�� emissions from gas capture and combustion:

�� from internal combustion engine;

�� from gas boiler to generate steam or heat water; and

�� from flaring.

�� emissions from grid-derived electricity and fuel used in the capture and combustion 
of gas.

It does not cover emissions or energy use associated with treatment of waste, washdown 
of sheds, maintenance of lagoons or sludge disposal as these are assumed to occur in 
the same manner in both the baseline and under the project.

Project requirements
To be considered an eligible project:

�� project lagoons must have a minimum depth of two metres and meet the best practice 
principles in the National Environmental Guidelines for Piggeries 2010 (available from 
Pork Australia Limited);

�� inputs to the lagoon must consist only of effluent from the operation of piggery sheds 
(which may include undigested food and bedding);

�� flaring systems can be open or closed systems to combust the biogas, but the flare 
design should maintain continuous destruction of methane:

�� for the flaring system to be considered operational, records of the flare being 
operational are required, and if the flare is not operational for more than twenty 
minutes then the flare destruction efficiency must be zero; and

�� when the flare is not operational, any biogas flowing from the device without 
combustion is not eligible for credits.

Establishing the baseline
The baseline sets the amount of methane that would have been generated and released 
under conventional piggeries waste management arrangements. Under conventional 
management, waste is collected and stored in uncovered lagoons. Methane is produced 
through anaerobic decomposition of organic matter in the waste, in the absence of any 
abatement it is emitted into the atmosphere.

The baseline defines the level of emissions expected under normal circumstances in 
the absence of the project. By defining this baseline, the methodology ensures that 
the abatement that is achieved and credited due to the project is a true reduction in 
emissions, that is, the abatement is additional.

The baseline is set based on activity levels in the period of abatement, and the activity does 
not lead to a decrease in activity levels. This ensures leakage does not occur, as there are 
no incentives for an increase in activity outside the control of the project proponent.

The baseline emission level (given in tonnes of CO2
-e) is calculated based on:

�� the amount of volatile solids in the effluent stream to the lagoons, estimated using the 
PigBal model;

�� maximum methane producing capacity from volatile solids in pig waste effluent (set 
at 0.45);

�� methane conversion factors which reflect the portion of methane produced under 
temperature and treatment specifications (set at 0.9 for Australia); and

�� the factor that converts cubic metres of methane to tonnes of CO
2
-e at standard 

conditions.
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Information required by the PigBal19 model includes the type of information a piggery 
operator would already collect (such as the number of animals by various classes, feed 
mix used, climate conditions and the waste pre-treatment system used).

Net abatement amount
The net abatement amount is the avoided greenhouse gas emissions from the 
destruction of methane, less the emissions from fuel and electricity use to operate the 
equipment. Abatement calculations are to be conducted at least once a year. Abatement 
is calculated based on:

�� the volume of methane destroyed by the combustion device:

�� volume of biogas sent to the device;

�� proportion of biogas that is methane (default value is 0.7, alternatively this can be 
determined and monitored by the facility according to the regulations); and

�� methane destruction efficiency of the device (default value is 0.98, alternatively this 
can be determined for individual devices according to regulations).

�� quantity of nitrous oxide emissions released as a result of methane destruction by the 
device:

�� energy content of the biogas (as prescribed in NGER Measurement Determination20);

�� emissions factor for nitrous oxide emitted during the combustion of biogas (as 
prescribed in NGER Measurement Determination); and

�� in the case of the use of an internal combustion engine to generate electricity, 
calculations may also include the amount of electricity produced and the electrical 
efficiency factor of the engine (which has a default value of 0.36 if a value is not 
specified by the manufacturer).

�� the emissions from electricity and fuel use for the operation of the devices used for the 
capture and combustion of biogas:

�� quantity of each fuel type used; 

�� energy content of each fuel type (as prescribed in NGER Measurement 
Determination)

�� emission factor for each fuel type (as prescribed in NGER Measurement 
Determination); 

�� the quantity of electricity purchased (before 1 July 2012); and

�� the scope two emissions factor for the State, Territory or electricity grid in which 
consumption occurs (as prescribed in the NGER Measurement Determination).

The volume of methane destroyed cannot be greater than the volume of methane 
determined in the baseline.

All methane flowing to the combustion devices must be accounted for – either combusted 
or released. If not all the methane can be accounted for then the destruction efficiency is 
assumed to be zero for the period in which the methane is not fully accounted for.

19 PigBal refers to a nutrient mass balance model for intensive piggeries <http://www.climatechange.gov.au/
reducing-carbon/carbon-farminginitiative/ methodologies/methodology-determinations/destruction-1>

20 The National Greenhouse and Energy Reporting (Measurement) Determination 2008 provides methods 
and criteria for calculating greenhouse gas emissions and energy data under the National Greenhouse 
and Energy Reporting Act 2007 (NGER Act): <http://www.climatechange.gov.au/climate-change/
greenhousegas-measurement-and-reporting/company-emissions-measurement/national-0>
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Data collection, measurements and reporting
The data collection methods are detailed in Table A.1 below.

Further requirements and details are as follows:

�� financial penalties may apply if requirements are not met;

�� regular monitoring and maintenance of equipment is required to ensure it is operating 
accurately;

�� records must be kept of:

�� all data inputs;

�� maintenance records including logs of equipment operation, measures taken to correct 
accuracy of equipment, certificates from laboratory if default values are not used;

�� details of the combustion devices and monitoring equipment such as model, serial 
number, calibration procedures, monitoring data, number of failures, date and 
duration of failures, calculations for methane not combusted, calibration data; and

�� biogas composition (if not using the default value) and details of the gas analyser 
equipment.

�� raw data, observations, equipment readings and calculations must be kept in an 
auditable form in relation to direct and indirect measurement;

�� a report must be submitted every reporting period, including: 

�� net abatement;

�� an independent audit report;

�� quantity of methane in baseline;

�� methane sent to each device;

�� destruction efficiencies;

�� the number of failures and periods with no records of device operation;

�� total fuel or electricity used; and

�� electrical efficiency of internal combustion engine generators.

Table A.1: Data collection methods

Parameter Description Unit Measurement 
procedure

Frequency

PigBal inputs to determine volatile solids (VS)

Pig numbers The number of 
pigs in each class 
housed in the shed

Number per class 
(class as defined 
within the worksheet 
entitled Herd Input 
Data in the PigBal 
workbook)

From shed records Monthly; or following 
destocking, herd 
expansion or herd 
mix changes, weekly 
until numbers 
stabilise

Feed used For each type of 
feed mix used, the 
weight delivered to 
the facility minus the 
stockpile remaining 
each year

Kilograms (kg) feed 
type as defined 
within the worksheet 
entitled Feed 
Details in the PigBal 
workbook

From delivery 
records

Monthly

Pre-treatment 
screening

Presence or 
absence of screens

As defined within the 
worksheet entitled 
Assumptions in the 
PigBal workbook

From shed 
maintenance 
records

Addition or removal
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Parameter Description Unit Measurement 
procedure

Frequency

Data collection for abatement calculations

Q
biogas,h

Quantity of biogas 
sent to combustion 
device h

Cubic metres (m3) The standards 
and protocol for 
measurement 
are outlined at 
section 4.18 of the 
methodology

Continuous  
monitoring—an 
average value in 
a time interval not 
greater than one hour

Flare operating 
conditions

Flare operation 
detection, and for 
enclosed flares, the 
flame temperature

All flares—on or 
off; and enclosed 
flares—degrees 
Celsius

All flares—automated 
flame detection 
using an ultraviolet 
beam sensor, 
thermocouple, 
temperature sensor, 
or equivalent device

Continuous 
monitoring with at 
least one record 
every twenty minutes

DE
h

Methane destruction 
efficiency for device h

Per cent (%) Open flares:

- Default: 98% (factor 
of 0.98)

Enclosed flares:

- Measured 
efficiency—Duplicate 
compliance testing, 
measured every six 
months, by a NATA 
accredited emission 
stack testing 
company, using a 
method based on US 
EPA Method 18 or 
US EPA Method 3C

- Default: 98% (factor 
of 0.98)

Internal combustion 
engine:

- Measured 
efficiency—Duplicate 
compliance testing, 
measured every six 
months, by a NATA 
accredited emission 
stack testing 
company, using a 
method based on 
US EPA Method 18 
or US EPA Method 
3C or

- Not measured if 
amount of methane 
combusted is 
calculated from 
amount of electricity 
(MWh) produced 
in accordance with 
section 4.13 of the 
methodology

- Default: 98% (factor 
of 0.98)

Gas boiler:

- Default: 98% (factor 
of 0.98)

Every six months 
if using measured 
efficiency by a testing 
company, or not 
applicable if using the 
default value
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Parameter Description Unit Measurement 
procedure

Frequency

W
CH4

The proportion of 
the volume of biogas 
that is methane, as a 
percentage

The fraction of cubic 
metres of methane in 
the cubic metres of 
biogas (m3 CH

4
/m3)

A default methane 
proportion of the gas 
may be used—this 
default proportion 
is 70%

Otherwise the 
methane fraction 
must be measured, 
as described below:

- using an inline gas 
analyser or

- samples of 
the biogas are 
collected and sent 
to a laboratory 
for analysis—see 
section 4.19 of the 
methodology for 
further details

Continuous, if using 
inline gas analyser; 
or monthly, if 
sampling (laboratory 
analysis)

Electricity used

Q
elec

Quantity of 
electricity used 
for the operation 
of gas capture 
and combustion 
equipment

Kilowatt hours (kWh) Meter measuring the 
electricity used by 
equipment installed, 
the electricity usage 
is the value from that 
meter

Electricity used 
to operate the 
biogas capture 
and combustion 
equipment can 
be estimated as a 
proportion of the 
total electricity used 
on the property

Project proponents 
must provide a 
justification for the 
estimates

If sub-metering is 
used, then monthly 
If estimated from 
invoices, then 
estimate from total 
electricity used for 
the reporting period

Fuel used

Q
i

Quantity of fuel 
type (i)

For liquid fuels, 
measured in kilolitres 
(kL), or for gaseous 
fuels, measured in 
cubic metres (m3) 
unless otherwise 
specified in the 
NGER Measurement 
Determination

For each fuel used 
(for example, diesel 
or LPG) the amount 
must be estimated 
as a proportion of 
totals for the project 
activities

The estimation can 
be made from a 
reading from a meter 
or from invoices

Manufacturer’s 
specifications will 
assist with these 
estimates for 
the gas capture 
and combustion 
component

At least once during 
the reporting period
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Parameter Description Unit Measurement 
procedure

Frequency

Ep
h

Quantity of 
electricity produced 
by methane 
combustion in the 
internal combustion 
engine generator.

Megawatt hours 
(MWh)

Meter data, 
recording electricity 
sent to the grid; 
meter data 
recording electricity 
produced by 
internal combustion 
engine generator 
(for electricity used 
on site)

The accuracy of the 
meter used must 
be equivalent of a 
revenue meter; or 
meter data recording 
electricity sent to 
the grid

Total amount of 
electricity produced 
during the reporting 
period

Electrical Efficiency 
Factor (Eff)

The electrical 
efficiency factor 
of the internal 
combustion engine 
generator

Per cent (%) As specified by the 
manufacturer of 
the generator in the 
technical manual for 
the equipment or 
the default value of 
36% (as outlined in 
the Greenhouse Gas 
Benchmark Rule 
(Generation) No. 2 
of 2003 (NSW) as 
amended)

Set value as per 
manufacturer’s 
specification or 
default

Source: Carbon Credits (Carbon Farming Initiative), Destruction of Methane Generated from Manure in 
Priggeries – 1.1 Methodology Determination 2013.

Emissions	avoidance	methodology:	
destruction	of	methane	generated	
from	dairy	manure	in	covered	
anaerobic	ponds
Summary
This methodology applies to projects to reduce methane generated from manure in dairy 
farms. In brief, projects under this methodology collect and destroy methane emitted 
from anaerobic ponds. The methane is destroyed through combustion. 

The methodology ensures abatement is additional by setting the baseline. The baseline 
sets the level of emissions likely to be emitted in the absence of the project, under 
common practices. The methodology specifies that the level of abatement cannot 
exceed the baseline emissions.

The baseline is set based on activity levels in the period of abatement, and the activity does 
not lead to a decrease in activity levels. This ensures leakage does not occur, as there are 
no incentives for an increase in activity outside the control of the project proponent.
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Methodology	details

Scope of the project
This methodology applies to projects involving the capture of biogas generated by 
decomposition of dairy waste. A project earning credits under this methodology has 
three components including the:

�� use of covered ponds to prevent the release of biogas (including methane) to the 
atmosphere;

�� collection of the biogas from the covered ponds; and

�� combustion of the methane component of the biogas to convert it to CO
2
.

Time and location
For a project to be eligible, it must be located in Australia and within the relevant timeframes.

This methodology applies for emission credits earned for abatement from 1 July 2010. 
Projects may have been established prior to 1 July 2010, but no credits are earned for 
early abatement.

Emission sources
The methodology covers:

�� emissions from effluent in anaerobic ponds;

�� emissions from gas capture and combustion:

�� from internal combustion engine;

�� from gas boiler to generate steam or heat water

�� from flaring; and

�� emissions from fuel used in the capture and combustion of gas.

It does not cover emissions or energy use associated with treatment of waste, washdown 
of sheds, maintenance of ponds or sludge disposal as these are assumed to occur in the 
same manner in both the baseline and under the project.

Project requirements
To be considered an eligible project:

�� the ponds must have a minimum loading rate of 50 grams of volatile solids per cubic 
metre of active pond volume per day;

�� the ponds must comply with the standards for the construction, operation and 
maintenance of ponds as prescribed in the Effluent and Manure Management Database;

�� inputs to the ponds must consist only of effluent that originates in the dairy shed and 
is a usual part of the waste stream, which may include waste from milking or feeding 
operations;

�� any flaring system used for the combustion part of the project must use a frequently 
sparking flare to ensure continuous destruction of methane, or include a control 
system that prevents gas flow through the flare when the flare is not operational; and

�� the flaring system must include a temperature monitoring system that ensures the flare 
is operating at the temperature required for complete combustion of methane and when 
the flare temperature drops below the temperature required for complete combustion 
of methane the control system must shut down biogas flow through the flare.
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Establishing the baseline
The baseline sets the amount of methane that would have been generated and 
released under standard methods of managing liquid dairy waste. Under conventional 
management, waste is collected and stored in uncovered anaerobic ponds. Methane 
is produced through anaerobic decomposition of organic matter in the waste, in the 
absence of any abatement it is emitted into the atmosphere.

The baseline defines the level of emissions expected under normal circumstances in 
the absence of the project. By defining this baseline, the methodology ensures that 
the abatement that is achieved and credited due to the project is a true reduction in 
emissions, that is, the abatement is additional.

The baseline is set based on activity levels in the period of abatement, and the activity 
does not lead to a decrease in activity levels. This ensures leakage does not occur, 
as there are no incentives for an increase in activity outside the control of the project 
proponent.

The baseline emission level (given in tonnes of CO2
-e) is calculated based on:

�� the amount of volatile solids (VS) in the effluent stream deposited in the ponds, 
estimated through one of three tiered methods:

�� empirical formula based on cow milk production, cow live weight, milking cow numbers 
and feed digestibility, adjusted to account for pre-treatments and the percentage of 
time animals spend in areas where the effluent is collected in the ponds;

�� calculating annual quantity of VS using the DGAS21 calculator, adjusted to account 
for the number of cows milked, pre-treatments and the percentage of time animals 
spend in areas where the effluent is collected in the ponds. The DGAS calculator 
is a tool used to determine greenhouse gas emissions from a dairy production 
system. The calculator and manual are freely available online; and

�� direct measurement of VS in the effluent stream for at least one week each season 
of the year, combined with data on number of milking cows, the percentage of time 
animals spend in areas where the effluent is collected in the ponds and the volume 
of effluent.

�� maximum methane producing capacity from VS in dairy production system waste 
effluent (set at 0.24m3/kg VS);

�� methane conversion factors which reflect the portion of methane produced under 
temperature and treatment specifications (set at 0.9 for Australia)l; and

�� the factor that converts cubic metres of methane to tonnes of CO2-e at standard 
conditions.

Net abatement amount
The net abatement amount is the avoided greenhouse gas emissions from the destruction 
of methane, less the emissions from fuel use to operate the equipment. Abatement 
calculations are to be conducted at least once a year. Abatement is calculated based on:

�� the volume of methane destroyed by the combustion device:

�� volume of biogas sent to the device;

�� proportion of biogas that is methane (default value is 0.7, alternatively this can be 
determined and monitored by the facility according to the regulations); and

21 DGAS refers to the Dairy Greenhouse Gas Abatement Calculator  
<http://www.dairyingfortomorrow.com/index.php?id=47>
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�� methane destruction efficiency of the device (default value is 0.98, alternatively this 
can be determined and monitored by the facility according to the regulations).

�� quantity of nitrous oxide emissions released as a result of methane destruction by the 
device:

�� energy content of the biogas (as prescribed in NGER Measurement Determination);

�� emissions factor for nitrous oxide emitted during the combustion of biogas (as 
prescribed in NGER Measurement Determination); and

�� in the case of the use of an internal combustion engine to generate electricity, 
calculations may also include the amount of electricity produced and the electrical 
efficiency factor of the engine (which has a default value of 0.36 if a value is not 
specified by the manufacturer).

�� the emissions from fuel use for the operation of the devices used for the capture and 
combustion of biogas:

�� quantity of each fuel type used; 

�� energy content of each fuel type (as prescribed in NGER Measurement 
Determination); and

�� emission factor for each fuel type (as prescribed in NGER Measurement 
Determination).

The volume of methane destroyed cannot be greater than the volume of methane 
determined in the baseline.

The temperature of the flame in an open or enclosed flare must be recorded and be at 
least 500°C. If the temperature is not recorded or is below 500°C for more than twenty 
minutes within an hour, or if an internal combustion engine or gas boiler is not operational, 
then the destruction efficiency is assumed to be zero for that hour.

Data collection, measurements and reporting
The data collection methods are detailed in Table A.2 below.

Further requirements and details are as follows:

�� financial penalties may apply if requirements are not met;

�� regular monitoring and maintenance of equipment is required to ensure it is operating 
accurately;

�� records must be kept of:

�� all data inputs;

�� maintenance records including logs of equipment operation, measures taken to 
correct accuracy of equipment, certificates from laboratory if default values are not 
used;

�� details of the combustion devices and monitoring equipment such as model, serial 
number, calibration procedures, monitoring data, number of failures, date and 
duration of failures, calculations for methane not combusted, calibration data; and

�� biogas composition (if not using the default value) and details of the gas analyser 
equipment.

�� raw data, observations, equipment readings and calculations must be kept in an 
auditable form in relation to direct and indirect measurement;

�� a report must be submitted every reporting period (the length of this is chosen by the 
project proponent and is between one and five years). Each report should include: 
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�� net abatement;

�� an independent audit report;

�� quantity of methane in baseline;

�� methane sent to each device;

�� destruction efficiencies;

�� total fuel used; and

�� electrical efficiency of internal combustion engine generators.

Table A.2: Data collection methods

Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Tier 1: Method for calculating VS

Milking cow 
numbers

Number of milking 
cows in an area 
where manure 
is collected and 
directed to the 
project pond

Number From herd recording 
data or farm records

Once every four to 
eight weeks as part 
of a herd recording 
event

Milk production Average amount of 
milk produced per 
cow per day

Litres (L)/cow/day Sales receipts or 
herd recording data 
or milk meters

Milk collection 
frequency or with 
each herd recording 
event or daily

Time milking cows 
spend in area (Ta)

For free-stall systems 
this is 21.6 hours

For all others this is 
2.4 unless weekly 
records are kept

Hours Recorded in logbook If default value 
is not used, in 
accordance with the 
Effluent and Manure 
Management 
Database

Pre-treatment 
screening

Solid removal 
efficiency from 
effluent using pre-
treatment methods

Fraction In accordance with 
section 3.5

For direct 
measurement, solids 
removal must be 
measured for a one 
week period for 
each season (four 
times per year) in 
accordance with the 
Effluent and Manure 
Management 
Database

Tier 2: Method for calculating VS—DGAS inputs

Milking cow 
numbers

Number of milking 
cows in an area 
where manure 
is collected and 
directed to the 
project pond

Number From herd recording 
data or farm records

Once every four to 
eight weeks as part 
of a herd recording 
event

Milk production The average amount 
of milk produced per 
cow per day

Litres (L)/cow/day Sales receipts or 
herd recording data 
or milk meters

Milk collection 
frequency or each 
herd recording event 
or daily

Milking cow live 
weight

The average live 
weight of milking 
cows by class

Kilograms (kg) Herd records, 
farm scales or sale 
receipts

Variable frequency 
as required by 
relevant calculations
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Average lactation 
length

Average number of 
days per year an 
individual milking 
cow is in lactation

Days/year/cow Herd recording data Each herd recording 
event or daily

Time milking cows 
spend in area (Td)

Average hours 
per day milking 
cows spend in the 
area that effluent 
is collected and 
directed to project 
pond

Hours Recorded in logbook Milk collection 
frequency or daily

Feed used and type For each type of 
feed mix used, the 
weight delivered to 
the facility minus the 
stockpile remaining 
each year

Kilograms (kg)

Feed type as 
defined within the 
worksheet entitled 
Feed details in the 
DGAS Calculator.

From delivery 
records

Feed supplies 
recorded after 
delivery with balance 
calculated by season 
(spring/summer/
autumn/winter), 
with home-grown 
pasture utilisation 
back-calculated

Fraction of effluent 
collected

Fraction of effluent 
sent to pre-treatment 
screening and 
the project pond 
after removing the 
average fraction of 
effluent spread daily 
on land from a sump

Fraction Where no effluent is 
spread daily on land 
from a sump the 
value is one

Where effluent is 
spread daily on land 
from a sump the 
fraction is estimated 
from sump design 
documents and 
logbook records

Daily

Pre-treatment 
screening

Solid removal 
efficiency from 
effluent using  
pre-treatment 
methods

Fraction In accordance with 
the methodology

For direct 
measurement solids 
removal needs to be 
measured for a one-
week period each 
season (four times 
per year)

Tier 3: Method for calculating VS—Physical measurement

Milking cow 
numbers

Number of milking 
cows in an area 
where manure 
is collected and 
directed to the 
project pond

Number Record numbers 
and enter into farm 
records

Once every four to 
eight weeks as part 
of a herd recording 
event

Time milking cows 
spend in area

The number of days 
per year and hours 
per day that cows 
spend in areas 
where effluent is 
collected for transfer 
to project ponds

Days or hours as 
appropriate

Recorded in logbook In accordance 
with the Effluent 
and Manure 
Management 
Database
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Volume of effluent The volume of 
effluent entering the 
project pond

Litres (L) From sump volumes 
or via suitable 
calibrated meter that 
can be used with 
effluent (e.g. non-
contact magnetic 
meter)

Four times per year 
to cover all four 
seasons, with at 
least one full week of 
data collection per 
season

VS concentration of 
effluent

The VS 
concentration of 
effluent entering the 
project pond

Milligrams (mg)/
Litre (L) or grams (g)/
Litre (L)

A sufficient number 
of subsamples 
to provide 
average effluent 
concentrations

Note: A typical sub-
sampling protocol 
would involve the 
collection of at least 
forty subsamples 
collected throughout 
the whole pump-out 
period of an agitated 
sump

Four times per year 
to cover all four 
seasons, with at 
least one full week of 
data collection per 
season

Data collection for abatement calculations

Q
biogas,h

Quantity of biogas 
sent to combustion 
device h

Cubic metres (m3) The standards 
and protocol for 
measurement are 
outlined below

Continuous  
monitoring—an 
average value 
in a time interval 
not greater than 
one hour
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

DE
h

Methane destruction 
efficiency for device 
h

Per cent (%) Flares

Measured efficiency 
(enclosed flares 
only)—duplicate 
compliance testing, 
measured every six 
months, by a NATA 
accredited emission 
stack testing 
company, using a 
method based on 
US EPA Method 18 
or US EPA Method 
3C

Default (open or 
enclosed flares): a 
default destruction 
efficiency of 0.98 is 
applied

Internal combustion 
engine

Measured 
efficiency: Duplicate 
compliance testing, 
measured every 
six months, by a 
NATA accredited 
emission stack 
testing company, 
using a method 
based on US EPA 
Method 18; or US 
EPA Method 3C or 
a default destruction 
efficiency is applied 
(0.98)

Gas Boiler

A default destruction 
efficiency is applied 
(0.98)

Every six months, 
if using measured 
efficiency by a 
testing company 
or not applicable 
if using the default 
value
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

W
CH4

The proportion of 
the volume of biogas 
that is methane, as a 
percentage

The fraction of cubic 
metres of methane in 
the cubic metres of 
biogas (m3 CH4/m3)

A default methane 
proportion may be 
applied—the default 
methane proportion 
of the gas is 70%

Otherwise the 
methane fraction 
must be measured, 
as described below.

1. Continuous, 
using an inline gas 
analyser or

2. Monthly, 
where samples 
of the biogas are 
collected and sent 
to a laboratory for 
analysis

Continuous (inline 
gas analyser) or 
monthly sampling 
(laboratory analysis)

Q
i

Quantity of fuel used 
for the operation 
of gas capture 
and combustion 
equipment

For liquid fuels, 
measured in 
kilolitres (kL), or 
for gaseous fuels, 
measured in cubic 
metres (m3) unless 
otherwise specified 
in the NGER 
(Measurement) 
Determination

For each fuel used 
(diesel, LPG, etc.) 
the amount must 
be estimated as 
a proportion of 
totals for the project 
activities

Manufacturer’s 
specifications will 
assist with these 
estimates for 
the gas capture 
and combustion 
component

If estimated from 
invoices, then 
estimate from total 
amount of fuel used 
per annum

Electricity produced Quantity of 
electricity produced 
by methane 
combustion in 
internal combustion 
engine generator

Megawatt hour 
(MWh)

Meter data, 
recording electricity 
produced by 
internal combustion 
engine generator (if 
electricity is used 
on site)

The accuracy of the 
meter used must 
be equivalent of a 
revenue meter; or 
meter data recording 
electricity sent to 
the grid

Total amount of 
electricity produced 
during the reporting 
period

Eff The electrical 
efficiency factor 
of the internal 
combustion engine 
generator

Per cent (%) As specified by the 
manufacturer of 
the generator in the 
technical manual for 
the equipment or a 
default value of 36%

N/A—assumed value

Source: Carbon Credits (Carbon Farming Initiative), Destruction of Methane Generated from Dairy Manure in 
Covered Anaerobic Ponds Methodology Determination 2013.
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Emissions	avoidance	methodology:	
destruction	of	methane	from	
piggeries	using	engineered	
biodigesters
(See also <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Fact-sheets-
FAQs-and-guidelines/Publications/Documents/Undertaking%20a%20piggeries%20
project%20-%20Guide.pdf>) 

Summary
This methodology applies to projects that reduce methane emissions from manure in 
conventional piggeries through the capture and combustion of biogas from engineered 
biodigesters. Projects that generate credits under this methodology require the installation 
and operation of engineered biodigesters and gas capture and combustion equipment in 
new or existing piggeries. The installed systems will replace conventional manure lagoon 
systems.

The methodology ensures abatement is additional by setting the baseline. The baseline 
sets the level of emissions likely to be emitted in the absence of the project, under 
common practices. The methodology specifies that the level of abatement cannot 
exceed the baseline emissions.

The baseline is set based on activity levels in the period of abatement, and the activity does 
not lead to a decrease in activity levels. This ensures leakage does not occur, as there are 
no incentives for an increase in activity outside the control of the project proponent.

Methodology	details

Scope of the project
This methodology applies to projects involving the capture of biogas generated by 
decomposition of piggery manure waste in engineered biodigesters. A project earning 
credits under this methodology has three components:

�� using engineered biodigesters to prevent the release of biogas (including methane) to 
the atmosphere;

�� collecting the biogas from the biodigesters; and

�� combusting the methane component of the biogas to convert it to CO
2
.

The engineered biodigesters must have been installed after 1 July 2010.

Emission sources
The methodology covers:

�� emissions from anaerobically treated waste in project lagoons;

�� emissions from gas capture and combustion using internal combustion engines, gas 
boilers or flaring;

�� emissions from fuel and electricity (between 1 July 2010 and 1 July 2012) used in the 
process of gas capture and combustion;
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�� fugitive emissions from the engineered biodigesters used in the project; and

�� emissions from post-treatment of piggery manure and other waste.

Project requirements
Waste deposited into the engineered biodigesters must be piggery manure. Limited 
additional waste may be included where it meets certain requirements and does not 
account for more than fifty per cent of the methane captured. Eligible additional waste 
includes other livestock waste (from sheep, rabbits, cattle, horses and poultry). If the 
waste stream contains additional waste it is classified as an additional waste project 
(rather than a standard project).

The flaring system used must ensure destruction of methane is continuous. Monitoring 
systems are to be used to record non-operational periods (such as when the temperature 
of the flare drops below the threshold). 

Baseline
The project baseline is the amount of methane that would have been released to the 
atmosphere from uncovered lagoons in the absence of the project. Baseline emissions 
are calculated from the amount of volatile solids (VS) in the waste stream.

For a standard project, the baseline is estimated based on:

�� the amount of VS in the manure stream estimated using the PigBal model:

�� number of animals (by class);

�� feed mix used;

�� climatic conditions; and

�� waste pre-treatment system.

�� maximum methane producing capacity from VS in pig waste effluent (default factor is 
0.45; and

�� methane conversion factor (default factor is 0.9).

For additional waste projects that contain only CFI eligible additional waste, the baseline 
is estimated based on:

�� emissions from the piggery waste portion of the waste stream are calculated as for a 
standard project;

�� methane emissions from the additional waste, calculated using the factors listed above 
as well as a specific measurement of the VS in the additional waste; and

�� the methane emissions from the additional waste are added to the methane from 
piggery waste to determine the total baseline emissions.

For additional waste projects that contain only CFI ineligible additional waste or a mixture 
of CFI eligible and ineligible waste, the baseline is estimated in two steps:

�� emissions for the piggery and CFI eligible waste are estimated using the process for 
CFI eligible additional waste; and

�� direct measurement of methane from all waste is taken (using an online gas analyser 
or sampling and laboratory analysis) and the calculated methane from the ineligible 
additional waste is subtracted. The methane emissions from the ineligible additional 
waste are calculated using VS and the emission factors (methane producing capacity 
of VS and methane conversion factors).

The result of each of the two steps is then compared and the lesser of the values is taken 
as the baseline for the project.
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The baseline calculations assume the waste treatment and storage practices do not 
change as a result of the abatement project. 

Calculating abatement
Abatement is equal to the emissions avoided due to the project less the emissions 
caused by the project. Emissions avoided are capped at the level of the baseline.

The information required to calculate net abatement from the project is listed below:

�� Emissions avoided:

�� amount of methane destroyed—for a standard project:

�� volume of biogas sent to combustion device; 

�� proportion of biogas that is methane; and

�� operational efficiency of the combustion device.

�� amount of methane destroyed—for an additional waste project:

�� volume of methane sent to the combustion device (calculated in the same way 
as for the baseline);

�� proportion of methane that is from piggery waste or CFI eligible waste; and

�� operational efficiency of the combustion device.

�� Project emissions

�� emissions from fuel and grid-sourced electricity (between 1 July 2010 and 1 July 
2012) used for pre-treatment equipment, heating and mixing systems, gas capture 
and combustion devices or post treatment equipment:

�� fuel type;

�� quantity of each fuel type; and

�� energy content and emissions factor of each fuel type (as prescribed in the 
NGER Measurement Determination).

�� emissions from the transport of eligible additional waste to the project site (where 
transport operations have changed as a result of the project):

�� fuel type;

�� quantity of each fuel type; and

�� energy content and emissions factor of each fuel type (as prescribed in the 
NGER Measurement Determination).

�� emissions from the engineered biodigester system—including fugitive emissions:

�� volume of methane sent to the device;

�� methane collection efficiency;

�� average operation efficiency; and

�� volume of methane vented in the event of a system shutdown or failure.

�� emissions from the uncontrolled anaerobic treatment of CFI-eligible waste:

�� calculated based on VS and emission factors as with the baseline.

�� emissions from the treatment of manure and digestate from the engineered 
biodigester when the digestate is treated, sent to landfill or sent to an open lagoon:

�� weight of the digestate;

�� various relevant emission factors of the digestate; and

�� VS in the discharged manure.
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Data collection, measurements and reporting
The data collection methods are detailed in Table A.3 below.

Further requirements and details are as follows:

�� financial penalties may apply if requirements are not met;

�� regular monitoring and maintenance of equipment is required to ensure it is operating 
accurately;

�� records must be kept of:

�� all data inputs;

�� maintenance records including logs of equipment operation, measures taken to 
correct accuracy of equipment, certificates from laboratory if default values are not 
used;

�� details of the combustion devices and monitoring equipment such as model, serial 
number, calibration procedures, monitoring data, number of failures, date and 
duration of failures, calculations for methane not combusted, calibration data; and

�� biogas composition (if not using the default value) and details of the gas analyser 
equipment.

�� raw data, observations, equipment readings and calculations must be kept in an 
auditable form in relation to direct and indirect measurement;

�� a report must be submitted every reporting period (the length of this is chosen by the 
project proponent and is between one and five years). Each report should include: 

�� net abatement;

�� an independent audit report;

�� quantity of methane in baseline;

�� methane sent to each device;

�� operating efficiencies;

�� number of occasions where a device fails or is shut down and duration of failure 
or shut down;

�� total fuel used;

�� electrical efficiency of internal combustion engine generators; and

�� types of waste treated in the digester.
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Table A.3: Data collection methods

Parameter Description Unit Measurement 
procedure

Measurement 
frequency

OE
h

Average operation 
efficiency for 
device h

Expressed as a 
fraction

Flare operation 
can be detected 
using temperature 
measurement

Uptime must be 
represented by a 
number between 
zero and one where 
zero represents a 
device that is not 
operating and one 
represents a device 
that is operating

If a device was 
operational for 45 
minutes of an hour 
the record for that 
hour and device 
must show a fraction 
of 0.75

For flares, if there 
is no record of 
the temperature 
of the exhaust 
gas of the flare 
or if the recorded 
temperature is less 
than 500°C for any 
period exceeding 
twenty minutes in 
any particular hour, 
then it must be 
assumed that during 
that hour the flare 
operation efficiency 
is zero

Hourly records of 
combustion device 
uptime must be kept

The average uptime 
for each day should 
be summed to 
provide the average 
operation efficiency 
for the reporting 
period
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

pH levels pH levels must be 
measured using 
a calibrated pH 
meter or sampling 
and analysis in 
accordance with 
APHA Method 
4500-H+ or USEPA 
Method 9040C 
or an equivalent 
method Samples 
in accordance 
with (1) (b) must be 
sampled on enough 
occasions to obtain 
a representative 
sample; and free 
of bias so that any 
estimates are neither 
over nor under 
estimates of the true 
value; and sampled 
immediately after 
additional waste is 
added; or where 
additional waste 
is continuously 
added—sampled on 
a weekly basis

Immediately after 
waste is added or 
If additional waste 
is continuously 
added—sampled on 
a weekly basis

Pig numbers This is the number 
of pigs in each class 
housed in the shed

Number per class From shed records Daily

Feed used Weight of each feed 
type

Kilograms (kg) of 
feed type

From delivery 
records

For each type of 
feed mix used, the 
weight delivered to 
the facility minus the 
stockpile remaining 
each year

Daily

Pre-treatment 
screening

Presence or 
absence of screens: 
Yes/No

As prescribed in the 
PigBal workbook

From shed 
maintenance 
records

Recorded when 
added or removed
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Screen removal 
efficiency

Solids and nutrient 
removal for different 
separation devices

Per cent (%) In accordance with 
the choice of a 
project proponent, 
either:

1. Where no screens 
are installed, a value 
of zero for all removal 
percentages

2. The figure 
prescribed from 
the supplier of 
the separator unit 
appropriate for 
piggery waste

3. The highest 
value for the type 
of separation unit 
prescribed in 
Appendix A of the 
Effluent and Manure 
Management 
Database

4. Measured, 
where the samples 
are: taken on 
enough occasions 
to produce 
an unbiased, 
representative 
sample 
representative 
of the piggery 
waste stream and 
the total solids 
concentrations at 
the project site only 
used for the piggery 
operation for which it 
was intended to be 
representative

For direct 
measurement, 
solids removal must 
be measured for a 
one-week period for 
each season (four 
times per year) in 
accordance with the 
Effluent and Manure 
Management 
Database

VS
e

VS of each eligible 
waste stream that is 
not from the project 
piggery operation 
but added to the 
project digester

Kilograms (kg) The standards 
and protocol for 
measurement as 
outlined in the 
determination

In accordance with 
the determination

Bo
e

Maximum methane 
producing capacity 
from the VS in 
eligible waste stream

The fraction of cubic 
metres of methane in 
the kilograms of VS 
(m3 CH4/kg VS)

From Schedule 
1 or measured in 
accordance with the 
determination

In accordance with 
the determination

VS
in

VS of each ineligible 
waste stream added 
to project digester

Kilograms (kg) In accordance with 
the determination

In accordance with 
the determination
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Bo
in

Maximum methane 
producing capacity 
from VS in CFI each 
ineligible waste 
stream

The fraction of cubic 
metres of methane in 
the kilograms of VS 
(m3 CH4/kg VS)

From Schedule 
2 or measured in 
accordance with the 
determination

If measured—in 
accordance with the 
determination

Additional CFI eligible 
waste

Amount of CFI 
eligible additional 
waste—for each 
eligible waste stream 
that would have 
been treated in an 
anaerobic lagoon

Kilolitres (kL) or 
kilograms (kg)

The amount of waste 
received during the 
reporting period 
as evidenced by 
invoices or; the 
amount of waste 
received during the 
reporting period as 
measured by an 
accepted industry 
measurement 
device calibrated 
to a measurement 
requirement or; if 
devices mentioned 
in subsection (2) are 
absent— 
according to industry 
practice

Daily

Additional CFI 
ineligible additional 
waste

Amount of CFI 
ineligible additional 
waste

Kilolitres (kL) or 
kilograms (kg)

The amount of waste 
received during the 
reporting period 
as evidenced by 
invoices or; the 
amount of waste 
received during the 
reporting period as 
measured by an 
accepted industry 
measurement 
device calibrated 
to a measurement 
requirement or; if 
devices mentioned 
in subsection (2) are 
absent— 
according to industry 
practice

Daily

MS
BCS

Maximum storage 
capacity of the 
biogas capture 
system

Cubic metres (m3) From installation 
and maintenance 
records

Recorded when 
installations or 
upgrades to the 
physical equipment 
of the biogas capture 
system occur that 
would change the 
storage capacity of 
the biogas capture 
system

F
pw

Average total flow of 
biogas from project 
digester for the week 
prior to a venting 
event

Cubic metres (m3
) From records for 

Q
biogas.

Weekly
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

t Number of days 
biogas is venting 
uncontrolled from 
the biogas capture 
system

Days From daily record Monthly

Qbiogas,h
Quantity of biogas 
sent to combustion 
device h

Cubic metres (m3) In accordance with 
the determination

Continuous 
monitoring—an 
average value in 
a time interval not 
greater than 1 hour

Fuel used

Qi

Quantity of fuel 
type (i) used for 
the operation 
of gas capture 
and combustion 
equipment

For liquid fuels, 
measured in 
kilolitres (kL), or 
for gaseous fuels, 
measured in cubic 
metres (m3) unless 
otherwise specified 
in the NGER 
(Measurement) 
Determination

For each fuel used 
(diesel, LPG, etc.), 
the amount must 
be estimated as 
a proportion of 
totals for the project 
activities

The estimation may 
be made from a 
reading from a meter 
or from invoices

Manufacturer’s 
specifications can 
be used to assist 
with these estimates 
for the gas capture 
and combustion 
component

At least once during 
the reporting period

Electricity used

Qelec

Quantity of 
electricity used 
for the operation 
of gas capture 
and combustion 
equipment

Kilowatt hours (kWh) Meter measuring the 
electricity used by 
equipment installed, 
the electricity usage 
is the value from that 
meter

Electricity used 
to operate the 
biogas capture 
and combustion 
equipment may 
be estimated as a 
proportion of the 
total electricity used 
on the property

Project proponents 
must provide a 
justification for all 
estimates

If estimated from 
invoices—estimate 
from total electricity 
used for the 
reporting period 
If sub-metering is 
used—monthly
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Parameter Description Unit Measurement 
procedure

Measurement 
frequency

Electricity produced Quantity of 
electricity produced 
by methane 
combustion in the 
internal combustion 
engine generator 

Megawatt hours 
(MWh)

For electricity sent to 
the grid—meter data 
recording electricity 
sent to the grid or; 
for electricity used 
on site—meter data 
recording electricity 
produced by the 
internal combustion 
engine generator 
(for electricity used 
on site)

The accuracy of the 
meter used must 
be equivalent of a 
revenue meter

Total amount of 
electricity produced 
during the reporting 
period

Electrical Efficiency 
Factor (Eff)

The electrical 
efficiency factor 
of the internal 
combustion engine 
generator

Per cent (%) As specified by the 
manufacturer of 
the generator in the 
technical manual for 
the equipment or the 
default value of 36%

Set value as per 
manufacturer’s 
specification or 
default

WD,LF
Wet weight of 
digestate sent to 
landfill

Tonnes (t) From daily record Daily

VSEFF
VS of piggery 
manure discharged 
from project 
biodigester into 
lagoon

Kilograms (kg) In accordance with 
the determination

In accordance with 
the determination

BoEFF
Maximum methane 
producing capacity 
of the effluent 
discharged from 
project biodigester

Tonnes of methane 
per kilogram of VS (t 
CH4/kg VS)

In accordance with 
the determination

Annually

Source: Carbon Credits (Carbon Farming Initiative), Destruction of Methane from Piggeries using Engineered 
Biodigesters Methodology Determination 2013.

Emissions	avoidance	methodology:	
reducing	greenhouse	gas	emissions	
by	feeding	dietary	additives	to	
milking	cows
(See also <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Fact-
sheets-FAQs-and-guidelines/Publications/Documents/Undertaking%20a%20dairy%20
feed%20additives%20project%20-%20Guide.pdf>) 

Summary
This methodology applies to projects that reduce emissions from dairy cows by 
supplementing pasture feed with fats or oils for at least nine months a year. Emission 
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levels are calculated using the Dietary Fats Calculator22 available from the website of the 
Federal Department of Environment.

Improving feed quality for milking cows by incorporating feed additives that are high in 
fat can enhance feed conversion efficiency and cause faster feed passage through 
the rumen. This reduces the amount of enteric methane released and therefore avoids 
methane emissions into the atmosphere.

Defining the baseline, using the activities undertaken in the previous three years, ensures 
that the activities undertaken under the project are additional.

Methodology	details

Scope of the project
Dairy farms that are eligible under this methodology must have their milking cows pasture 
grazed for at least nine months each year. The concentration of fat in the diet of the 
milking herd must not exceed 70 grams of fat per kilogram of dry matter intake in any 
season (if this limit is exceeded then the net abatement for the project year is zero). Eligible 
feed additives are:

�� canola meal;

�� cold-pressed canola meal;

�� brewers grain;

�� hominy meal; and

�� dried distillers grain.

Timing and location
For a project to be eligible, it must be located in Australia (excluding external territories).

The first project year commences on the first day of a season after that date the project is 
declared an eligible offsets project. Each subsequent project year starts on the first day 
of a season beginning after the last day of the preceding project year.

Emission sources
The methodology covers methane emissions from enteric fermentation.

Determining the baseline
The baseline defines the level of emissions that would occur in the absence of the project. 
For this methodology, the baseline is determined based on data on three consecutive 
years. These years start on the first day of a season, end before the start of the first project 
year and do not start earlier than seven years before the start of the first project year.

22 <http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/ methodologies/
methodology-determinations/reducing-greenhouse-gas-emissions-milkingcows-through-feeding-dietary-
additives>
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Net abatement
Net abatement as a result of the project is determined as the difference between 
emissions under the baseline and emissions under the project. Emission levels are 
calculated using the Dietary Fats Calculator available from the website of the Federal 
Department of Environment.

Calculating emission volumes
Both the baseline emission levels and the net abatement amounts are calculated using 
the Dietary Fats Calculator. The minimum data required for each season to determine the 
baseline includes:

�� average number of milking cows in the milking herd;

�� average milk production;

�� intake of feed type other than pasture (including dry matter digestibility, crude protein 
and fat for each feed type, obtainable either from the manufacturer, from analysis of 
bulk feed samples or from feed quality data tables); and

�� average milking cow live weight (if not available for all seasons, this is determined using 
the standard reference live weight specified in the National Inventory Report).

In addition to the data required for the baseline calculations, the following information is 
required for calculation of the abatement amount:

�� mass of eligible additives;

�� fat metabolisable energy and crude protein of eligible additives (obtainable either from the 
manufacturer, from analysis of bulk feed samples or from feed quality data tables); and

�� average daily dry matter intake of pasture by a milking cow for each season (calculated 
based on output of the Dietary Fats Calculator and intake of non-pasture dry matter).

Monitoring, measuring, record-keeping and reporting
Records must be kept of all the inputs measured and entered into the Dietary Fat 
Calculator—including details on feeds. And the number of milking cows must be counted 
at least once a month in each year of the baseline and each project year.

Measuring and monitoring equipment must be inspected, maintained and calibrated.

The offsets report must include:

�� the start and end date of each baseline year and each project year;

�� the inputs and outputs from the Dietary Fats Calculator for each of the baseline years 
and project years; and

�� the net abatement amount calculated using the Dietary Fats Calculator.

Sequestration	methodology:	
reforestation	and	afforestation
Summary
The methodology applies to projects that establish a permanent forest planting on land that 
had been used for cropping or grazing for at least five years prior to the commencement 
of the project. Sequestration through an increase in biomass is measured using a detailed 
and complex procedure.
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The requirement that the land be previously used for cropping and grazing ensures 
the project is additional—that the forest did not exist without the incentives provided by 
the CFI. 

Leakage is avoided through land clearing laws that ensure forested land is not removed 
at other locations.

Methodology	details

Location and timing
The project must be located in Australia, including external territories.

The project is described as commenced at the earliest date for which planting is 
documented to have occurred—this cannot be earlier than 1 July 2010.

Emissions covered by the methodology
This methodology covers emissions and carbon stocks from:

�� fuel use due to project forest establishment and management;

�� fires in the project area, excluding emissions from a prescribed burn;

�� above and below ground biomass in live project trees;

�� above ground biomass in dead standing project trees (optional); and

�� biomass in litter and fallen dead wood (optional).

Requirements

Land
�� for at least five years prior to the start of the project, the land on which the project is 

conducted must have been used for grazing, cropping, or fallow between grazing and 
cropping activities;

�� the project area boundaries must be clearly identified using spatial coordinates; 
and the project area may be divided into stratum that identify areas with different 
characteristics.

Trees
�� the trees planted will have the potential to attain a height of two metres or more, and 

crown cover of at least twenty per cent of the total area in which the trees are located;

�� the plantings must be permanent and be planted to achieve forest cover; and

�� the trees may be of one or more species.

Disturbances
In the event of a disturbance to the growth of the trees (such as through fire, flood, 
drought or pests) the area affected must be identified within six months and the affected 
area separated from the main area of the planting for the purposes of calculating and 
reporting carbon stocks.

In the case of a fire disturbance, the full project area must be assessed and an estimate 
of the emissions from the fire calculated. The carbon stocks for the affected area are 
assumed to be zero.
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Tree management
No non-project trees may be removed from the project area unless:

�� they are prescribed weeds;

�� the removal of the tree is required or authorised by law; and

�� the trees are non-native, less than two metres high and have crown cover of less 
than five per cent of the area to be planted and are removed between the time of 
commencement and six months after planting.

A project tree may only be removed if it is for:

�� biomass sampling;

�� removing debris for fire management;

�� the removal of firewood, fruit, nuts, seeds or material used for fencing or as craft 
materials if not removed for sale;

�� traditional indigenous practices or in accordance with native title rights; and

�� thinning for ecological purposes.

One preparation burn is allowed prior to planting.

Fertiliser may be applied no more than four times in a 100-year period.

Estimating abatement
The baseline for the project is assumed to be zero.

Net abatement is calculated by subtracting project emissions from project removals. 
Project emissions are emissions from fuel use and fires in the project area.

To determine emissions from fuel use the quantity of each fuel used for each stratum, the 
energy content of each fuel type and the emissions factor for each fuel type are recorded.

Emissions from fire are estimated by comparing the mean plot carbon stocks of the 
relevant area before and after the fire event and multiplying by the land area affected by 
the fire. The amount of methane and nitrous oxide emitted from the fire is also estimated 
based on the amount of carbon emitted through the fire.

Determining the project removals (sequestration of carbon in tree biomass) is a complex 
procedure. The rules governing the processes and calculations are all laid out in the 
methodology, and briefly summarised as follows:

�� project removals are measured by conducting either a full inventory or a permanent 
sample plots (PSP) assessment, and must be measured less than six months prior 
to the submission of the offsets report. The PSP method can only be used after a full 
inventory has been conducted;

�� full inventories are to be conducted at least every five years through the establishment 
and management phases (the forest growth phases);

�� for each of the processes there are extensive requirements around sampling of trees, 
selecting and managing sample plots and mapping of the area and plots;

�� when conducting a full inventory all sample plots must be visited. Non-project trees 
within the plot are not assessed, but for each project tree in the plot the following 
information is collected:

�� tree status;

�� species; and

�� predictor measures (measures used to estimate biomass).
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�� assessing the carbon stocks contained in litter and fallen dead wood is optional and 
chosen by the project proponent;

�� as well as the net abatement amount, statistical uncertainty of the abatement amount 
must also be calculated at the ninety per cent confidence interval; 

�� the carbon stock change for a project is the sum of the carbon stock change for 
each of the stratum in the project, which in turn is determined by the carbon stocks 
of sample areas and the area of the stratum. The carbon stocks in a sample area 
are based on the biomass (in dry matter terms, determined through the allometric 
functions) of trees in the plot, the area of the plot and the carbon fraction of biomass 
in the trees; and

�� a slightly different, but more complex methodology is used for estimates using the 
PSP approach, which is based on changes in carbon stocks of the sample areas and 
the carbon stocks in the previous full inventory.

Allometric functions:
�� allometric functions are used to estimate the biomass of a tree based on predictor 

measures. A separate allometric function is estimated for each tree species, status, 
data range and geographic area;

�� the functions are developed using regression analyses to relate predictor measures to 
biomass estimates. Trees are randomly selected from sample areas to measure the 
biomass. The process for this selection is outlined in the methodology;

�� for each allometric function, a report must be compiled that explains the process 
undertaken for developing the function, including information about each tree sampled;

�� the function is relevant for the specific stratum, unless further analysis is conducted to 
allow it to apply to a region;

�� sampling of a tree in the process of developing the allometric functions requires the 
removal of the tree, separation into biomass components (stem, crown and dead 
material attached to the tree), recording of the wet weight of each of the components, 
and oven-drying the sample to determine the dry weight;

�� the below ground biomass can be assessed either using a ratio to the above ground 
biomass, or through a destructive method (removal of the roots, cleaning of soil and 
contaminants, removal of roots less than two millimetres in diameter, separating the 
different root types and recording the wet and dry weight);

�� similar processes are undertaken for trees that are dead but standing, and trees that 
are affected by fire—either alive or dead. Only the stem, not the branches, crown or 
below ground biomass, are included in biomass estimates for dead and fire affected 
trees;

�� the allometric functions must be tested and validated using measurements and 
statistical analysis; and

�� if a relevant allometric function is not available for a particular the biomass of that tree 
is recorded as zero.

Reporting and monitoring
The project must be monitored through on-ground inspections and surveys as well as 
remote monitoring such as aerial or satellite imagery. Less monitoring is required in the 
maintenance period. If the required monitoring is not carried out then the carbon stocks 
for the area are taken to be zero. Any growth disturbance events must be monitored and 
recorded.
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Records must be kept of all the measurements and calculations about the stratum, trees, 
carbon stocks, allometric functions, sampling activities, quality assurance measures and 
fuel use.

The first offsets report must include information about:

�� land titles for the land on which the project is located;

�� geospatial data files detailing the boundary areas;

�� maps of the project area;

�� details of each of the stratum – boundaries, maps, planting methods and dates, 
rationale for stratification;

�� land use and forest cover history for at least five years before commencement; and

�� documented procedures for quality assurance and control measures.

All offsets reports must also contain information about:

�� the strata – descriptions and status, carbon stocks (including details for its estimation 
process);

�� net greenhouse gas abatement;

�� change in carbon stocks for the project for the reporting period and the standard error 
(including details for each of the strata and sample plot areas);

�� project emissions for the reporting period and the standard error (fuel use and 
emissions from fires);

�� allometric functions (development and application);

�� sampling process;

�� growth disturbance events (dates, strata, nature and severity, monitoring, actions  
taken); and

�� quality control measures.

Sequestration	methodology:	
permanent	environmental	plantings	
of	native	species	using	the	CFI	
reforestation	modelling	tool
Summary
This methodology refers to projects that establish and maintain permanent environmental 
plantings. Estimates of carbon stocks under this methodology are prepared using the 
Reforestation Modelling Tool23 which can be downloaded from the website of the Federal 
Department of Environment.

The requirement that the land must have previously been unforested ensures the project 
is additional—that the forest did not exist without the incentives provided by the CFI. 

Leakage is avoided through land clearing laws that ensure forested land is not removed 
at other locations.

23 < http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/reforestation-tools>
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Methodology

Project scope
A project under this methodology establishes and maintains a permanent environmental 
planting, established through direct seeding or planting. The trees must have the potential 
to reach heights of at least two metres and crown cover over at least twenty per cent of 
the land.

Emissions coverage
The methodology accounts for carbon stocks and emissions from:

�� live above ground biomass;

�� live below ground biomass;

�� dead plant material and debris;

�� fuel use; and

�� fire.

Timing and location
The methodology applies from 1 July 2010. Plantings may have been established prior to 
1 July 2010 but credits may not be granted for abatement prior to that date.

The methodology applies to projects in Australia, excluding external territories.

Requirements
The land, in the five years prior to establishment:

�� must have been used for cropping, pasture management, grazing, nature conservation 
or settlement;

�� must have been non-forested; and

�� must not have had woody biomass removed, other than known weeds removed as 
required by law.

Biomass may only be removed from the project area:

�� for fire management;

�� in accordance with traditional practices or native title rights; and

�� if it is fallen timber removed for non-commercial firewood and only up to ten per cent 
of fallen timber.

Livestock must not graze in the area for three years following seeding or planting, or if it 
prevents the regeneration of trees.

The project area must consist of at least one carbon estimation area and may contain 
one or more exclusion areas (an exclusion area is an area that is not eligible to be included 
in the project because, for example, woody biomass has been removed). The carbon 
estimation area must have uniform site characteristics in terms of its soil type, aspect, 
position on slope, tree species or mix of species, planting and management methods. 
The areas must be identified on a geospatial map in accordance with the CFI Mapping 
Guidelines.



Summaries of selected emissions avoidance and sequestration methodologies  |  Appendix A

Workshop manual  |  The business case for carbon farming	 145

Net abatement
The baseline for the project is zero.

The initial carbon stock of the project area is taken as zero if the project is established on 
or after the date the project is declared an eligible offsets project. For projects that were 
established prior to being declared an eligible offsets project the initial carbon stock is 
determined using the Reforestation Modelling Tool.

The carbon stock at the end of a reporting period is determined using the Reforestation 
Modelling Tool and the change in carbon stock is the difference between the final carbon 
stock and the carbon stock at the end of the previous period (or the initial carbon stock). 
The change in carbon stocks is converted to a CO2

-e.

Methane and nitrous oxide emissions from biomass burning are determined using the 
Reforestation Modelling Tool.

Emissions from fuel use are calculated based on the quantity of fuel used, the energy 
content of the fuel and the emissions factor for the fuel type.

Net abatement amount is the difference between the project removals through increases 
in carbon stocks and the sum of the emissions from fuel use and fire.

Monitoring and reporting requirements
The CFI Mapping Tool24, or a geographic information system, must be used to monitor 
and report on geospatial information. 

The project is to be monitored through on ground observation and/or satellite imagery.

Records must be kept regarding:

�� fuel use;

�� identification of carbon estimation areas;

�� species or species mix planted in the project area;

�� evidence that the trees planted have the potential to meet the size requirements;

�� Reforestation Modelling Tool inputs and outputs;

�� forest management information (dates, planting and management methods);

�� evidence of land use for the five years prior to establishment; and

�� any disturbance events.

The offsets report must include information on:

�� the carbon stocks, project emissions and net abatement amounts;

�� forest management;

�� the project area; and

�� Reforestation Modelling Tool output files.

24 <http://www.climatechange.gov.au/reducing-carbon/carbon-farming-initiative/reforestation-tools>
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Sequestration	methodology:	
quantifying	carbon	sequestration	by	
permanent	mallee	plantings	using	
the	Reforestation	Modelling	Tool
Summary
This methodology applies to projects that establish mallee plantings in low rainfall areas. 
The estimation of carbon stocks and emissions from these projects are conducted using 
the Reforestation Modelling Tool available for download from the website of the Federal 
Department of Environment.

The requirement that the land must have previously been unforested ensures the project 
is additional—that the forest did not exist without the incentives provided by the CFI. 

Leakage is avoided through land clearing laws that ensure forested land is not removed 
at other locations.

Methodology

Project scope
A project under this methodology consists of a mallee planting that is planted with 
sufficient density so that the trees have the potential to achieve forest cover.

Emissions coverage
The methodology accounts for carbon stocks and emissions from:

�� live above ground biomass;

�� live below ground biomass;

�� dead plant material and debris;

�� fuel use; and

�� fire.

Eligible projects
The methodology applies from 1 July 2010. It applies to projects that:

�� established permanent plantings on or after 1 July 2007;

�� are accredited under the Commonwealth Government’s Greenhouse Friendly initiative;

�� are accredited under the NSW or ACT Greenhouse Gas Abatement Scheme (GGAS); 
and

�� established permanent plantings before 1 July 2007 and there is documentary 
evidence that demonstrates the primary purpose of the planting was for the generation 
of carbon offsets.

The methodology applies to projects in Australia, excluding external territories.

The land, in the five years prior to establishment:

�� must have been used for cropping, pasture management, grazing, nature conservation 
or settlement, or no purpose;
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�� must have been non-forested; and

�� has not had woody biomass removed, other than known weeds removed as required 
by law.

The land for the project area must receive 600 mm or less of annual rainfall, as defined 
by the long term average rainfall layer in the CFI Mapping Tool.

Livestock must not graze in the area for twelve months following planting or if it prevents 
forest cover from being achieved.

Biomass may only be removed in the case of:

�� fire management;

�� the removal of fruit, nuts, seeds or material used for fencing or as craft materials if not 
removed for sale;

�� traditional practices or native title rights; and

�� fallen timber removed for non-commercial firewood and only up to ten per cent of 
fallen timber.

Defining the project area
The project proponent must identify the boundaries of the project area in accordance 
with the CFI Mapping Guidelines, including a geospatial map.

The project area must consist of at least one carbon estimation area and may contain one 
or more exclusion areas (an exclusion area is an area that is not eligible to be included in the 
project because, for example, woody biomass has been removed). The carbon estimation 
area must have uniform site characteristics in terms of its soil type, aspect, position on 
slope, tree species or mix of species, planting and management methods. The areas must 
be identified on a geospatial map in accordance with the CFI Mapping Guidelines.

Net abatement
The baseline for the project is zero.

The initial carbon stock of the project area is taken as zero if the project is established on 
or after the date the project is declared an eligible offsets project. For projects that were 
established prior to being declared an eligible offsets project the initial carbon stock is 
determined using the Reforestation Modelling Tool.

The carbon stock at the end of a reporting period is determined using the Reforestation 
Modelling Tool and the change in carbon stock is the difference between the final carbon 
stock and the carbon stock at the end of the previous period (or the initial carbon stock). 
The change in carbon stocks is converted to a CO2

-e.

Methane and nitrous oxide emissions from biomass burning are determined using the 
Reforestation Modelling Tool.

Emissions from fuel use are calculated based on the quantity of fuel used, the energy 
content of the fuel and the emissions factor for the fuel type.

Net abatement amount is the difference between the project removals through increases 
in carbon stocks and the sum of the emissions from fuel use and fire.

Monitoring and reporting requirements
The CFI Mapping Tool, or a geographic information system, must be used to monitor and 
report on geospatial information. 



Appendix A  |  Summaries of selected emissions avoidance and sequestration methodologies

148	 The business case for carbon farming  |  Workshop manual

Records must be kept regarding:

�� fuel use;

�� identification of carbon estimation areas;

�� species or species mix planted in the project area;

�� evidence that the trees planted have the potential to meet the size and density 
requirements;

�� Reforestation Modelling Tool inputs and outputs;

�� forest management information (dates, planting and management methods);

�� evidence of land use for the five years prior to establishment; and

�� any disturbance events.

The offsets report must include information on:

�� carbon stocks, project emissions and net abatement amounts;

�� forest management;

�� the project area; and

�� Reforestation Modelling Tool output files.

Sequestration	methodology:	avoided	
deforestation
Summary
This methodology applies to projects that protect native forest areas over which clearing 
consent has previously been issued. The baseline emissions for the project are based on 
carbon stocks and emissions that would have been expected had the forest area been 
cleared. Estimates of carbon stocks in the forest are calculated through biomass surveys 
and a series of calculations based on survey results and default factors.

Methodology

Timing and location
The project must be in Australia, including external territories.

Emission credits may be issued from the date of application. The project proponent may 
apply for credits to be backdated with evidence that requirements were met before the 
application was submitted. The earliest credits can be issued for is 1 July 2010.

Project area requirements
To be an eligible project, the project area must:

�� include native forest and have been native forest for all times between 1 January 1990 
and commencement of the project;

�� have clearing consent issued before 1 July 2010, allowing clearing to convert the native 
forest to cropping or grazing land (not for conversion to native forest or settlement) and 
provides that the conversion to cropping and grazing land be permanent; and

�� be an area from which removal of wood for creating timber or wood product or 
firewood is not allowed.
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Applications for projects must include evidence (in the form of National Inventory System 
forest cover layer data or aerial imagery) of the forested land in 1989 and the year 
immediately prior to application.

Project activities
The project must protect the native forest by not clearing the forest and managing the forest 
so as to achieve a mix of trees, shrubs and understorey species reflecting the vegetation in 
national parks in the same region. No biomass may be removed for commercial purposes, 
up to five per cent of carbon stocks may be removed for personal use or fencing, and 
thinning of biomass is allowed to promote biodiversity or increase carbon stocks.

The native forest must be stratified into carbon estimation areas, exclusion areas and 
clearing buffers using remotely sensed imagery and land cover assessments. Areas of 
disturbance should be made a separate carbon estimation area. The areas should all be 
identified and marked on a geospatial map according to the CFI Mapping Guidelines.

Net abatement
The baseline for the project is taken to be the carbon stocks in the carbon estimation area 
if the deforestation plan had been implemented. This is determined based on the spatial 
extent of the area that was to be cleared and the proposed land uses for the cleared land.

A biomass survey must be undertaken within six months of submission of the first offsets 
report. The survey determines the biomass, and therefore carbon stocks, in the area through 
sampling techniques (explained in detail in the methodology) and allometric equations.

Allometric equations must be developed and validated for each tree species in the 
project area, or an existing equation (subject to conditions) may be validated. Validation 
is done through destructive sampling (of at least six trees). The methodology sets out the 
details of how sample plots and trees are to be selected for developing and validating 
the allometric equations and the destructive sampling process undertaken to determine 
the biomass of trees. The methodology also outlines the process of data analysis and 
regression required to develop the allometric function.

The biomass in each sample plot after clearing is assumed to be the remaining biomass 
after then land is cleared, burnt and decayed. This is calculated with a series of equations 
provided in the methodology.

Baseline emissions are assumed to be equal to the change in carbon stocks due to 
the clearing and burning plus methane and nitrous oxide emissions from burning during 
clearing activities.

Net abatement is given by the emissions in the baseline less project emissions. Project 
emissions are the sum of emissions due to degradation in the forest and emissions 
from fire and fuel use, less enhanced carbon stocks. Carbon stock degradation and 
enhancement are determined through surveys and comparison with the surveyed initial 
carbon stocks. The assessment of carbon stock enhancements is optional. Emissions 
associated with fire are determined based on the area burnt and emission factors. 
Emissions from fuel use are given by the quantity of each fuel used and the relevant 
emission factors.

Monitoring and reporting
The project area must be monitored for disturbances and remotely sensed images used 
for land assessments.
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Records must be kept relating to:

�� project area boundaries;

�� land cover assessments;

�� project eligibility;

�� biomass surveys including survey design, equipment calibration and resulting data;

�� allometric equations including development and validation processes and results; and

�� abatement calculations.

The offsets reports must include:

�� estimated carbon stocks for each estimation area;

�� emissions in the baseline and reporting period;

�� biomass survey reports;

�� details of project emissions;

�� details of the allometric equations, development and validation; and

�� monitoring report including remotely-sensed imagery and land assessments, and 
management actions taken.

Sequestration	methodology:	
human-induced	regeneration	of	a	
permanent	even-aged	native	forest
Summary
A project under this methodology aims to enable native vegetation to grow to achieve 
forest cover through the promotion and management of regeneration. This involves 
the management or removal of external pressures that prevent regrowth. Abatement is 
modelled using the Reforestation Modelling Tool available from the website of the Federal 
Department of Environment.

Methodology

Project scope
A project under this methodology aims to enable native vegetation to grow to achieve 
forest cover through the promotion and management of regeneration. This involves the 
management or removal of external pressures that prevent regrowth.

A project is eligible if:

�� the land has been clear of native vegetation and regrowth has been suppressed for 
at least ten years;

�� there is a documented commencement of a human-assisted regeneration activity; or

�� there is regeneration that is a direct result of a human-assisted regeneration activity.

Assisted regeneration of forest includes one or more of the following activities:

�� exclusion of livestock;

�� management of the timing and the extent of grazing;

�� management, in a humane manner, of feral animals;

�� management of plants that are not native to the project area; or

�� cessation of suppression activities.
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Emissions covered
This methodology covers carbon stocks and emissions from:

�� above and below ground live biomass;

�� dead plant matter and debris;

�� fuel use; and

�� fire.

Timing and location
The project must be located in Australia, excluding external territories.

The methodology allows for credits to be earned from 1 July 2010. Eligible projects may 
have been established prior to this date.

Project areas
The land that the project may be undertaken on must have been subject to suppression 
activity in the baseline period (ten years prior to the start of the project) such that forest 
cover was not achieved. More specifically:

�� the suppression activities during the baseline period resulted in carbon stocks being 
less than five per cent of the maximum carbon stocks of the project area, and

�� there was no forest cover (two metres in height and twenty per cent crown cover) 
during the baseline period.

The project area must be defined, and include at least one carbon estimation area. Each 
carbon estimation area has uniform land management across the area. Carbon estimation 
areas must be re-stratified in the event of significant disturbance or heterogeneous 
regeneration.

Areas within the project area that has forest cover immediately prior to project 
commencement, does not have forest potential, will not be used in project activities, or 
fails to regenerate are to be defined as an exclusion area.

Boundaries of the project, carbon estimation and exclusion areas must be defined and 
mapped in accordance with the CFI Mapping Guidelines.

Project operation
Under the project, biomass must not be removed from carbon estimation areas except 
for up to ten per cent of fallen timber for personal use as firewood. Thinning of biomass is 
allowed for ecological purposes provided the biomass remains in the carbon estimation 
area.

If the project activities include exclusion of livestock, livestock must be excluded until 
forest cover has been achieved. For all projects, livestock must be excluded from the 
carbon estimation area if the livestock prevent or inhibit the growth or maintenance of 
forest cover.

Lime or fertiliser must not be used in the carbon estimation area.

Net abatement
Net abatement is the increase in carbon stocks in the project area less project emissions 
(from fuel use and fire).

The baseline carbon stocks are assumed to be zero.
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Modelling of the carbon stocks commences from the date when sufficient regeneration 
has occurred to achieve forest cover. Areas without forest potential are recorded as 
having carbon stocks of zero.

The Reforestation Modelling Tool (available from the Department of Environment website) 
is used to determine, for each reporting period:

�� initial carbon stocks;

�� final carbon stocks;

�� tree layer carbon emitted to the atmosphere each month (used in the calculation of 
emissions from fire);

�� debris layer carbon emitted to the atmosphere each month (used in the calculation of 
emissions from fire); and

�� emissions from fire in the carbon estimation area.

Emissions from fuel use are calculated based on the quantity of each fuel type used and 
the energy content and emission factor of each fuel type.

Monitoring and reporting
Geospatial information must be monitored and reported on using the CFI Mapping Tool 
or a geographic information system in accordance with the CFI Mapping Guidelines25.

Disturbance events must be monitored and recorded.

Records must be kept of:

�� commencement of regeneration activities;

�� evidence of suppression activities for ten years prior to project commencement;

�� evidence to satisfy the project eligibility requirements;

�� descriptions of carbon estimation areas;

�� evidence of the plant species regenerating in the project area;

�� Reforestation Modelling Tool inputs and outputs;

�� forest management information;

�� project area information; and

�� fuel use on project activities.

Offsets reports must include the following information:

�� net abatement amount;

�� carbon stock changes;

�� emissions due to biomass burning;

�� fuel use emissions;

�� initial and final carbon stocks;

�� forest management information;

�� project area information; and

�� Reforestation Modelling Tool outputs.

25 <http://www.climatechange.gov.au/reducing-carbon/carbon-farminginitiative/methodologies/spatial-
mapping-guidelines>
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Appendix	B
Tax	implications	of	the	Carbon	
Farming	Initiative
By Andrew Spalding & Adam Smith—Norton Rose Fulbright Australia

B.1	Introduction
The purpose of Appendix B is to provide guidance on the tax implications of implementing 
and running a project under the Carbon Farming Initiative (CFI).

Appendix B covers the following topics:

	� Income tax treatment of CFI project costs.

	� Income derivation and tax treatment of Australian Carbon Credit Units (ACCUs).

	� Goods and services tax treatment of CFI project costs and ACCUs.

	� Primary production treatment and implications of CFI projects.

	� Implications for other taxes and incentives.

	� Specific deductions that may be relevant to CFI projects.

Appendix B should be used as a guide only and is not intended to be a substitute for 
legal, tax or other professional advice in relation to your specific circumstances.

A forestry managed investment scheme cannot be a CFI project and therefore 
Appendix B does not consider the tax concessions available for forestry managed 
investment schemes.

Appendix B assumes that you are an Australian resident for Australian income tax 
purposes. If you are not an Australian resident, the income tax treatment of your project 
may be different to what is set out below.

Changes in law

Appendix B is current to December 2013. At the time of publication, the Australian 
Government had introduced legislation into the Federal Parliament which if passed would 
repeal the Carbon Pricing Mechanism (CPM) with effect from 1 July 2014.

The Government has committed to retain the CFI as part of its carbon policy package.

The legislation that has been introduced into the Parliament to repeal the CPM also 
proposes to repeal various income tax and GST laws that relate to carbon units and 
prescribed international units (as these units will become redundant upon the repeal of 
the CPM). However, the general income tax and GST implications of running a project 
under the CFI and dealings in ACCUs should not change.1

Caution should be exercised when relying on the information provided here, as the 
tax laws (and the proposed amendments to the tax laws) may have changed since 
publication.

1 Based on the provisions in the Clean Energy Legislation (Carbon Tax Repeal) Bill 2013 (Cth) passed by 
the House of Representatives on 21 November 2013.

B.1.2
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Legislation

Schedule 2 of the Clean Energy (Consequential Amendments) Act 2011 (Cth) (CECA Act) 
inserted a new Division 420 into the Income Tax Assessment Act 1997 (Cth) (ITAA 1997).

Division 420 of the ITAA 1997 contains specific provisions that relate to the income 
tax treatment of dealings in emissions units (including ACCUs). Division 420 includes 
provisions that cover the holding and disposal of emissions units (including ACCUs).

No provisions have been inserted into the ITAA 1997 or the Income Tax Assessment Act 
1936 (Cth) (ITAA 1936) in relation to CFI project activities, and therefore the normal tax 
laws and principles apply to such activities.

Carrying on a business

This first issue that should be considered is whether a CFI project carried on by a taxpayer 
constitutes a business. A taxpayer who carries on a business will be subject to income 
tax and will need to consider whether the receipts of the business are assessable income 
and the outgoings of the business are allowable deductions.

The term ‘business’ is defined broadly in subsection 6(1) of the ITAA 1936 to include any 
profession, trade, employment or vocation. Whether or not the activities of a taxpayer 
amount to the carrying on of a business is a question of fact and degree that must be 
considered in each case.

The factors that are relevant to determining whether a business is being carried on include:

	� the purpose and intention of the taxpayer in engaging in the activities

	� the intention to make a profit from the activities

	� the size and scale of the activities

	� the repetition and regularity of the activities

	� whether the activities are carried on in a systematic and businesslike manner

	� whether a business plan exists.

It is likely that a taxpayer (i.e. a Project Proponent) who undertakes an approved CFI 
project will be carrying on a business, but this should be considered in each case.

Some taxpayers who undertake a CFI project will already be carrying on a business (e.g. a 
farmer). For those taxpayers, the CFI project will simply be an extension of their business, 
provided that the CFI project is conducted through the same entity as the primary business.

B.2	Income	tax	treatment	of	CFI	project	costs
Costs incurred to establish and operate a CFI project

The costs incurred by a taxpayer to establish and operate a CFI project are subject to 
the normal deductibility rules under the ITAA 1997. This is confirmed by the Explanatory 
Memorandum to the CECA Act, which states at paragraph 2.33:

Where an entity is undertaking activities under the Carbon Farming Initiative the normal 
deduction provisions apply to work out the deductibility of expenses they incur in those 
activities. The activities are effectively regarded as directed towards establishing an 
eligible offset project rather than towards producing ACCUs.

The general deduction provision under section 8–1 of the ITAA 1997 allows a deduction 
for losses and outgoings that are incurred as part of income producing activities, but only 
to the extent that the losses or outgoings are not of a private, domestic or capital nature.

B.1.3
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Therefore, where a CFI project is conducted for the purpose of generating ACCUs (which 
give rise to assessable income, as discussed below), the costs incurred in respect of the 
project should be deductible (i.e. on revenue account) unless the cost is capital in nature.

The ordinary common law tax principles for determining whether expenditure is on 
revenue or capital account will apply to CFI project costs. Expenditure that has an enduring 
benefit and is once-and-for-all is likely to be on capital account, whereas expenditure that 
is recurring and does not provide an enduring benefit is likely to be on revenue account.

The general principles of deductibility will apply regardless of whether the CFI project is 
undertaken by an existing business or through a special purpose vehicle.

The types of CFI project costs that a taxpayer may be able to claim a general deduction 
for include certain input materials (e.g. stock feed or fertiliser), project operating expenses 
(e.g. management fees) and administrative costs. The general deduction can be claimed 
in full in the year in which the loss or outgoing is incurred.

Capital assets and expenditure

A capital asset acquired in respect of a CFI project will be a ‘depreciating asset’ or simply 
a ‘CGT asset’ under the capital gains tax (CGT) provisions.

A depreciating asset is an asset that has a limited effective life and can reasonably be 
expected to lose its overall value by the end of its effective life. Examples of the types of 
depreciating assets that may be acquired in respect of a CFI project are machinery and 
equipment.

A deduction for the decline in value of a depreciating asset is provided for under the capital 
allowance provisions in Division 40 of the ITAA 1997. Depending on the circumstances (in 
particular the size of the business and the quantum of the expense), the decline in value 
of a depreciating asset may be deductible over a number of income years based on the 
depreciating asset’s effective life or as an upfront deduction.

The capital gains tax rules under the ITAA 1997 will apply to a CGT asset that is not a 
depreciating asset. An example of a CGT asset is real property that is acquired to undertake 
a CFI project such as a carbon sequestration project. No deduction is available for the costs 
of purchasing and holding a CGT asset. Instead, such costs form part of the cost base 
of the asset. The cost base (or ‘reduced cost base’) will be compared against the ‘capital 
proceeds’ to determine the capital gain or capital loss, when disposing of the CGT asset.

Capital expenditure of a business that is not otherwise deductible (referred to as ‘black 
hole expenditure’) may qualify for a deduction at a rate of twenty per cent a year.2 An 
example of black hole expenditure is the costs incurred to establish a business structure 
for the CFI project, such as costs to incorporate a company.

Costs incurred to become a holder of an ACCU

Aside from incurring costs in relation to the establishment and operation of a CFI project, 
a project proponent may also incur costs in relation to becoming a holder of an ACCU.

Expenditure that is incurred in becoming the holder of an ACCU in accordance with 
the Carbon Credits (Carbon Farming Initiative) Act 2011 (CFI Act) is only deductible 
if the expenditure is incurred in preparing or lodging an application for a certificate of 
entitlement or an offsets report.3

2 Section 40–880 of the ITAA 1997.

3 Section 420–15(4) of the ITAA 1997.
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However, no deduction is allowed unless the proceeds from any potential sale of the 
ACCU would be assessable,4 which should generally be the case.

The expenditure is deductible in the income year that the taxpayer starts to hold the ACCU.5

B.3	Income	derivation	and	tax	treatment	of	ACCUs
Project proponents generate ACCUs through their CFI project activities. The receipt of 
ACCUs may often be the primary or sole source of income from a CFI project. ACCUs 
are issued to a project proponent for free, provided that the CFI project satisfies the 
requirements under the CFI Act.

The tax treatment of registered emissions units (including ACCUs) is dealt with under 
Division 420 of the ITAA 1997. A summary of the application of Division 420, as it applies 
to ACCUs, is provided below.

Tax treatment of ACCUs

A rolling balance method of accounting is used as the basis for imposing income tax 
in respect of ACCUs. The method is similar to that used in the trading stock provisions 
under Division 70 of the ITAA 1997.

The rolling balance method applies to ACCUs as follows:

	� While ACCUs are generally issued for free, any costs incurred in acquiring an ACCU 
are deductible upon acquisition.6

	� The proceeds from the sale of ACCUs are assessable income on revenue account in 
the income year in which the taxpayer ceases to hold the ACCU.7

	� Any difference in the value of ACCUs held by a taxpayer at the beginning of an income 
tax year and at the end of that year are reflected in the taxable income of the taxpayer, 
with an increase in value included in assessable income and a decrease in value 
allowed as a deduction.8

	� A taxpayer can elect to value all ACCUs held at the end of an income year either at 
cost (using either the ‘first-in, first-out’ (FIFO) cost method or the actual cost method) 
or at market value.9 There are limits as to how often a taxpayer can change valuation 
methods.10

	� Where the actual cost method is used to value ACCUs, the cost is deemed to be their 
market value immediately after the taxpayer started holding them.11

	� There are special rules that deem the receipt of market value consideration where an 
ACCU is transferred to an associate and the transferor and transferee did not deal with 
each other at arm’s length.12

4 Section 420–15(5) of the ITAA 1997.

5 Section 420–15(2) of the ITAA 1997.

6 Section 420–15(1) of the ITAA 1997.

7 Section 420–25(1) of the ITAA 1997.

8 Section 420–45 of the ITAA 1997.

9 Section 420–51 of the ITAA 1997.

10 Sections 420–55 and 420-57 of the ITAA 1997.

11 Section 420–60(2) of the ITAA 1997.

12 Section 420–30 of the ITAA 1997.

B.3.1
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Based on the above, an ACCU will be treated as assessable income of a taxpayer in 
the year in which it is issued to the taxpayer. This is due to the fact that the ACCU will be 
issued to the taxpayer in an income year, and either: 

	� the taxpayer will hold the ACCU at the end of the income year in which case (with all 
other things being equal, and assuming that there are no other dealings in ACCUs) 
there will be an increase in the value of ACCUs held by the taxpayer at the end of 
the year compared to the start of the income year, with the difference included in the 
taxpayer’s assessable income

	� the taxpayer will sell the ACCU in the income year in which it is issued in which case 
the proceeds from the sale will be included in the taxpayer’s assessable income in the 
year in which the taxpayer ceases to hold that ACCU (and, with all other things being 
equal, there will be no change in the value of ACCUs held by the taxpayer at the start 
or end of the income year).

If a taxpayer is issued an ACCU in a particular income year and then sells the ACCU in a 
subsequent income year, the proceeds from the sale of that ACCU will be included in the 
taxpayer’s assessable income, but this will be offset (either partially or fully, depending on 
the valuation method used and the price at which the ACCU is sold) by the deduction 
available for the decrease in value of ACCUs held by the taxpayer between the start and 
end of the income year in which the ACCU is sold.

A capital gain or capital loss that a taxpayer makes from an ACCU is disregarded.13 An 
ACCU is also specifically excluded from being trading stock.14 This ensures that there is 
no need to make an assessment as to whether an ACCU is held on income or capital 
account. The tax treatment is simply in accordance with Division 420 of the ITAA 1997.

B.4	Goods	and	Services	Tax

GST treatment of CFI project costs 

A project participant that is registered, or required to be registered, for GST should be 
able to claim input tax credits for GST paid on acquisitions associated with a CFI project, 
provided that the acquisitions are for a ‘creditable purpose’.

Generally, an acquisition will be for a ‘creditable purpose’ to the extent that it is made 
by a taxpayer in the course of carrying on its enterprise, the acquisition does not relate 
to the making of input taxed supplies and the acquisition is not of a private or domestic 
nature.15

GST treatment of ACCUs

For GST purposes, the supply of ACCUs is GST-free.16 This means that no GST is 
payable on the supply of ACCUs, but input tax credits can be claimed for GST paid on 
acquisitions made in relation to the supply of ACCUs.

13 Section 118–15 of the ITAA 1997.

14 Section 70–12 of the ITAA 1997.

15 Section 11-15 of the A New Tax System (Goods and Services Tax) Act 1999 (Cth) (GST Act).

16 Section 38-590 of the GST Act.
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B.5	Primary	production

Is a CFI project a ‘primary production business’?

The ATO is of the view that a CFI project is not a primary production business. The ATO 
states on its website under the heading Tax Implications of the Carbon Farming Initiative:

Your assessable income from and deductions attributable to an eligible offset project 
are not income or deductions incurred in relation to a primary production business.

However, the ATO confirms in ATO Interpretative Decision (ATO ID) 2004/718 that a 
business of primary production may be carried on where a taxpayer undertakes forestry 
activities (e.g. planting or tending trees in a plantation or forest that are intended to be 
felled) in conjunction with carbon sequestration activities.

The definition of a ‘primary production business’ under section 995–1 of the ITAA 1997 
includes “cultivating or propagating plants, planting or tending trees in a plantation or 
forest that are intended to be felled” and “felling trees in a plantation or forest”.17

Therefore, a CFI carbon sequestration project that involves planting trees for harvest, 
such as establishment of new farm forestry plantations (for harvest) or new long-rotation 
hardwood plantations (for harvest), may qualify as a primary production business.

The CFI project (such as feeding supplements to livestock) should be distinguished from 
any underlying business of the taxpayer (such as a farming business) that may qualify 
as a primary production business. A taxpayer who undertakes a non-primary production 
CFI project should still be able to claim the tax concessions for their underlying primary 
production business, subject to the comments below.

Tax concessions for primary producers

Where it can be established that the CFI project is a primary production business, the tax 
concessions for primary producers may apply. The tax concessions and rules relevant 
to primary producers include:

	� capital allowances for expenditure on infrastructure (such as water facilities, power 
connections and telephone lines), land care operations and horticultural plants

	� income averaging to counter the effects of income fluctuations that are inherent to a 
business of primary production

	� farm management deposits, which can be used to defer income tax liabilities.

Impact of a CFI project on income tax averaging

Division 392 of the ITAA 1997 allows an individual taxpayer who is a primary producer 
in two or more consecutive income years to claim an averaging adjustment (either by 
claiming an offset or paying extra income tax), depending on whether their taxable 
income for the income year is above or below their average income.18 The averaging 
adjustment is determined by applying a formula that averages income over a period not 
exceeding five years.19

The averaging provisions apply to all primary production income and to certain amounts 
of non-primary production income. Generally, where a taxpayer earns non-primary 

17 Refer to ATO Taxation Ruling 95/6 for further details on whether forestry constitutes primary production.

18 Section 392-35 of the ITAA 1997.

19 Section 392-40 of the ITAA 1997.
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production income of less than $10 000, (some or all) of the amount is included in the 
taxpayer’s averaging calculation and is subject to averaging. However, where the amount 
of non-primary production income is greater than $10 000, averaging will not apply to any 
part of the non-primary production income.20

Accordingly, where an individual taxpayer uses the income tax averaging concession, 
assessable income received by the taxpayer from a CFI project (that is, of itself, not a 
primary production business) may cause the taxpayer to exceed the $10 000 threshold 
and prevent averaging of the taxpayer’s non-primary production income.

The application of the income tax averaging rules is subject to eligibility requirements and 
the operation of the provisions is complicated. Taxpayers should seek specific tax advice 
if they wish to apply this concession.

Impact of CFI on farm management deposits scheme

The farm management deposits (FMD) scheme under Division 393 of the ITAA 1997 
allows an individual primary producer to claim a deduction for a FMD in the year in which 
the FMD is made. When the FMD is withdrawn, the amount is included in the taxpayer’s 
assessable income.21

There are a number of requirements that must be satisfied in order for a taxpayer to be 
entitlement to a deduction for a FMD. One of the requirements is that the taxpayer’s 
taxable non-primary production income for the income year is not more than $65 000.22

Assessable income from a CFI project that is not a primary production business will be 
‘taxable non-primary production income’. Depending on the amount of this income (as 
well as the taxpayer’s taxable non-primary production income from other sources), the 
derivation of assessable income from the CFI project may cause the taxpayer to exceed 
the $65 000 threshold and thus not be entitled to claim a deduction for a FMD.

B.6	Other	taxes	and	incentives

Land tax

Land tax is imposed in each state and territory of Australia on the owner (or holder) of land. 
There are various exemptions for land tax, the most relevant being an exemption from land tax 
if a primary production business is conducted on the land. The primary production exemption 
differs in each state and territory of Australia and should be carefully considered in each case.

Generally, the undertaking of a CFI project should not alter the existing land tax treatment 
of the land on which the CFI project is undertaken. However, where there is a primary 
production business being conducted on the land (e.g. the CFI project qualifies as a 
primary production business, such as certain carbon sequestration projects), it may be 
possible to claim an exemption from land tax depending on the particular land tax rules 
in the state or territory in which the land is located.

Research and development incentives

The research and development (R&D) incentive is an income tax offset that is provided 
for eligible R&D activities under Division 355 of the ITAA 1997.

20 Section 392-65 of the ITAA 1997.

21 Section 393-10 of the ITAA 1997.

22 Section 393-5(1)(d) of the ITAA 1997.
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The R&D incentive is generally provided for ‘experimental’ activities. CFI projects generally 
require certainty as to the outcome of the project (e.g. the amount of emissions avoided), 
and therefore the R&D incentive is unlikely to be available for CFI projects. However, 
where any experimental activities are undertaken as part of a CFI project, the project 
proponent should consider whether they are entitled to claim the R&D incentive.

Stamp duty

There is the potential for stamp duty to be imposed on the issue, transfer or sale of 
ACCUs in those states and territories of Australia that impose duty on the transfer of 
non-realty business assets.

As part of the Intergovernmental Agreement on Federal Financial Relations, the states 
and territories agreed to not levy stamp duty on the transfer of ‘emissions trading permits’ 
once the duty on non-realty business assets was abolished. The abolition of duty on  
non-realty business assets has now been deferred in five states and territories of Australia 
and therefore the Intergovernmental Agreement appears somewhat redundant.

An ACCU is not an interest in land, and is not a licence, permission or right to emit 
greenhouse gases. However, section 150 of the CFI Act stipulates that an ACCU is 
personal property.

Subject to the comments below in regard to South Australia, the issue, transfer or sale of 
an ACCU should not be subject to duty in those states and territories in which duty on 
the transfer of non-realty business assets is still imposed:

	� The NSW Office of State Revenue has issued Revenue Ruling DUT 043 entitled Duty 
Treatment of Carbon Units which provides that a carbon unit is not dutiable property 
under the Duties Act 1997 (NSW). ACCUs should not be dutiable property for the 
same reasoning set out in that ruling.

	� Section 37(3) of the Duties Act 2001 (Qld) provides that personal property is only 
dutiable in Queensland if it is aggregated with another dutiable transaction in respect 
of either a Queensland business asset (other than intellectual property or personal 
property) or land in Queensland.

	� An ACCU should not fall within the definition of ‘dutiable property’ under the Duties 
Act 2008 (WA), as an ACCU is not land, a right, a chattel or a Western Australian 
business asset.

	� In the Northern Territory, an ACCU does not fall within the definition of ‘dutiable property’ 
under section 4 of the Stamp Duty Act 1978 (NT).

	� In South Australia, any contract or agreement in writing for the conveyance or sale of any 
estate or interest in any ‘property’ is subject to duty. ‘Property’ is widely defined to include 
real and personal property and an interest in property. However, an ACCU should only 
be subject to duty in South Australia if it has a territorial nexus with South Australia. 
Accordingly, where the recipient or purchaser of ACCUs is located or registered in South 
Australia, or the issue of ACCUs is in respect of a CFI project located in South Australia, 
the ACCUs may potentially be subject to South Australian stamp duty.

B.7	Specific	deduction	provisions

Special deductions for ‘environmental protection activities’

Section 40–755 of the ITAA 1997 provides an immediate deduction for capital expenditure 
that is incurred for the sole or dominant purpose of carrying on ‘environmental protection 
activities’.
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Section 40–755 ensures that expenditure that is not otherwise deductible, for example 
due to the expenditure being of a capital nature or because it is incurred before the 
underlying business has started or after it has ceased, is still deductible. Thus, while this 
provision is not directly aimed at CFI projects, it may apply to expenditure in respect of a 
CFI project for which a deduction cannot otherwise be claimed.

The phrase ‘environmental protection activities’ is defined in any of the following ways:23

	� Preventing, fighting or remedying either:

	� pollution resulting, or likely to result, from your earning activity

	� pollution of or from the site of your earning activity

	� pollution of or from a site where an entity was carrying on a business that you have 
acquired and carry on substantially unchanged as your earning activity.

	� Treating, cleaning up, removing or storing either:

	� waste resulting, or likely to result, from your earning activity

	� waste that is on or from the site of your earning activity

	� waste that is on or from a site where an entity was carrying on any business that 
you have acquired and carry on substantially unchanged as your earning activity.

However, section 40–760 of the ITAA 1997 stipulates that an immediate deduction is not 
available under section 40–755 of the ITAA 1997 for the following:

	� Expenditure for acquiring land.

	� Capital expenditure for constructing a building, structure or structural improvement.

	� Capital expenditure for constructing an extension, alteration or improvement to a 
building, structure or structural improvement.

	� A bond or security (however described) for performing environmental protection 
activities.

	� Expenditure to the extent that you can deduct an amount for it under another 
provision of the ITAA 1936 or the ITAA 1997 (e.g. deduction for the decline in value of 
a depreciating asset).

	� Expenditure incurred in carrying out an environmental impact assessment of your 
project (e.g. an assessment of the potential pollution from a new business).

Furthermore, an amount is not deductible under section 40–755 to the extent that it is 
prevented from being deducted under another provision of the ITAA 1936 or the ITAA 
1997 (except for Division 8 of the ITAA 1997, which is about general deductions).24

There is no statutory definition of the terms ‘pollution’ or ‘waste’ and therefore they take 
their ordinary meaning.

Accordingly, if a taxpayer incurs a cost in respect of a CFI project for which a deduction 
cannot be claimed (e.g. a general deduction or depreciation deduction), it should be 
considered whether a deduction can be claimed under section 40–755 of the ITAA 1997.

For example, a deduction may be available under section 40–755 where a farmer’s 
livestock business and related CFI project has come to an end, but the farmer continues 
to incur costs to remedy pollution or waste on the farm.

23 Section 40–755(2) of the ITAA 1997.

24 Section 40–760(3) of the ITAA 1997. An example of this would be the non-deductibility of fines and 
penalties incurred in relation to costs incurred in complying with clean-up orders. This restriction is unlikely 
to be relevant for the present purposes.
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Special deductions for expenditure for establishing trees  
in a carbon sink forest

A deduction is available under Subdivision 40–J of the ITAA 1997 for capital expenditure 
incurred in establishing trees in a carbon sink forest. This deduction may be relevant for 
CFI projects in the nature of carbon sequestration activities (e.g. ‘permanent plantings 
(not for harvest)’).

Subdivision 40–J provides an immediate deduction for the entire capital expenditure on 
carbon sink forests established between the 2007/08 and 2011/12 income years, and a 
deduction for seven per cent of the expenditure per income year over fourteen years for 
carbon sink forests established in the 2012/13 income year and later years.

The requirements for claiming a deduction under Subdivision 40–J are:

	� that the taxpayer is carrying on a business in the relevant income year

	� that the primary and principal purpose for establishing the trees is carbon sequestration 
(i.e. absorption of CO2

 from the atmosphere) by the trees

	� that the purpose for establishing the trees does not include felling the trees or using 
the trees for commercial horticulture

	� that the taxpayer has ownership rights to the trees or other specified rights in relation 
to the land

	� that at the end of the income year, the trees occupy a continuous land area in Australia 
of 0.2 ha or more

	� that at the time the trees are established, it is more likely than not that they will attain a 
crown cover of twenty per cent or more and reach a height of 2 m

	� that on 1 January 1990, the area occupied by the trees was clear of other trees that 
attain, or were more likely than not to attain, a crown cover of twenty per cent or more, 
and reached, or were more likely than not to reach, a height of at least 2 m

	� that the project meets the requirements of the Environmental and Natural Resource 
Management Guidelines.

B.7.2
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The Carbon Farming Initiative: legal and 
contracts summary

December 2014

Since the Norton Rose Fulbright Australia’s CFI Legal and Contracts Guide (Guide) was produced, 
the Australian Government has made legislative changes which mean some of the information in the Guide 
and Appendix C is out of date or will be out of date soon.

The Carbon Farming Initiative Amendment Act 2014 (Amendment Act) was passed by the Commonwealth 
Parliament on 24 November 2014 and is anticipated to commence operation on 13 December 2014. 
The Amendment Act will amend the Carbon Credits (Carbon Farming Initiative) Act 2011 to provide for the 
establishment of the Emissions Reduction Fund (ERF). The key elements of the Carbon Farming Initiative 
(CFI) will be retained, streamlined and incorporated into the ERF. The Amendment Act will affect a number 
of parts of Appendix B.

The Clean Energy Act 2011 has also been repealed which has resulted in the end of the Carbon Pricing 
Mechanism effective from 1 July 2014. This affects the nature of the compliance market for ACCUs and in 
particular part B.9 of Appendix B.

We recommend that you take care when using the content of the Guide or Appendix C 
and that you check the Clean Energy Regulator and the Department of the Environment’s 
websites for the up-to-date information on the CFI and the ERF.

Key differences between the Emissions Reduction Fund (ERF) and the 
Carbon Farming Initiative (CFI) 
The following are some of the key differences between the CFI and the ERF:

 � the additionality requirements for projects have changed

 � shorter reporting periods are available and the audit requirements have reduced

 � the requirement to become a registered offsets entity has been removed

 � project owners have the option of choosing a permanence period for sequestration projects of 25 or 
100 years

 � the primary purchasing mechanism for carbon credits generated by approved CFI projects will be reverse 
auctions conducted by the Clean Energy Regulator. 

This means instead of earning Australian Carbon Credit Units (ACCUs) and then selling them to 
companies covered by the Carbon Pricing Mechanism, project owners with registered CFI projects 
can agree to sell these ACCUs to the Government, via the Clean Energy Regulator and the sale price 
will be determined by a competitive process known as a reverse auction, where the lowest bids will 
be successful.  A project owner will then enter a contract with the Regulator which will require delivery 
of a specified amount of ACCUs over a specified time period.
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 � for more information visit: <www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/The-Emissions-
Reduction-Fund-and-other-schemes/Documents/CFI%20and%20the%20ERF%20fact%20sheet.pdf> 

 � and also <www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/The-Emissions-Reduction-Fund-
and-other-schemes/Key-differences-between-the-CFI-and-the-ERF/Pages/default.aspx>

Transitioning from the CFI to the ERF
For information on transitioning from the CFI to the ERF please visit:

<www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/The-Emissions-Reduction-Fund-and-other-
schemes/Transitioning-from-the-CFI-to-the-ERF/Pages/Default.aspx>

How does the ERF work?
The ERF has three components: crediting emissions reductions, purchasing emissions reductions, and 
safeguarding emissions reductions.

Crediting 

 � Projects 

 � are new

 � go beyond standard business activities

 � are not required by regulation or other government programmes

 � Open to a much wider range of activities or project types

Purchasing

 � Clean Energy Regulator contracts with project owners to purchase ACCUs

 � Simple reverse auction process- bids selected on price only

 � To participate you need an eligible project and agree to standard contract terms

Safeguarding

 � Constraining growth in emissions

 � Facilities over 100 kt CO
2
-e to keep emissions below a set baseline

For more information
For more information on the ERF legislation and a summary of the key issues raised during the consultation 
process and the Government’s responses, visit: 

<www.environment.gov.au/climate-change/emissions-reduction-fund/legislation>

For information on the draft ERF methods that have been released for public consultation visit: 
<www.environment.gov.au/climate-change/emissions-reduction-fund/methods>

If you are interested in participating in the ERF visit the Clean Energy Regulator’s website: 
<www.cleanenergyregulator.gov.au/Emissions-Reduction-Fund/Want-to-participate-in-the-Emissions-
Reduction-Fund/Pages/default.aspx>
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Appendix	C
The	Carbon	Farming	Initiative:		
legal	and	contracts	summary
An extract of Norton Rose Fulbright Australia’s CFI Legal and Contracts Guide, 
dated November 2013.

By Elisa de Wit, Damon Jones & Hannah Gould—Norton Rose Fulbright Australia

C.1	Introduction
The purpose of Appendix C is to provide practical assistance on the legal aspects of 
implementing and running a project under the Carbon Farming Initiative (CFI). It covers 
the following topics:

	� Legal and regulatory considerations relevant to planning, developing and implementing 
a CFI project (see sections C.1–C.7)

	� Receiving and dealing in Australian Carbon Credit Units (ACCUs)1 (see section C.8)

	� Contract guidance in the context of developing and implementing a CFI project and 
buying and selling ACCUs (see section C.9).

Throughout Appendix C, when it refers to ‘you’ it is generally referring to the ‘project 
proponent’ for a project—that is, the person who will be responsible for the project, has 
the legal rights to carry out the project and will receive the ACCUs for the project. Generally 
this will be the landholder, but it can also be another person with a legal interest in the 
project area,2 a business operator or even a service provider.

Appendix C is current to November 2013.
At the time of publication, the Australian Government has introduced legislation into the 
Australian Parliament which if passed will repeal the Carbon Pricing Mechanism3 (CPM) 
with effect from 1 July 2014. The Government has committed to retain the CFI as part of 
its carbon policy package. However, if the CPM is repealed, the nature of the compliance 
market4 for ACCUs will change.

The Government has announced under its Direct Action Plan its intention to introduce an 
Emissions Reduction Fund that could potentially provide an avenue for CFI participants 
to sell ACCUs generated by projects to the Government. At the time of publication, the 
government’s alternative carbon policy package is under development and it is therefore 

1 Australian Carbon Credit Units are electronic units issued under the CFI by the regulator in accordance with 
a certificate of entitlement and represent the abatement of one tonne of CO

2
 equivalent emissions.

2 Project area means the area or areas of land on which a project will be carried out (s 5 of the CFI Act).

3 Carbon Pricing Mechanism means a Government scheme created under the Clean Energy Act 2011 (Cth) which 
imposes legal obligations on liable entities to pay for direct greenhouse gas emissions that they create.

4 Compliance market means the market in which buyers of ACCUs have a legal obligation to offset  
or pay for greenhouse gas emissions that they create. Greenhouse gas means the six classes of 
greenhouse gases included in the Kyoto Protocol: CO

2
, methane, nitrous oxide, hydro-fluorocarbons,  

per-fluorocarbons and sulphur hexafluoride.
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not yet clear what opportunities there may be to sell ACCUs into a compliance market 
compared to the voluntary market.5

Note: Appendix C should be used as guidance only and is not intended to be 
a substitute for legal or other professional advice in relation to your specific 
circumstances.

C.2	 Planning	a	CFI	project

Legislation and regulatory authorities

The CFI is established by the Carbon Credits (Carbon Farming Initiative) Act 2011  
(CFI Act) and supporting Carbon Credits (Carbon Farming Initiative) Regulations 2011  
(CFI Regulations)—collectively referred to as CFI legislation.

The responsibility for ensuring that people comply with the CFI legislation rests with 
the Clean Energy Regulator (regulator),6 which is an independent statutory authority 
established by the Federal Government.

Eligibility to carry out a project

At the heart of the CFI legislation are a set of principles known as the  
‘offsets integrity standards’,7 which seek to ensure that every ACCU issued for a project 
represents 1 t of carbon dioxide equivalent8 (CO

2
-e) abated.

These standards are in effect implemented through a number of key eligibility requirements 
that must be satisfied by a CFI project (see Chart C.2.1).

5 Voluntary market means a market for ACCUs in which the buyers purchase ACCUs because they want to 
offset their greenhouse gas emissions voluntarily to meet compliance obligations.

6 Clean Energy Regulator means the Government body responsible for administering the CFI Act, Clean 
Energy Act 2011, National Greenhouse and Energy Reporting Act 2007 and Australian National Registry of 
Emissions Units Act 2011. The regulator’s website is <www.clean energyregulator.gov.au>.

7 The offsets integrity standards can be summarised as follows: abatement must be additional to what would 
occur in the absence of the project; abatement must be measureable and verifiable; measurement methods 
must be supported by peer reviewed science and consistent with Australia’s international accounts, 
measurement methods must account for leakage and variability and use conservative assumptions, and 
sequestration must be permanent (s 133 of the CFI Act).

8 Carbon dioxide equivalent or CO
2
-e means the standardised unit that represents the global warming potential 

of different greenhouse gases by reference to the particular global warming potential of CO
2
.

C.2.1

C.2.2
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Chart C.2.1 Key eligibility requirements

You must be a recognised 
offsets entity (see section C.5) 

You must obtain a project declaration from 
the Regulator (see section C.5) 

Your project must be carried 
out in Australia

Your project must pass the 
additionality test (see section C.2)

Your project must not be on 
the negative list (see section C.2)

You must have the legal rights to carry 
out the project (see section C.3)

Your project must meet the requirements of a 
methodology determination (see section C.4) 

Types of projects

If you are thinking about undertaking a  CFI project, you should initially check that your 
proposed project:

	� falls within one of the following broad categories of projects which can be carried out 
under the  CFI:

	� emissions avoidance project9

	� carbon sequestration project10

	� passes the additionality11 test, which means that:

	� your type of project is on the ‘positive list’12 (see Box C.2.2), and

9 Emissions avoidance project means a project that reduces or avoids the emission of specified greenhouse 
gases into the atmosphere which is either an agricultural emissions avoidance project; a landfill legacy 
emissions avoidance project; an introduced animal emissions avoidance project; or any project type of a 
kind which is added to the  CFI Regulations in the future (there were no additional project types specified at 
the time of publication) (s 53 of the  CFI Act).

10 Carbon sequestration project means a project that removes CO
2
 from the atmosphere and stores it in living 

biomass such as forests, dead organic matter or in soil or which avoids the release of greenhouse gas 
emissions through maintaining existing  carbon stores (s 54 of the  CFI Act).

11 Additionality is the concept that projects must go beyond common practice and must not be required to be 
carried out under a law of the Commonwealth, State or Territory, in order to participate in the  CFI.

12 Positive list means a list of project types that are considered to be beyond ‘common practice’ and can 
therefore be carried out under the  CFI.

C.2.3
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	� your project satisfies the ‘regulatory additionality test’ (i.e. your project is not required 
to be carried out under any law, subject to a few exceptions)

	� is not a type of project that is prohibited under the CFI (i.e. your type of project is not 
on the ‘negative list’13 (see Box C.2.3)).

Box C.2.2 The positive list14

Positive list emissions avoidance 
project types

Positive list carbon 
sequestration project types

Agricultural
	� Savanna fire management 
	� Feeding supplements to livestock 
	� Application of inhibitors to livestock 
manure or fertiliser
	� Capture and combustion of methane 
from livestock manure 
	� Treatment of livestock manure  
by pyrolysis, gasification or torrefaction
	� Selective breeding of livestock for 
improved residual food intake

Landfill legacy emissions
	� Capture and combustion of methane 

from legacy waste14

	� Diversion of  legacy waste.
	� Passive oxidation of legacy waste

Introduced animals
	� Feral animal management

Plantings
	� Permanent plantings (not for harvest)
	� Small-scale farm forestry plantations 

(for harvest)
	� New long-rotation hardwood 

plantations (for harvest)
Assisted regeneration/restoration
	� Human-induced regeneration of native 

vegetation
	� Restoration of wetlands

Forest protection
	� Protection of native forest from clearing 

or harvest
Soil carbon
	� Application of biochar to soil

The CFI legislation allows for new project types to be added to (and excluded from) the 
positive list over time

If the type of project you would like to carry out is not on the positive list, you can suggest 
that it should be added to the positive list by contacting the Federal Department of the 
Environment.15

13 Negative list means a list of projects that have been determined to pose risks to the environment and 
therefore cannot be carried out under the CFI.

14 Legacy waste means waste deposited in a landfill prior to 1 July 2012.

15 Refers to the government department responsible for the administration of the CFI Act.



The Carbon Farming Initiative: legal and contracts summary  |  Appendix  C          

Workshop manual  |  The business case for carbon farming	 167

Box C.2.3 The negative list

Negative list project types

	� Projects that were mandatory at 24 March 2011 under any law (including a law which had been 
repealed or amended since 24 March 2011).

	� Planting a species in an area where it is a known weed species.

	� Establishment of a forest as part of a forestry managed investment scheme.

	� Cessation or avoidance of harvest of a plantation forest.

	� Establishment of vegetation on land subject to clearing of native forest or draining of a  
wetland:

	� within seven years of applying for a project declaration

	� within five years of applying for a project declaration, if there had been a change in land 
ownership since the clearing

	� under any circumstances, where the clearing of native forest or draining of a wetland is illegal.

	� The protection of native forest where consent for clearing or harvest has been granted for the 
benefit of the environment or for fire management purposes (except if the project implements 
an agreement between the Commonwealth and a state or territory government to establish 
new reserves or if the clearing consent or harvest approval plan provides options for vegetation 
management and the project provides active and ongoing management of the project area in 
accordance with one of those options).

	� Planting trees in an area that, according to the CFI rainfall map, receives more than 600 mm 
long-term average annual rainfall, unless:

	� the project is a permanent planting that is also an environmental planting (that is, native to 
the area)

	� the project proponent demonstrates that the planting contributes to the mitigation of dryland 
salinity in accordance with the Salinity Guidelines

	� the project is in a region in which commitments by the relevant state and territory 
governments under the National Water Initiative have been met (this is determined by the 
National Water Commission)

	� the project proponent holds a suitable water access entitlement for the life of the project 
that meets the criteria specified in the CFI Regulations (which generally seek to ensure that 
a water entitlement is held to offset the water intercepted by the forest)

	� the project is in a region in which it is not possible to obtain a water entitlement (unless this 
is because water entitlements are already fully allocated in the region), and the regulator is 
satisfied, after seeking the advice of the relevant state or territory agency, that there is no 
material impact on water availability of existing water entitlements.

Kyoto and non-Kyoto projects

In terms of the likely revenue that you will obtain from selling ACCUs from your project, it 
is important to understand whether your project will be classified as either:

	� a ‘Kyoto offsets project’16 

	� a ‘non-Kyoto offsets project’.17

16 A project will be a Kyoto offsets project if the project’s abatement can be used to meet Australia’s targets 
under the Kyoto Protocol and the project is a landfill emissions avoidance project; an agricultural emissions 
avoidance project, or specific type of carbon sequestration project (i.e. the protection of native forest from 
deforestation; the establishment or management of vegetation on land that covers an area of at least 0.05 
ha; or projects, on land used for cropping or livestock production, to manage carbon stocks).

17 A non-Kyoto offsets project is an offsets project other than a Kyoto offsets project (i.e. the abatement from 
the project does not count towards Australia’s national target under the Kyoto Protocol).

C.2.4
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In order for your project to be classified as a Kyoto offsets project, the abatement18 from 
your project must be able to be used to meet Australia’s national emissions reduction 
targets under the Kyoto Protocol.19 

Most projects that commence after 1 January 2013, except for feral animal management 
and wetland restoration projects, are likely to be considered Kyoto offsets projects. This 
is providing the applicable methodology determination includes methods that allow the 
abatement to be used to meet Australia’s targets under the Kyoto Protocol.

It is important to note that the commencement date of a project is the date on the project 
declaration.

The regulator will determine whether your project is a Kyoto offsets project or a non-Kyoto 
offsets project and this will be set out in the project declaration.

C.3	Managing	and	owning	a	CFI	project

The Project Proponent

In order to carry out a project you must be a ‘project proponent’20 (see Chart C.3.1) and 
be a ‘recognised offsets entity’21.

Chart C.3.1 Project proponent and consent requirements

Emissions 
avoidance 

project 
proponent

Is responsible for 
carrying out the 

project

Holds the applicable 
carbon sequestration  
right in relation to the 
project area or each 
of the project areas

Has the legal right to 
carry out the project

Has obtained the 
consent of those with 
an ‘eligible interest’

Is responsible 
for carrying 

out the 
project

Has the 
legal right to 
carry out the 

project

Source: modified from Carbon Market Institute, A Guide For Business: 
The Carbon Farming Initiative (2013)

Carbon 
sequestration 

project 
proponent

You must continue to meet the requirements of your CFI project throughout its lifetime 
(e.g. 100 years for carbon sequestration projects).

Even if you own land or operate a facility where a project will be carried out, you may not 
always be the project proponent. For many reasons you may wish to (or might already 
have) transferred your legal rights to someone else to carry out the project.

18 Abatement means the reduction or avoidance of greenhouse gas emissions or the removal  
(i.e. sequestration) of greenhouse gases from the atmosphere.

19 The Kyoto Protocol is an international agreement that was created under the United Nations Framework 
Convention on Climate Change in 1997. It sets binding targets for countries to reduce their greenhouse gas 
emissions and provides the rules for what emissions must be included and how they should be measured.

20 ‘Project proponent’ means to an entity that is responsible for carrying out a project and has the legal rights 
to carry out the project.

21 Recognised offsets entity means an entity recognised by the regulator as passing the ‘fit and proper 
person’ test.

C.3.1
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If you are the holder of ‘land rights land’22 or ‘native title land,’23 or want to carry out a project 
on land rights land or native title land, please refer to C.3.6 ‘Land rights land and native title 
land’ in this section. It will provide further information on the specific rules governing the 
legal rights to carry out a project and who has the carbon sequestration rights.

Responsibility for carrying out a project

There are a number of different structures for carrying out a project as set out in Table C.3.2.

Table C.3.2 Project structures

Structure Description

Independently If you are a landholder or facility operator and you decide to 
undertake the project yourself, you will be the recognised 
offsets entity; retain responsibility for the project; and receive 
all of the ACCUs from the project. It is possible for there to be 
multiple project proponents for a single project.

Agency If you need help with some aspects of the project (such as the 
paperwork), you may want to engage an agent. Under these 
arrangements, you will be the recognised offsets entity; retain 
responsibility for parts of the project; and receive all of the 
ACCUs from the project.

Engaging 
service 
providers

You may decide to engage a service provider (or providers) to 
conduct elements of your project on your behalf. Under these 
arrangements, you will be the recognised offsets entity; retain 
responsibility for parts of the project; and receive all of the 
ACCUs from the project.

Transferring 
or selling your 
legal rights 
to project 
developers or 
aggregators

If you are a landholder or facility operator you may choose 
to transfer or sell your legal rights to carry out a project to a 
specialised ‘project developer’ or ‘aggregator’. Under these 
arrangements, the project developer or aggregator will be the 
project proponent and will receive the ACCUs.

Legal right to carry out a project

The CFI legislation imposes the requirement for a project proponent to have the ‘legal 
right’ to carry out a project, however this right is not established under the CFI legislation 
itself. Rather, it will be determined by reference to separate legal rights or arrangements 
established under legislation, common law or contractual arrangements.

This will most commonly involve establishing who has a legal interest in the project area 
and the nature of that interest. However, in some circumstances, the legal right to carry 

22 Land rights land is created under specific legislation in most States and Territories which grants rights over 
certain land to Aboriginal and Torres Strait Islander groups. The State and Territory legislation can provide 
for the grant of a freehold or leasehold interest, or can vest, hold on trust or reserve land expressly for the 
benefit of Aboriginal and Torres Strait Islander people. Although the rights granted to Aboriginal and Torres 
Strait Islander landholders will be different under each State or Territory legislation, in general, land rights 
create a legal interest in land which may be registered on title systems, and is managed by a single legal 
entity (generally on behalf of a larger group).

23 Native Title land is an area of land for which there is an entry on the National Native Title Register specifying 
that native title exists under the Native Title Act 1993 (Cth). Native title land can be either exclusive 
possession native title land (that is, a native title determination has been made and the native title confers a 
right to exclusive possession over the land), or non-exclusive native title land.

C.3.2
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out a project can be established through contractual arrangements under which the 
owner of land transfers the right to carry out a project to another party. In this scenario, a 
project proponent may or may not also have a proprietary interest in the project area itself.

Table C.3.3 provides a summary of the types of interests that will generally give rise to a 
legal right to carry out a project.

Table C.3.3 Interests that generally give rise to a right to carry out 
a project

Type of land Interest

Private 	� Registered owner

	� Leaseholder with exclusive possession (subject to  
conditions of the lease)
	� Holder of an agreement which transfers legal rights  
(e.g. an access agreement, or a landfill gas contract) 
—subject to conditions of the agreement
	� Holder of an applicable carbon sequestration right (subject to 
conditions of the carbon sequestration agreement)

Crown 	� Agent of the Crown

	� Pastoral leaseholder (subject to conditions of the pastoral lease)

Applicable carbon sequestration right

Note: If you are planning to carry out an emissions avoidance project you do 
not need to consider this section.

If you are carrying out a carbon sequestration project, you must demonstrate, in addition 
to having the legal right to carry out the project, that you hold the ‘applicable carbon 
sequestration right’.

In essence, a carbon sequestration right is the exclusive legal right to benefit (e.g. earn 
ACCUs) from carbon sequestered in trees, vegetation or, in Victoria and Queensland, soil on 
land. Carbon sequestration rights are created under state legislation not the CFI legislation.

Privately owned land

If your project area is privately owned land that is Torrens system land,24 in order to hold 
the carbon sequestration right, you will need to hold either:

	� a registered estate or interest in land (such as being the registered owner of the land 
or holder of a registered exclusive possession lease)

	� a registered carbon sequestration right created under state laws (see Table C.3.4).

24 Torrens system land means the system of land ownership where title to land is recorded in a central register 
that (subject to statutory exceptions for certain interests, such as easements and leases, which vary by 
jurisdiction) may be relied on as a complete and accurate register of all interests in that land.

C.3.4
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Example:

	� Generally, on privately owned land the carbon sequestration right is held 
by the landowner unless, a separate carbon sequestration right has been 
registered and sold to someone else.

	� If a separate carbon sequestration right has been created and registered 
under state law, the holder may hold the applicable carbon sequestration 
right (it will, however, be necessary to look at the instrument or agreement 
creating the carbon sequestration right to see what rights have been 
expressly conferred).

	� A person with a registered exclusive possession lease may also hold the 
carbon sequestration right (subject to conditions of the lease).

The process for applying to create a carbon sequestration right varies greatly from  
state-to-state and may involve consents, agreements and registrations (see Table C.3.4). 
You should therefore consider or obtain legal advice on the relevant legislation in the state 
in which your project will be carried out and contact the relevant titles office.

Generally, if you are creating a carbon sequestration right under state law you will also 
need to enter into a carbon sequestration agreement with the landowner and enter into 
arrangements for access and other operational requirements (such as a lease, licence 
or access agreement), as these are not automatically granted via carbon sequestration 
rights (see section C.9 for further information on carbon sequestration agreements and 
lease, licence or access agreements).

Not Torrens-system land—A carbon sequestration project cannot be carried out on privately 
owned land that is not Torrens system land (that is, general law land or old law land).

Crown land

If your project area is Crown land25 that is Torrens system land (e.g. this may be the case 
in New South Wales), you will need to hold the same applicable carbon sequestration 
right as required for privately owned land (please refer to the sub-heading ‘Privately 
owned land’ in this section).

If your project area is Crown land that is not Torrens system land, in order to hold the 
carbon sequestration right, you will need to hold either:

	� a legal estate or interest in the Crown land

	� a carbon sequestration right created under State laws (see Table C.3.4).

The Commonwealth or a state or territory (or a statutory authority of a state or territory) 
may be the holder of the carbon sequestration right on Crown land.

The holder of a pastoral lease may hold a carbon sequestration right on Crown land if the 
conditions of its lease gives the pastoralist an exclusive legal right to obtain the benefit of 
carbon sequestered on the land.

If a separate carbon sequestration right has been created under state law (even if it is not 
registered), the holder may hold the applicable carbon sequestration right (it will, however, 
be necessary to look at the instrument or agreement creating the carbon sequestration 
right to see what rights have been expressly conferred).

25 Crown land means land that is the property of the Commonwealth, a State or a Territory or a statutory 
authority of the Commonwealth, State or Territory (s 5 of the CFI Act).

C.3.4.2
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Additionally, except for land rights land which is equivalent to freehold and exclusive 
possession native title land, if your project area is Crown land that is not Torrens 
system land, the relevant minister must certify in writing that you hold the carbon 
sequestration right and that the Commonwealth, state or territory (as applicable) will 
not deal with the land or give consent to another person in the future in a way that is 
inconsistent with your project.

Table C.3.4 Carbon sequestration rights in each state of Australia

State Legislation Carbon sequestration right

New South Wales Section 87A, 88AB 
of the Conveyancing 
Act 1919

Allows for the creation of  
‘carbon sequestration rights’ which are 
defined as rights conferred on a person 
by agreement or otherwise to the legal, 
commercial or other benefit (whether 
present or future) of carbon sequestration 
by any existing or future tree or forest on 
the land after 1990

Tasmania Forestry Rights 
Registration Act 
1990

Allows for the creation of  
‘carbon sequestration rights’ which are 
defined as rights’ conferred on a person 
(by agreement or otherwise) to the legal, 
commercial or other benefit (whether 
present or future) of carbon sequestration 
by any existing or future tree or forest on 
the land’

Queensland Land Act 1994
Land Title Act 1994

Allows for the creation of  
‘carbon abatement interests’ which 
are defined as an interest in the land 
consisting of the exclusive right to the 
economic benefits associated with carbon 
sequestration on the land’

Western Australia Sections 5,6, 8 and 
10 of the Carbon 
Rights Act 2003

Allows for the creation of ‘carbon rights’ 
which are defined as the ‘legal and 
commercial benefits and risks arising 
from changes to the atmosphere that 
are caused by carbon sequestration and 
carbon release occurring in or on the land’

South Australia Section 3A of the 
Forest Property Act 
2000

Allows for the creation of ‘forest property 
agreements’ which separates ownership of 
vegetation or carbon rights from ownership 
of the land
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State Legislation Carbon sequestration right

Victoria Sections 21, 22, 
25 and 26 of the 
Climate Change Act 
2010

Allows for the creation of:
	� ‘carbon sequestration rights’ which 
are defined as the ‘exclusive right to 
the economic benefits associated with 
carbon sequestered by vegetation other 
than vegetation that has been harvested, 
lopped or felled’
	� ‘soil carbon rights’ which are defined 
as the ‘exclusive right to the economic 
benefits of carbon sequestered 
underground, excluding carbon stored 
within plants’

Consent of others with eligible interests in the land

Note: If you are planning to carry out an emissions avoidance project you do 
not need to consider this section.

Permanence obligations26 under the CFI legislation may require landholders who are 
not the project proponent to maintain carbon stores for 100 years (see section C.6). 
Therefore, for carbon sequestration projects, prior to applying for a project declaration 
you must obtain the consent of each person who under the CFI legislation is considered 
to have an ‘eligible interest’ in the project area (see Table C.3.5).

Consent must be obtained from eligible interest holders by signing the Eligible interest 
holder consent form which is available on the regulator’s website.27

Essentially a person will hold an eligible interest if his or her rights in the land could be 
affected by a carbon maintenance obligation on the land.

26 Permanence obligations is the concept that for carbon sequestration projects, where carbon is taken out 
of the atmosphere and stored, it must not be re-released back into the atmosphere. Carbon stores are 
generally considered permanent if they are maintained on a net basis for at least 100 years.

27 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/ 
default.aspx>

C.3.5
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Table C.3.5 Eligible interest in land

Type of Land Interest in Land

Privately owned land 	� A person who holds a registered legal interest in the land.

	� A person who holds a mortgage or charge over any 
registered legal estate or interest in the land.

Crown land 	� The relevant Crown Lands Minister28 of the state or territory 
in which the project will be carried out (except for exclusive 
possession native title land or land rights land that is 
equivalent to freehold).
	� A person who holds a legal estate or interest in the land, 
provided the estate or interest
	� is registered on Torrens system of registration (if the 
Crown land is Torrens system land)
	� came into existence as a result of a grant by the Crown 
or, was derived from such an estate or interest, or
	� was created by, or under, a Commonwealth, state or 
territory law, or, was derived from such an estate or 
interest.

	� A person who holds a mortgage or charge over a legal 
estate or interest in the land.
	� If the land is also native title land, the Registered Native 
Title Body Corporation29 (RNTBC) for the land.

Land rights land and native title land

There are specific rules for carrying out projects on land rights land and native title land. 
These rules are designed to ensure that Aboriginal and Torres Strait Islander interests in 
land are treated in the same way as other interests in land. It is important to be aware that 
land rights land and native title land have specific rules around land dealings which may 
introduce other requirements, outside of the CFI, which are not necessarily described in 
Appendix C. At all times the Native Title Act 1993 (Cth) and the relevant state land rights 
legislation should also be taken into consideration.

Who will be responsible for the project?

If you are a common law holder of native title30 and you wish to independently undertake 
a project, you will need to do so through your RNTBC, unless the project is transferred to 
another entity (see Chart C.3.6).

28 The relevant Crown Lands Minister per state or territory is as follows: New South Wales—The Minister for 
Primary Industries; Victoria—The Minister who administers Part 5 of the Climate Change Act 2010 (Vic); 
Queensland—The Minister who administers the Land Act 1994 (Qld) (other than s 452A(2) and (3) of that 
Act); Western Australia—The Minister who administers the Land Administration Act 1997 (WA); South 
Australia—The Minister who administers the Crown Land Management Act 2009 (SA); Tasmania—The 
Minister who administers the Forestry Rights Registration Act 1990 (Tas); Australian Capital Territory—The 
Minister who administers the Land Titles Act 1953 (ACT); Northern Territory—The Minister who administers 
the Crown Lands Act (NT); and Jervis Bay Territory, and all external territories—The Commonwealth Minister 
responsible for territories.

29 Registered Native Title Body Corporate means to a body corporate whose name and address is registered 
on the National Native Title Register that is created especially for common law native title holders to hold or 
manage native title land.

30 Common law native title holders means to Aboriginal and Torres Strait Islanders who hold native title rights 
and interests, as defined under the Native Title Act 1993.

C.3.6
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Chart C.3.6 Project proponents on native title land

RNTBC

Source: Modified from Australian Government Carbon Farming Initiative Consultation Paper: 
Enabling Indigenous participation: Native title and land rights issues (July 2011)

RNTBC as project 
proponent

Third party project 
proponent

Indigenous land use 
agreement

Any native title

RNTBC as project 
proponent

	� Show carbon right
	� Show right to carry 
out project

Non-exclusive 
native title

Exclusive native title

Deemed

Legal right to carry out the project

Land rights land—If land rights land is equivalent to freehold (that is, owned by the 
Aboriginal and Torres Strait Islander landholders31), the Aboriginal and Torres Strait 
Islander landholders, as registered proprietors of the land, will generally have the legal 
right to carry out a project on the land rights land. However, it will be important to check 
the relevant state or territory legislation and the nature of the land interest granted.

If the interest in the land rights land is less than a freehold interest (such as a lease 
interest), Aboriginal and Torres Strait Islander landholders will need to check the 
relevant state or territory legislation and the nature of the land interest to ensure that 
they are entitled to carry out the project and that the type of project is consistent with 
the relevant legislation.

Exclusive possession native title land—The CFI legislation has specific ‘deeming’ provisions 
that remove the need for common law native title holders with exclusive possession 
native title land to show that they have the legal right to carry out the project. 

A RNTBC is deemed to be the project proponent where: 

	� the land is exclusive possession native title land

	� there is a RNTBC for the land on which the project will be carried out

	� no other person (except for the Crown or the applicable common law holders of the 
native title) has the legal right to carry out the project or holds the applicable carbon 
sequestration right in relation to the land on which the project will be carried out. 

It is important to note that ‘deeming’ rights in this way does not actually grant rights but 
confirms meeting eligibility requirements under the CFI Act.

Non-exclusive possession native title land—Where the project area is non-exclusive 
native title land, there are no deeming provisions and the RNTBC (on behalf of the 
common law holders of native title) is required to demonstrate that the native title holders 
have the legal right to carry out the project. This could be shown as part of the native 
title rights and interests (e.g. as a right in a consent determination under the Native Title 
Act 1993 (Cth)).

31 Aboriginal and Torres Strait Islander landholders means to Aboriginal and Torres Strait Islander groups that 
hold land under specific land rights legislation in the relevant state or territory.

C.3.6.2
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Applicable carbon sequestration right

Land Rights Land—There are no specific provisions in the CFI legislation concerning 
applicable carbon sequestration rights on land rights land. Instead, Aboriginal and Torres 
Strait Islander landholders will generally be able to participate in a similar manner as other 
interest holders (i.e. depending on whether the interest in land is equivalent to freehold 
and whether it is Crown land).

Exclusive possession native title land—The ‘deeming’ provisions under the CFI legislation 
also remove the need for common law native title holders with exclusive possession 
native title land to show that they hold the carbon sequestration right, provided the 
circumstances set out for exclusive possession native title land are satisfied (please refer 
to the sub-heading ‘Legal right to carry out the project’ in this section).

Non-exclusive possession native title land—Where the project area is non-exclusive  
native title land, the native title holders will be required to demonstrate that they hold the 
carbon sequestration right in relation to the land. The exclusive legal right to obtain the 
benefit of sequestration of carbon could be shown as part of the native title rights and 
interests (e.g. as a right in a consent determination under the Native Title Act 1993 (Cth)).

Alternatively, it is possible in some states for native title holders to register carbon 
sequestration rights under state legislation. You should seek specific advice on the scope 
of relevant state legislation if you are a native title holder without exclusive native title.

Consent of others with eligible interests in the land

You must obtain the consent of each person, who under the CFI legislation is considered 
to have an ‘eligible interest’ in the project area (see Table C.3.7).

Table C.3.7 Eligible interest in land rights land and native title land

Type of land Interest in land

Land rights land 	� Where the land rights land is equivalent to freehold (provided 
it is Torrens system land), the entity which holds a registered 
legal estate or interest in the land.
	� The RNTBC for the land.
	� If an Aboriginal Land Council has successfully claimed land to 
be land rights land under a Commonwealth, state or territory 
law (even if it has not been registered on a Torrens system of 
land registration), that Aboriginal Land Council.
	� Where the land rights land is less than freehold, the minister 
responsible for the land rights land.
	� Consent of the Crown Lands Minister may also be required 
for projects carried out on land rights land (which is less than 
freehold) on Crown land.
	� Additionally, some state land rights legislation may require 
further consents to be obtained from the relevant ministers.

Native title land 	� If there is a RNTBC for the area of land, then the RNTBC holds 
an eligible interest.

C.3.6.3
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C.4	Complying	with	a	methodology	determination

Requirements of an applicable methodology determination

In order to carry out a project your project must meet the requirements of an applicable 
methodology determination.

A methodology determination is a legislative instrument made by the Federal Minister for the 
Environment32 that sets out rules and instructions for how to carry out a project; measures 
the resulting greenhouse gas abatement; and facilitates reporting of the project outcomes.

At the date of publication, not all activities on the positive list have corresponding 
methodology determinations available. Table C.4.1 sets out the methodology 
determinations available at the date of publication and the positive list project type to 
which they relate.

Each methodology determination sets out the process for calculating the ‘baseline’33 for 
a project. The baseline represents the level of greenhouse gas emissions and removals 
that are likely to have occurred if the project was not undertaken. The net abatement or 
sequestration for a project will be the difference between the baseline emissions/removals 
and the project’s emissions/removals. The baseline set for a project can have a significant 
impact on the number of ACCUs it is able to generate.

If an existing methodology determination is not appropriate for your project, there may be 
scope for a new methodology to be developed. However, this can be a complex and 
lengthy process which generally requires significant investment of expertise and money. 
If you would like to develop a new methodology determination you should contact the 
Federal Department of the Environment.

Table C.4.1 Methodology determinations at the time of publication

Positive list emissions 
avoidance project type

Methodology determination

Savanna fire management Carbon Credits (Carbon Farming Initiative) 
(Reduction of Greenhouse Gas Emissions 
through Early Dry Season Savanna Burning) 
Methodology Determination 2012.

Carbon Credits (Carbon Farming Initiative) 
(Reduction of Greenhouse Gas Emissions 
Through Early Dry Season Savanna Burning 
1.1) Methodology Determination 2013.

Feeding supplements to livestock Carbon Credits (Carbon Farming Initiative) 
(Reducing Greenhouse Gas Emissions by 
Feeding Dietary Additives to Milking Cows) 
Methodology Determination 2013.

Application of inhibitors to 
livestock manure or fertiliser

No methodology determination available.

32 Environment Minister means to the Federal Minister responsible for the administration of the CFI Act.

33 Baseline means the greenhouse gas emissions (or removal of greenhouse gas emissions) that were likely 
to have occurred in the absence of the project.

C.4.1
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Positive list emissions 
avoidance project type

Methodology determination

Capture and combustion of 
methane from livestock manure

Carbon Credits (Carbon Farming Initiative) 
(Destruction of Methane Generated from 
Dairy Manure in Covered Anaerobic Ponds) 
Methodology Determination 2012.

Carbon Credits (Carbon Farming Initiative) 
(Destruction of Methane from Piggeries 
using Engineered Biodigesters) Methodology 
Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Destruction of Methane Generated 
from Manure in Piggeries) Methodology 
Determination 2012.

Carbon Credits (Carbon Farming Initiative) 
(Destruction of Methane Generated in Piggeries 
1.1) Methodology Determination 2013.

Treatment of livestock manure 
by pyrolysis, gasification or 
torrefaction

No methodology determination available.

Selective breeding of livestock for 
improved residual food intake

No methodology determination available.

Capture and combustion of 
methane from legacy waste

Carbon Credits (Carbon Farming Initiative) 
(Capture and Combustion of Methane in 
Landfill Gas from Legacy Waste) Methodology 
Determination 2012.

Carbon Credits (Carbon Farming Initiative) 
(Capture and Combustion of Methane in 
Landfill Gas from Legacy Waste: Upgrade 
projects) Methodology Determination 2012.

Diversion of legacy waste Carbon Credits (Carbon Farming Initiative) 
(Avoided Emissions from Diverting Legacy 
Waste through a Composting Alternative Waste 
Technology) Methodology Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Enclosed Mechanical Processing and 
Composting Alternative Waste Treatment) 
Methodology Determination 2013.

Passive oxidation of legacy waste No methodology determination currently 
available.

Transitioning waste diversion 
program under Greenhouse 
Friendly™

Carbon Credits (Carbon Farming Initiative) 
(Avoided Emissions from Diverting Legacy 
Waste from Landfill for Process Engineered 
Fuel Manufacture) Methodology Determination 
2012.

Carbon Credits (Carbon Farming Initiative) 
(Diversion of Legacy Waste to an Alternative 
Waste Treatment Facility) Methodology 
Determination 2013.
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Positive list emissions 
avoidance project type

Methodology determination

Feral animal management No methodology determination currently 
available.

Positive list carbon 
sequestration project type

Methodology determination

Permanent plantings Carbon Credits (Carbon Farming Initiative) 
(Quantifying Carbon Sequestration by 
Permanent Environmental Plantings of Native 
Tree Species using the CFI Reforestation 
Modelling Tool) Methodology  
De-termination 2012.

Carbon Credits (Carbon Farming Initiative) 
(Quantifying Carbon Sequestration by 
Permanent Plantings of Mallee Eucalypt 
Species using the CFI Reforestation Modelling 
Tool) Methodology Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Reforestation and Afforestation) Methodology 
Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Reforestation and Afforestation 1.1) 
Methodology Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Reforestation and Afforestation 1.2) 
Methodology Determination 2013.

Transitioning forestry program 
under Greenhouse Friendly™

Carbon Credits (Carbon Farming Initiative) 
(Quantifying Carbon Sequestration by 
Permanent Plantings of Native Eucalypt 
Species using the CFI Reforestation Modelling 
Tool) Methodology Determination 2013.

Small-scale farm forestry 
plantations

No methodology determination available.

New long-rotation hardwood 
plantation

No methodology determination available.

Human-induced regeneration of 
native vegetation

Carbon Credits (Carbon Farming Initiative) 
(Human Induced Regeneration of a Permanent 
Even-Aged Native Forest) Methodology 
Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Human Induced Regeneration of a Permanent 
Even-Aged Native Forest 1.1) Methodology 
Determination 2013.

Carbon Credits (Carbon Farming Initiative) 
(Native Forest from Managed Regrowth) 
Methodology Determination 2013.

Restoration of wetlands No methodology determination available.
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Positive list carbon 
sequestration project type

Methodology determination

Application of biochar to soil No methodology determination available.

Protection of native forest from 
clearing or harvest

Carbon Credits (Carbon Farming Initiative) 
(Avoided Deforestation) Methodology 
Determination 2013.

C.5	Starting	a	CFI	project
In  order to obtain approval for a project and receive ACCUs from the regulator, you must 
undertake the steps set out in Chart C.5.1.

Chart C.5.1 Steps involved in a CFI project

Submit offsets report, audit report and certifi cate 
of entitlement application (see section C.7) 

ACCUs issued to registry account (see section C.7) 

Become recognised offsets entity and open a 
registry account (see section C.5)

Obtain a declaration that your project is an eligible 
offsets project (project declaration)  (see section C.5)

Undertake  CFI project (see section C.6)

 Applying to the regulator

Recognised offsets entity—You must be a recognised offsets entity before you can apply 
to the regulator for approval of your project. If there are multiple project proponents for 
your project, each project proponent must be a recognised offsets entity.

The regulator will only recognise you as a recognised offsets entity if it is satisfied that you are:

	� a ‘fit and proper person’34

	� not an insolvent under administration (if you are an individual) or an externally 
administered body corporate (if you are a body corporate), as defined under the 
Corporations Act 2001 (Cth).

Registry account—You must open a registry account35 before the regulator can issue you 
with ACCUs.

34  In assessing whether you are a ‘fit and proper person’ the regulator must have regard to a number of factors 
outlined in section 64(3) of the  CFI Act.

35 Registry account means to an online account with the Australian National Registry of Emissions Units that is 
used to receive and deal in ACCUs.

C.5.1
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When opening a registry account you can nominate an authorised representative that will 
be the main contact for any administrative matters and dealings involving the ACCUs in 
your registry account (e.g. authorising the transfer of ACCUs to a buyer).

The regulator must be satisfied that an authorised representative is a fit and proper  
person; can prove their identity; and if the project proponent is not an individual, has been 
authorised by the project proponent. 

If you are a RNTBC, you must open a special native title registry account. 

If there are multiple project proponents for your project, the nominee36 will generally be the 
holder of the registry account into which ACCUs for the project are issued. 

Application form—An application to become a recognised offsets entity and to open a 
registry account is generally made to the regulator at the same time, using the one form. 
The approved application forms and the regulator’s Guidance on completing ANREU and 
recognised offsets entity forms are available on the regulator’s website37.

Project declaration

You must apply to the regulator to have your project declared an ‘eligible offsets project’38 
before you can receive ACCUs. This is the step where the regulator approves your project. 
In Appendix C, this application is referred to as an ‘application for a project declaration’.

The approved application forms are available on the regulator’s website39.

If there are multiple project proponents you must also complete the Multiple Proponent 
Nomination of Nominee form, which is available on the regulator’s website40.

Generally an application for a project declaration will be made prior to carrying out your 
project. However, in certain circumstances, it is possible to start your project and then 
apply for a project declaration at a later date and backdate your project to 1 July 2010. 

The regulator must be satisfied of certain requirements before it can declare that your 
project is an eligible offsets project, as summarised in Chart C.5.2.

36 Nominee means the entity nominated by multiple project proponents to, among other things, receive 
correspondence from the regulator and open a registry account to hold ACCUs on trust for all project 
proponents.

37 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/ 
default.aspx>

38 Eligible offsets project means a type of project that has been declared by the regulator under the CFI 
legislation to be eligible to participate in the CFI. It is in effect the green light for your project.

39 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/ 
default.aspx>

40 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/ 
default.aspx>

C.5.2
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Chart C.5.2 Requirements to receive a project declaration

You must Your project 
must

Your project 
area (or any  
part of it) must

Carbon 
Sequestration 
projects

	� be the project 
proponent for 
the project 
(see section 
C.3), and
	� be a 
recognised 
offsets entity 
(see section 
C.5).

	� be carried out 
in Australia (this 
includes external 
territories such as 
Norfolk Island)
	� pass the 
Additionality test 
(see section C.2)
	� not be on the 
negative list (see 
section C.2)
	� not involve the 
clearing of native 
forest, or using 
material obtained 
as a result of 
clearing or native 
forest (see section 
C.2), and
	� be covered by 
and meet the 
requirements of 
an applicable 
methodology 
determination  
(see section C.4).

	� not be used 
to meet an 
obligation under a 
Commonwealth, 
State or of Territory 
law to offset or 
compensate for 
the adverse impact 
of an action on 
vegetation
	� not be subject 
to a carbon 
maintenance 
obligation, 
(see section C.6), 
and
	� not be subject to 
a relinquishment 
requirement under 
the CFI legislation 
(see section C.6).

	� your project must 
be carried out on 
Torrens system; 
and or crown land
	� if your project 
is carried out 
on Crown 
land (except 
for exclusive 
possession native 
title land or land 
rights land which 
is equivalent 
to freehold), 
you must have 
received the 
consent of the 
relevant minister 
(see section C.3), 
and
	� you must have 
received the 
consent of all 
eligible interest 
holders (see 
section C.3).

Carbon sequestration projects—You should be aware that in applying for a project 
declaration for a carbon sequestration project you are agreeing to ensure that the 
carbon dioxide (CO2

) that is taken out of the atmosphere is stored permanently and not  
re-released back into the atmosphere. Under the CFI legislation, carbon sequestration 
is regarded as permanently stored if it is maintained on a net basis for 100 years.  
If the carbon stores are not maintained for 100 years, the project proponent or a future 
landowner may be required to pay back the ACCUs received for the project to the 
regulator (see section C.6).

Regulatory approvals

In assessing an application for a project declaration, the regulator will also consider 
whether you have obtained all Commonwealth, state or territory planning, environmental 
and water regulatory approvals.

If the regulator is not satisfied that all regulatory approvals have been obtained for your 
project, it can still approve your project declaration but will make it subject to the condition 
that all regulatory approvals must be obtained for the project before the end of the first 
reporting period for the project. Once the regulatory approvals for your project have been 
obtained you can apply to the regulator to vary the project declaration and remove this 
condition (refer to the sub-heading “Varying your project” under section C.6 for more 
information).

C.5.2.1
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C.6	Undertaking	a	CFI	project

How long will your project be in place?

Crediting periods—Your project declaration will set out the ‘crediting period’ for your 
project, which is the number of years ACCUs can be issued by the regulator for your 
project. In general, projects start on the date specified in your project declaration and will 
continue for seven years. However, the following types of projects have longer crediting 
periods:

	� reforestation projects41—15 years

	� native forest protection projects—20 years, and

	� certain waste diversion projects—100 years.

Your ability to generate ACCUs will end once the first crediting period has ended unless 
you apply to the regulator for approval of another crediting period. An application for a 
second crediting period cannot be made for a native forest protection project or certain 
waste diversion projects.

Reporting periods—Within the crediting period, you are required to choose a  
‘reporting period’. A reporting period is the period of time (which you can chose from one 
to five years) between the start of your project and the submission of an offsets report 
(see section C.7).

You are required to notify the regulator of the reporting period in your application for a 
project declaration. The reporting period will begin from the date specified in the project 
declaration.

Notification requirements

Throughout the life of your project, you are required to notify the regulator, within the 
specified times, if any of the following events occur as outlined in Chart C.6.1.

41 Reforestation project means a project which converts non-forested land to forest by direct human-induced 
planting or seeding, if the land on which the conversion occurs was not forest on 31 December 1989.

C.6.1
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Chart C.6.1 Notification requirements

YOU PROJECT Carbon 
sequestration 
projects

Reporting

	� change your 
name, business 
name or other 
contact details 
(within 28 days)
	� are no longer 
responsible for 
undertaking the 
project or cease 
to hold the legal 
rights to carry 
out the project 
(otherwise than 
because of death 
(within 90 days)
	� pass away, your 
legal representative 
must notify the 
Regulator (within 
90 days), or
	� are no longer 
considered a 
“fit and proper 
person” (e.g., 
because you have 
been convicted 
of a dishonesty 
offence or become 
bankrupt (within  
90 days).

	� as a result of 
a change to 
your project, 
your project 
becomes 
inconsistent 
with the 
applicable 
natural 
resource 
management 
plan (within  
90 days).

	� you commit a 
deliberate act 
which caused, or 
is likely to cause a 
‘significant reversal’ 
of carbon stored 
(within 90 days)
	� a natural 
disturbance has, or 
is likely to cause, a 
‘significant reversal’ 
of carbon stored 
(within 60 days), or
	� another person 
not within your 
reasonable control 
causes or is 
likely to cause, a 
‘significant reversal’ 
of carbon stored 
(within 60 days).

	� you discover an 
error in an offsets 
report (within 90 
days), or
	� Any matters and 
information that 
the applicable 
methodology 
determination 
requires the 
Regulator be  
notified of.

If you do not comply with these requirements you may be liable for a civil penalty.42

Record-keeping

The CFI legislation sets out specific records that you must keep for seven years in relation 
to your project. Each methodology determination will also have specific record keeping 
and monitoring requirements.

If you do not comply with these requirements you may be liable for a civil penalty.43

Varying your project

Throughout the life of your project you may apply to the regulator to vary your project for 
any of the following reasons:  

	� Removing a condition requiring you to obtain regulatory approvals

42 The maximum penalty is 2 000 units for individuals (at the time of publication $340 000) and 10 000 units for 
bodies corporates (at the time of publication $1 700 000).

43 The maximum penalty is 2 000 units for individuals (at the time of publication $340 000) and 10 000 units for 
bodies corporates (at the time of publication $1 700 000).
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	� Variation in the commencement date

	� Variation in the project proponent

	� Variation in the project area

	� Using a different methodology determination from the start of your reporting period.

The approved forms to make these applications are available on the regulator’s website.44

The regulator must take all reasonable steps to make a decision on your application 
within 90 days. If approved, the project declaration variation may take effect from the date 
it is made or an earlier date (provided it is not before 1 July 2010).

Ending your project

At any time during the life of your project, you may choose to voluntarily end your project 
by applying to the regulator to have your project declaration revoked. 

The regulator may also, on its own accord, end your project if:

	� your project declaration was conditional on you obtaining regulatory approvals and 
that condition has not been satisfied

	� your project has changed such that it fails to meet certain requirements of a project 
declaration

	� you cease to be a recognised offsets entity for ninety days or more

	� the person responsible for the project ceases to hold the legal rights to carry out the 
project for ninety days or more

	� where there are multiple project proponents, the nomination of a nominee ceases to 
be in force for ninety days or more, or

	� you provide false or misleading information in connection with your application for a 
project declaration, in an offsets report or via any reporting or notification requirements.

Carbon sequestration projects—If you are carrying out a carbon sequestration project you 
have an obligation to store the carbon for 100 years (known as ‘permanence obligations’). 
In order to protect against the possibility that the carbon stores from your project may 
be reversed once your project ends, before your project ends you must relinquish45 a 
number of ACCUs (or their equivalent) not exceeding the same number of ACCUs that 
have been issued (and not previously handed back) for your project (known as the ‘net 
total number of ACCUs’) (refer to the sub-heading ‘Relinquishing ACCUs’ in this section).

Permanence obligations

Note: If you are carrying out an emissions avoidance project you do not need 
to consider this section.

Reversals outside of your control (i.e. natural disturbances)—If you are carrying out a 
carbon sequestration project, you will be required to relinquish ACCUs (or their equivalent) 
if, within 100 years of the first ACCUs being issued for your project (or after a new project 
area was added to the project) whichever is the later:

	� there is a significant reversal of carbon stores (that is, the reversal occurred on at least 
five per cent of the project area or 50 ha, whichever is smaller)

	� the reversal is due to either

44 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/ 
default.aspx>.

45 Relinquish means to the process of handing back ACCUs to the regulator (either voluntarily or upon demand).
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	� a natural disturbance (that is, a flood, bushfire, drought, pest attack or disease, 
which could not have reasonably been prevented by you)

	� the conduct of another person, where the conduct is not within your reasonable 
control

	� the regulator considers that you have not, within a reasonable period, taken reasonable 
steps to mitigate the effect of the natural disturbance or conduct, as the case may be, 
on the project.

Reversals within your control—You will be required to relinquish ACCUs (or their equivalent) 
if, within 100 years of the first ACCUs being issued for your project (or after a new project 
area was added to your project), whichever is later:

	� there is a significant reversal of carbon stores (that is, the reversal occurred on at least 
five per cent of the project area or 50 ha, whichever is smaller)

	� the reversal is not due to either

	� a natural disturbance

	� reasonable actions to reduce the risk of bushfire

	� conduct by another person where the conduct is not within your reasonable control.

Relinquishing ACCUs

You must comply with a notice to relinquish ACCUs within ninety days of it being given 
to you. Where there are multiple project proponents, a relinquishment obligation will be 
imposed on each project proponent, but may be discharged by any one of them.

It may be the case that by the time you are subject to a relinquishment requirement, you 
have already sold the ACCUs issued for your project. If this is the case, in order to comply 
with your relinquishment requirement, you will need to either:

	� purchase ACCUs (or substitute units) in the carbon market to give to the regulator

	� pay the administrative penalty.

Carbon maintenance obligations

If you are carrying out a carbon sequestration project and you fail to relinquish ACCUs (or 
their equivalent) within ninety days of receiving a relinquishment notice from the regulator 
(or the regulator is satisfied that it is likely you will not comply within ninety days), the 
regulator may declare that the project area is subject to a ‘carbon maintenance obligation’.

A carbon maintenance obligation effectively puts a freeze on the carbon sequestered in 
the project area’s relevant carbon pools46 at the time the declaration is made (called the 
‘benchmark sequestration level’) and requires future owners or occupiers:

	� not to engage in conduct that would destroy carbon stores that existed at the time 
the declaration was made, unless the conduct relates to an activity that has been 
expressly permitted in the declaration

	� where there has been a reduction below the benchmark sequestration level, to 
take all reasonable steps to ensure that carbon stores recover to the benchmark 
sequestration level.

A carbon maintenance obligation is attached to the land, and therefore the obligation to 
maintain sequestered carbon stores will apply to future landowners for 100 years after the first 
ACCUs were issued for the project or the project area was varied (unless the relinquishment 
requirement is complied with earlier and you have applied to have the obligation removed).

46 Carbon pool means to living biomass, dead organic matter or soil (s 5 of the CFI Act).
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If you do not comply with a carbon maintenance  obligation you may be liable for a civil 
penalty.47

C.7	Receiving	ACCUs

Applying for ACCUs

In order to receive ACCUs for your project, you must submit an offsets report to the 
regulator within three months after the end of your reporting period.

With limited exceptions, an offsets report must be accompanied by an audit report. 
Generally, an application for a certificate of entitlement48 is also made at the same time.

The approved form which combines submitting an offsets report and audit report and 
applying for a certificate of entitlement is the Certifi cate of Entitlement application including 
offsets report, which is available on the regulator’s website49.

There is no government fee for applying for a certificate of entitlement and the government 
does not charge a fee when it issues ACCUs. There will, however, be costs associated 
with preparing the offsets report and the audit report.

Chart C.7.1 illustrates the steps required in order to receive ACCUs.

Chart C.7.1 Requirements to receive ACCUs

Submit an audit report (unless exempt)

Apply for and receive a certifi cate of entitlement 

Hold a registry account (see section C.5)

Submit an offsets report

Unit entitlement

Your certificate of entitlement will set out the number of ACCUs you can receive for your 
project for that reporting period (known as the ‘unit entitlement’). As soon as practicable 
after you have received a certificate of entitlement, the regulator will issue you with the 
number of ACCUs specified in the certificate of entitlement.

The number of ACCUs that you are entitled to is determined using the following formulas.

47 The maximum penalty is 20 00 units for individuals (at the time of publication $340 000) and 10 000 units 
for bodies corporates (at the time of publication $17 00 000).

48 A certificate of entitlement is a certificate issued by the Regulator that specifies the number and type of 
ACCUs that a project proponent is entitled to receive for a reporting period.

49 <http://www.cleanenergyregulator.gov.au/Carbon-Farming-Initiative/Forms-and-calculators/Pages/
default.aspx>
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	� Emissions avoidance projects 

Net abatement amount Unit entitlement

	� Carbon sequestration projects

Carbon storage Unit entitlementRisk of reversal buffer

The ‘risk of reversal buffer’ is a concept under the CFI legislation which is designed to 
cover losses of carbon stores where those losses are beyond your control.  At the time of 
publication, the buffer was set by withholding 5% of the ACCUs generated by a project. 

	� Native forest protection projects

Carbon 
storage

Unit 
entitlement

Length of 
reporting period

Risk of 
reversal buffer

Crediting 
period

	� Prescribed non-CFI offsets schemes

Original unit 
entitlement Unit entitlement

Abatement credited or 
otherwise accounted 

for under another 
carbon offsets scheme

C.8	Dealing	in	ACCUs

What markets can ACCUs be sold in?

There are two types of ACCUs that the regulator can issue—Kyoto ACCUs50 and non-
Kyoto ACCUs.51

The type of ACCUs your project is entitled to receive will affect the markets in which you 
can sell them (see Chart C.8.1).

50 Kyoto ACCUs are a type of ACCU that the regulator may issue to eligible Kyoto projects provided the 
reporting period for the project ends before the Kyoto abatement deadline (for an agricultural emissions 
avoidance project and a landfill legacy emissions avoidance project, the reporting period must end on 
or before 30 June 2020, and for carbon sequestration projects which are Kyoto compliant, the reporting 
period must end on or before 31 December 2020).

51 Non-Kyoto ACCUs are a type of ACCU that the regulator may issue to eligible non-Kyoto projects and 
eligible Kyoto projects if the reporting period for the project ends after the Kyoto abatement deadline.
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Chart C.8.1 Markets for ACCUs

Eligible in:
 � Under current law, the domestic compliance 
market (CPM)

 � If future linkages are established, international 
compliance markets (e.g., EU ETS, NZ ETS)

 � Domestic voluntary markets (e.g., NCOS)
 � International voluntary markets

Eligible in:
 � Domestic voluntary market (e.g., NCOS)
 � International voluntary markets

Non-Kyoto 
ACCUs

Kyoto ACCUs

Source: Modified from Carbon Market Institute, A Guide For Business: The Carbon Farming Initiative (2013)

In broad terms, there are two market segments in which ACCUs can be traded as 
illustrated in Chart C.8.2.

Chart C.8.2 Primary and secondary market segments

PRIMARY MARKET SEGMENT:

SECONDARY MARKET SEGMENT:

REGULATOR

REGULATOR

REGULATOR

BUYER

YOU

YOU

ACCUs

BUYER

ACCUs ACCUs ACCUs

ACCUs

ACCUs

ACCUs

(if you are a liable 
entity under the CPM)

REGULATOR YOU
FINANCIAL 

INSTITUTIONS 
/BROKER

Dealing in ACCUs

Under the CFI legislation, ACCUs are considered ‘personal property’. A person who 
holds an ACCU in their registry account is the legal owner of the ACCU and may, subject 
to the CFI Act and the Australian National Registry of Emissions Units Act 2011 (Cth) deal 
with the ACCU as its legal owner.

This means that ACCUs can be transferred to another person by agreement or by will or 
through laws dealing with bankruptcy, insolvency or succession. 

C.8.2
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You can sell your ACCUs either:

	� after the ACCUs have been issued by the regulator into your registry account  
(the sale and purchase agreement used for this purpose is generally known as a  
‘spot contract’, see section C.9 for further information)

	� before the ACCUs have been issued by the regulator (the sale and purchase agreement 
used for this purpose is generally known as a ‘forward contract’, see section C.9 for 
further information).

ACCUs can also be sold in the secondary market segment by a person who holds 
ACCUs in their registry account but who was not the project proponent for the project 
which generated the ACCUs (that is, participants in the secondary market).

Transferring ACCUs

After you have sold ACCUs, or if you choose to give ACCUs away, you will need to give 
an electronic notice to the regulator instructing the regulator to transfer the ACCUs to the 
acquiring registry account. The regulator will then transfer the ACCUs by removing the 
entry for the ACCUs from your registry account and making an entry for the ACCUs in 
the acquiring registry account.

Requirements for an Australian Financial Services licence

ACCUs and some types of forward sale contracts of ACCUs are considered 
‘financial products’ under the Corporations Act 2001 (Cth) and certain types of 
activities that involve financial products are regarded as ‘financial services’ under the 
Corporations Act.

A person who is considered to be carrying on a business of providing financial services 
in Australia must hold an Australian Financial Services licence (unless an exemption 
applies). The requirements for such a licence are outlined in Chart C.8.3.

Chart C.8.3 Requirements for an Australian Financial Services licence

Providing 
‘financial 
services’

No 
exemption 

applies

Providing those 
financial services 

as part of a 
‘financial services 

business’

Must have 
an Australian 

Financial 
Services 
licence

If you simply carry out a project and you sell your ACCUs on your own behalf (whether 
directly or through an agent), you generally will not need to hold an Australian Financial 
Services licence as you are likely to be covered by exemptions under the Corporations 
Act and Corporations Regulations 2001.

Generally, a person is considered to be ‘providing financial services’ in relation to ACCUs 
if (among other things) they undertake any of the following activities:

a. Providing financial product advice.

b. Dealing in a financial product.

c. Making a market for a financial product.

d. Providing a custodial or depository service.

e. Operating a registered managed investment scheme.

C.8.2.1
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a. Providing financial product advice

The concept of providing financial product advice is broadly defined and involves 
providing a recommendation or opinion that is intended to influence a person in buying, 
selling or otherwise dealing in ACCUs (or that could reasonably be regarded as being 
intended to have such an influence). However, communication that consists only of 
factual information or advice of a technical nature about projects—as opposed to the 
ACCUs generated from the project—will generally not be regarded as financial product 
advice (see Table C.8.4).

Table C.8.4 Examples of providing financial advice

Technical advice 
(License unlikely to be required)

Financial product advice 
(Licence likely to be required)

	� Options for technology that may be 
used for the project.
	� Implementation and construction 
costs of a project.
	� Potential abatement from the project 
(e.g. emissions projections).
	� Ongoing operations and monitoring of 
the project.
	� Eligibility for a project to receive a 
project declaration.

	� Financial returns from a CFI project.

	� Whether or not to buy, sell or hold 
ACCUs.

	� Strategies for dealing in ACCUs.

	� The outlook or forecast for ACCU 
prices.

b. Dealing in a financial product

The actions of applying for, buying, or selling ACCUs are all activities that constitute 
‘dealing’ under the Corporations Act. Even ‘arranging’ for a person to buy or sell ACCUs 
could be considered dealing (see Chart C.8.4).

One exception to this is if someone deals in ACCUs on his or her own behalf or on behalf 
of certain related bodies corporate or other associated entities (known as the ‘self dealing 
exemption’).

If you enter into a derivative in respect of ACCUs, this self-dealing exemption does not 
apply. You may, however, be able to avoid the need for an Australian Financial Services 
licence if you deal with ACCUs on your own behalf for the purpose of managing a financial 
risk (i.e. hedging purposes) provided that this is not a significant part of your business and 
is not undertaken by making a market in derivatives. Table C.8.5 provides examples of 
dealing in a financial product.

Table C.8.5 Examples of dealing in a financial product

Self-dealing exemption 
(License unlikely to be required)

Dealing in ACCUs 
(License likely to be required)

	� Selling ACCUs from your project using 
a spot contract.

	� Acting as a broker in arranging for 
sales of ACCUs on others’ behalf.

	� Entering into derivatives over 
ACCUs if the self-dealing or 
hedging exemptions do not apply.
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c. Making a market for a financial product

A person who ‘makes a market’ in ACCUs may be required to hold an Australian Financial 
Services licence. A person would make a market if they regularly state the price at which 
they propose to acquire or dispose of ACCUs, and other persons have a reasonable 
expectation that they will be able to regularly carry out transactions at that stated price.

d. Providing a custodial or depository service

A person generally provides a custodial or depository service to another person if they 
hold ACCUs or beneficial interests in ACCUs on trust for, or on behalf of, another person 
(other than a service provided to a related body corporate or an associate).

An exemption to this is if ACCUs are issued to:

	� a special native title account

	� a nominee account (i.e. where there are multiple project proponents).

e. Operating a registered managed investment scheme

Examples of arrangements in relation to ACCUs that may constitute managed investment 
schemes include:

	� schemes that pool investor money to trade ACCUs for the purposes of providing 
returns to investors

	� schemes that pool ACCUs contributed by investors for the purpose of providing 
returns to investors from the eventual sale of the ACCUs.

Are you carrying on a financial services business?

Generally, if you have a place of business in Australia, you will be deemed to ‘carry on a 
business’ in Australia (even if the business is carried out by one person or not for profit).

Australian Securities and Investments Commission’s (ASIC) Regulatory Guide 236 
provides that “if the financial services you provide are more than very minor (and in 
particular, have elements of system, repetition and continuity), then it is likely that you 
will need a Licence”. Additionally, a one-off transaction, if substantial, could also be 
considered as carrying on a business in Australia.

For further information on whether you need an Australian Financial Services licence 
please see ASIC’s guide, Do I need an AFS licence to participate in carbon markets?  
(RG 236), and related fact sheets52.

C.9	Types	of	contracts
If you are planning to participate in the CFI and sell or buy ACCUs, you are likely to 
need to agree on the commercial terms of your involvement with another party. These 
terms will usually be reflected in contracts drafted to identify rights and obligations and 
to allocate risks.

The appropriate type of contract will depend on a number of factors, including how 
closely you want to be involved in the project, who ultimately has the rights to the ACCUs, 
and whether specific rights and obligations need to be allocated or given to another 
party. Considerations regarding legal ownership of the land, carbon sequestration rights, 
access rights, responsibility for the provision of services and financing arrangements may 

52 Refer to fact sheets: Australian financial services licensing and the Carbon Farming Initiative for advisers 
and project developers and Australian financial services licensing and the Carbon Farming Initiative for 
farmers and land managers, available on Australian Securities and Investments Commission’s website:  
<http://www.asic.gov.au/asic/ASIC.NSF/byHeadline/Publications%20Home%20Page>
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all need to be covered. In many cases, more than one contract may be required (see 
Chart C.9.1).

Chart C.9.1 Contract types and relationships

Limited involvement 
in project by 
landholder

Active involvement/ 
management of the 

project by land holder

CFI 
project

Bank or 
other lender

Bank or 
other lender

Funding 
arrangement

Landholder

Relevant 
agreements/ 

counterparties

The project 
proponent 
and ‘Seller’ 
of ACCUs

O&M 
Contract

Service or 
Management 
Agreement

Aggregation 
Agreement

Lease of 
Licence

Project Development  
or Carbon 

Sequestration 
Agreement

Service 
provider

Contractor

Purchase Agreement for the sale of ACCUs

Supply Agreement for sale of other products from 
project (e.g. electricity)

Buyer

Landholder Landholder

Funding 
Agreements

Aggregator Project 
Developer

While not comprehensive, this section explains some of the main types of contracts or 
agreements that you may require to carry out a project or to buy or sell ACCUs.

The example terms and definitions in this section are provided for guidance purposes 
only and independent legal advice should be obtained with respect to which terms and 
definitions are appropriate for your specific commercial circumstances and how these 
should be drafted for the purpose of any agreement to be used in your transaction.

Timing of agreements

The appropriate time for you to enter into an agreement will depend on the circumstances 
of your project or transaction.

Generally, any agreements relating to the development of your project will need to be 
in place prior to you applying for a project declaration from the regulator. This will be 
particularly important for agreements that establish the legal rights for you or another 

C.9.2
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party to carry out the project. For carbon sequestration projects, this will include having 
any agreements in place that are required to transfer and register carbon sequestration 
rights and provide consents from any eligible interest holders in the land.

Operational agreements that do not establish the legal rights to carry out the project 
may be able to be entered into after your project has been declared as an eligible offsets 
project. For example, you may decide to engage a service provider under a service 
agreement once your project is approved and you have secured necessary financing 
or the future purchase of ACCUs generated from the project. You should, however, 
generally make sure that a signed agreement is in place before anyone provides specific 
advice or other input into your project.

The appropriate timing for entering into a purchase agreement for the sale of the ACCUs will 
depend primarily on whether you intend to enter into a contract before or after the ACCUs 
have been issued by the regulator (that is, a spot or forward contract). If a spot contract is 
appropriate in your circumstances, you can enter into an agreement once the ACCUs are 
in your registry account. If you want to enter into a forward contract to sell ACCUs, you will 
need to carefully consider when is an appropriate time to enter it. There are many factors 
that will inform this decision and the timing will depend on considerations such as:

	� your level of confidence that your project will be successful and generate a particular 
volume of ACCUs over a particular time period

	� whether you need to have a purchase agreement in place to secure financing or other 
support for your project

	� the level of risk you are prepared to assume if the project has not yet been fully 
developed or approved

	� your negotiating position relative to the prospective buyer and how risks are allocated 
in the purchase agreement.

Supporting contracts

Carbon Sequestration Agreement

Note: If you are planning to carry out an emissions avoidance project you do 
not need to consider this section.

You will generally only need to consider entering into a carbon sequestration agreement 
if you are planning to carry out a carbon sequestration project on land which you do 
not own or do not have an exclusive possession lease over. As outlined in section A.3, 
this is based on the requirement for a project proponent to obtain the legal right to carry 
out the project and to be the owner of the applicable carbon sequestration right for the 
project area, which, if the land is Torrens system land, must also be registered on title 
under State law.

A carbon sequestration agreement will generally set out the terms under which you (as 
a project proponent) acquire a carbon sequestration right from the owner of the land. 
Once entered into, an agreement transfers the benefit of sequestration of CO2

 in the 
relevant carbon pool on the project area to you and provides the basis for this right to be 
registered on title under state law in your (or your company’s) name.

C.9.3
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Each state has taken a slightly different approach to the creation and recognition of 
carbon sequestration rights and uses varying terminology (see Table C.3.4).53

Different state laws have varying levels of prescription about what must and can be 
included in a carbon sequestration agreement. Therefore, whether you are a project 
proponent or landowner, you should seek legal advice to ensure that the contents of the 
agreement complies with the applicable state law and provides you with the necessary 
rights and protections.

A carbon sequestration agreement will cover more than just the transfer and registration 
of the carbon sequestration right. Clauses that are commonly included in carbon 
sequestration agreements include, but will not be limited to:

	� the term of the agreement and details of what happens once the agreement ends—
for example, this will commonly include clauses addressing the reversion of rights 
(including the carbon sequestration right) once the agreement ends, and obligations 
which survive the end of the agreement, including indemnities and obligations not to 
remove the vegetation (given the obligation to maintain the carbon pool for 100 years)

	� provisions clearly establishing that the landowner is agreeing to sell or transfer a 
defined carbon sequestration right to the project proponent

	� rights for the project proponent to access the project area and to undertake activities 
required under the applicable methodology determination, including monitoring and 
measurement activities

	� rights for the project proponent to control, manage and maintain the carbon pool in 
accordance with the applicable methodology determination (e.g. rights to undertake 
activities which will enhance the levels of carbon sequestration such as approved 
thinning of vegetation, rights in relation to harvesting the vegetation including types of 
vegetation and timeframes)

	� corresponding obligations on the landowner which ensure that nothing happens 
in the project area which would be inconsistent with the applicable methodology 
determination (e.g. obligations not to harvest the trees or to allow livestock to graze in 
the project area and obligations to pay relevant rates and taxes)

	� confirmation of the methodology determination to be used for estimating and 
accounting for the amounts of sequestered CO2

	� provisions addressing the allocation of risks in the event there is a reversal in the 
carbon sequestration (e.g. a natural disturbance) and obligations to take actions which 
minimise the risks of this occurring (e.g. fire prevention activities)

	� responsibility for paying for and maintaining insurance

	� structure and methods of payments

	� provisions dealing with changes in ownership of the land or carbon sequestration 
right to ensure that the carbon sequestration agreement remains enforceable against 
future owners

	� an obligation to do all things necessary to allow the carbon sequestration right to be 
registered on title

	� miscellaneous boilerplate clauses.54

53 Carbon sequestration agreements also have different names in different States: Victoria—Forestry and 
carbon management agreement; New South Wales and Tasmania—Forestry covenant; South Australia—
Forest property (carbon rights) agreement, and Western Australia—Carbon covenant.

54 Miscellaneous boilerplate clauses may cover, for example default and termination, dispute resolution, rights 
of assignment, delivery of notices, the law governing the agreement and definition and interpretation.
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Service or Management Agreement

You will need to consider entering into a service or management agreement if you still 
intend to be the project proponent for your project but you either:

	� want someone else to manage the entire project on your behalf (management 
agreement), or

	� need others to provide specialist services to assist with the development, implementation 
or management of all or part of the project (services or management agreement).

Given that you will remain the project proponent, a service or management agreement 
will not transfer the ownership of the land or provide other tenure to the land as you need 
to retain the legal rights to carry out the project. However, the service or management 
agreement may need to grant your service provider or manager with access rights to 
your land so that they can undertake the services.

Although the length and complexity of a service agreement or management agreement 
will depend largely on the scope of the services to be provided, clauses that are 
commonly included in agreements of this type include but will not be limited to:

	� an outline of the services to be provided—this will usually be included in a schedule 
to the agreement and cover elements such as the deliverables from the service 
provider, milestones and reporting requirements, personnel involved and details of 
any subcontracting arrangements, and arrangements for providing access and other 
operational issues 

	� an outline of how variations to the agreement will be managed (e.g. variations to timing, 
scope of services or costs)

	� an outline of what happens if you cease to be the project proponent or your project 
declaration is revoked

	� the term of the agreement (that is, how long the agreement is in place to allow the 
service provider to perform the works or services)

	� responsibility for the supply of materials, equipment, facilities required for the services 
and details of who bears the cost of these things

	� responsibility for obtaining any regulatory approvals (e.g. licences and permits)  
required in order to perform the services

	� a standard of care clause which will require the service provider to exercise due care, 
skill and diligence

	� payment obligations and arrangements including payment of fees and expenses and 
times for payment (often included in a schedule to the agreement), the process for 
submitting invoices or statements of account, and taxes applicable to the provision 
of services

	� representations and warranties from the project proponent and/or from the service 
provider

	� indemnity and insurance provisions

	� requirements relating to privacy, security and confidentiality of information

	� details of who holds intellectual property rights in relation to any relevant aspects of the 
project (e.g. technology used or documentation produced for a project)

	� reporting requirements from the service provider to the project proponent

	� a force majeure clause which outlines the consequences of a force majeure event and 
obligations on the affected party or parties

	� miscellaneous ‘boilerplate’ clauses.

C.9.3.2
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Lease

A lease is a legal instrument in which the lessor (the landowner) grants to the lessee 
(normally the project proponent) a legal interest in the land. A lease may be required in a 
number of different circumstances where you own land but do not want to be the project 
proponent. A lease will grant the lessee exclusive possession of the part of the land 
covered by the lease. This will often not be appropriate or necessary in cases where the 
landowner will continue to require access to the land during the course of the project. 
A lease will usually be executed by deed so as to create a legal interest in the land. 

Beyond just providing tenure to land, a lease can also be used as the legal instrument 
which in effect transfers other legal rights relating to the project to another person, 
company or organisation. A lease will normally address, but will not be limited to:

	� granting the lease for a specific term of years, which should be clearly set out—this 
will usually encompass the life of the project throughout the crediting period or periods 
(and if the project is a carbon sequestration project, the maintenance period)

	� the ‘commencement date’ of the lease given the lease must take effect for a specific 
term of years to be valid in law

	� the area of land over which the lease is to take effect

	� outlining activities the landlord does not wish for the lessee to undertake which would 
otherwise be permissible under the law

	� the amount and frequency of rent payments (e.g. monthly, quarterly or annually, and 
whether payable in advance), possibly including rent review provisions 

	� granting the lessor an indemnity against any damage to the land, or diminution in 
value which arises out of negligent acts or omissions by the lessee—the lessor may 
also require the lessee to rectify and repair any damage caused to the leased area, 
including any fixtures or fittings on the land

	� incorporating condition reports, where there are a number of buildings or fixtures 
on the land, to ensure that these building and fixtures remain in the same condition 
(allowing for fair wear and tear) at the end of the lease as they were at the start

	� miscellaneous boilerplate clauses.

Licence or Access Agreement

A licence or access agreement will generally be required where you own land but will 
not be the project proponent, and you need to document specific rights and obligations 
of the project proponent with respect to using your land for a project but do not want to 
grant the project proponent exclusive possession to part or all of your land.

In some cases, it will be appropriate to include the licence or access rights within another 
type of agreement rather than requiring a separate agreement. In the case of a carbon 
sequestration project, given that a carbon sequestration right does not in itself grant the 
holder any right to access or use the land, a separate licence or access agreement may 
be required for this purpose.

A licence or access agreement will normally address, but will not be limited to:

	� the area over which access will be granted (e.g. all of the land owned by the licensor, 
or just a part)—this will often be defined as the ‘Licence Area’ or ‘Access Area’

	� whether the licensee needs access for itself or anyone else (e.g. service providers)

	� whether the licensee requires access for vehicles, plant or machinery

C.9.3.3
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	� the purposes for which access is being granted by the licensor (this will therefore refer 
to the project, and the requirements of the methodology determination in terms of 
activity on the land)—this can be done either quite loosely, giving the licensee broad 
access rights, or more stringently, tying all access rights back to the project

	� whether the licensor will make a representation that he will not unreasonably interfere 
with the licensee’s permitted activities within the licence area or access area

	� granting the licensor an indemnity against any damage to the land, or diminution in 
value which arises out of negligent acts or omissions by the licensee—alternatively 
(depending on the bargaining position of the parties) the licensor may require the 
licensee to rectify and repair any damage caused to the licence area or access area, 
including any fixtures and fittings on the land

	� where there are a number of buildings or other fixtures on the land, the parties may 
consider incorporating condition reports to ensure that these buildings and fixtures 
remain in the same condition (allowing for fair wear and tear) at the end of the licence, 
as they were at the start

	� miscellaneous boilerplate clauses.

Project Developer Agreement or Aggregation Agreement

Project Developer Agreement—A project developer agreement will generally be used in 
circumstances where you are a landholder who wants someone else to be the project 
proponent and to develop the project on your land. An agreement for this purpose may 
be called something other than a project developer agreement to fit the type of project 
you are planning.

Importantly, a project developer agreement may need to grant the project developer the 
legal right to carry out the project if this is not established through existing rights or other 
agreements (e.g. a lease over the land). In the case of a carbon sequestration project, a 
separate carbon sequestration agreement (or equivalent) may need to be entered into or 
else incorporated into a project developer agreement to enable the project proponent to 
hold the applicable carbon sequestration right and for this to be registered on title.

A project developer agreement will normally address, but will not be limited to:

	� granting the project proponent the legal right to carry out the project on your land (or 
part of your land)

	� the term of the agreement and what happens when the project ends (e.g. obligations 
to remove equipment or to return the project area to its condition prior to the project)

	� responsibility for any regulatory requirements in relation to the project (e.g. planning 
permits or environmental licences)

	� providing appropriate access rights to the project proponent which will enable it to 
develop, implement and monitor the project over the different stages of the project

	� responsibility for plant and equipment and other resources required for the project

	� obligations on you to do specified things to either assist with the project (e.g. 
monitoring) or to ensure that other activities on your land do not inappropriately impact 
on the project 

	� payment arrangements (e.g. this may include rights for the project proponent to charge 
establishment or management fees; rights for you as the landholder to receive royalty 
payments or some other form of payment from the project proponent; arrangements 
to share the revenue generated by the project)

C.9.3.5
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	� provisions aimed at managing risks associated with the project (e.g. requirements to 
maintain insurance, warranties and indemnities, consequences of a party breaching 
the agreement, procedures for dealing with changes in circumstances include a 
change in ownership of the land or a change in law).

Aggregation Agreement—An aggregation agreement is a contract that will generally 
be entered into by small-scale landholders looking to participate in the CFI with an 
aggregator who will use the advantages of scale and expertise to either run a project on 
the landholders’ land, or assist with the running of a project. Generally, an aggregator will 
on-sell the ACCUs generated from a number of projects to a third party in bulk.

If the aggregator is to be the project proponent, an aggregation agreement will need to 
grant the aggregator the legal right to conduct the project. This might require conferring 
on the aggregator a legal interest in the land or else a contractual right to carry out the 
project. In the case of a carbon sequestration project, the aggregator will also need to 
hold the applicable carbon sequestration right to the carbon pool in the project area or 
areas. For Torrens system land, this right must also be registered on title under state law.

An aggregation agreement is likely to address many of the issues covered above in 
relation to project developer agreements, but it may also involve a more complex contract 
structure with respect to payment arrangements and the sharing of obligations to ensure 
that the projects deliver the necessary economies of scale to make the aggregation viable.

In some cases, it may be possible for an aggregator conducting a project under a single 
methodology determination to aggregate projects across a variety of areas of land, all of 
which might be taken to constitute the project area for the purposes of the application for 
project declaration. In order to create economies of scale at the documentation stage, 
it is conceivable that a single aggregation agreement could be entered into, with the  
various landholders upon whose properties the aggregator will conduct the project. 

If this approach is adopted, the aggregator should be careful not to include payment  
details of all parties where this would cause disclosure of commercially sensitive 
information.

In this context, an aggregator could potentially draw upon structures that have been used 
elsewhere, such as under the Clean Development Mechanism (CDM) for projects in 
developing countries.

For example, a common aggregation structure under the CDM is for an aggregator to 
be the co-ordinating entity for a significant number of projects. The aggregator takes 
responsibility for all the processes involved in having the project approved and managing 
the compliance aspects of the project (e.g. monitoring and verification, project audits,  
reports to the regulator). Each individual landholder is then responsible for constructing 
and implementing the actual project. In other words, the aggregator takes responsibility 
for all the carbon aspects of the project and the landholder retains responsibility for 
doing the project. In return for providing what are essentially ‘carbon services’ to the 
landholders, the aggregation agreement would outline the payment arrangements from 
the landholder to the aggregator.

One model used under the CDM which could potentially be used for aggregation under the 
CFI, would be for the aggregation agreement to include an agreement by the aggregator 
to purchase all the ACCUs generated by the project proponent (i.e. landholders) of the 
different projects, but at a discounted price to the market value of ACCUs. By then selling 
the ACCUs into the market at the market price, the profit margin made by the sale would 
cover the costs of the aggregator’s carbon services and provide a commercial return to 
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the aggregator. Under this approach, the aggregation agreement would in effect become 
a combined aggregation and purchase agreement. Each landholder project proponent 
could either agree with the aggregator to share in some of the CFI revenue from its project 
or it may be happy to receive the other benefits from the project (for example, revenue from 
electricity sales from electricity generated from a methane from livestock manure project).

An alternative structure would be for the aggregator to be the project proponent for the 
group of different projects. In this scenario, the aggregator would be responsible for 
all aspects of the project and would receive the ACCUs generated. The aggregation 
agreement would outline the payment arrangement with each landholder that is hosting 
a project being operated by the aggregator.

These are just two examples of aggregation structures that parties could agree to under 
a project developer or aggregation agreement. The precise terms of each agreement will 
depend on the commercial arrangements agreed to for each project or bundle of projects.

Purchase Agreement

You will need some form of purchase agreement every time you want to buy or sell ACCUs. 
The term purchase agreement may be variously described as a sale agreement, a sale 
and purchase agreement, or an emission reduction purchase agreement. References to 
spot contracts, forward contracts or off-take agreements are also common.

Regardless of their exact name, all agreements of this type essentially do the same thing, 
which is to document: 

	� the arrangements under which ACCUs will be transferred for a price from one party 
to another party

	� the respective rights and obligations of the buyer and seller

	� the safeguards in place if something does not happen as planned, or if there is a 
dispute or change in circumstances.

Before you enter into a purchase agreement as a buyer or seller of ACCUs you should 
have a clear understanding of the uncertainties and risks involved in the transaction, and 
decide how much risk you are prepared to take on relative to the price of the ACCUs. 

Examples of standard form contracts used in the Australian carbon market for the sale 
and purchase of carbon credits (including ACCUs) include:

	� the Environmental Products Spot Physical Terms and Conditions (December 2012 
edition) published by the Australian Financial Markets Association Inc.

	� AFMA Form of Part 7 to the Schedule to an ISDA Master Agreement for Emissions 
Allowance Transactions (incorporating options) (Version 1 April 2013).

You should obtain legal advice on the appropriateness of using or adapting these 
standard form contracts for your purchase agreement.

The appropriate structure of a purchase agreement will depend on how the parties wish 
to allocate these risks and the way that the ACCUs will be sold into the carbon market. 
A threshold issue in this respect is whether the seller and buyer intend to enter into a 
purchase agreement before or after the ACCUs have been generated by the project and 
issued by the regulator into a registry account (see Chart C.9.2). This is likely to determine 
the type of transaction and the structure of the purchase agreement required.

Spot Contract—If you want a direct sale of ACCUs that already exist and can be immediately 
delivered, the ACCUs can be sold and purchased as a single ‘spot transaction’ using a 
‘spot contract’. Given that the seller already holds the ACCUs it means that:

C.9.4
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	� a seller will generally be able to show a clear chain of ownership in the ACCUs which 
will enable an unencumbered sale to a buyer (that is, the buyer will acquire the full legal 
title to the ACCUs)

	� a seller can agree to sell and immediately deliver (or within a few business days) 
guaranteed volumes of ACCUs

	� a buyer does not have to consider any risks associated with the project, and

	� the price for the ACCUs will typically be higher than for a forward contract or off-take 
agreement given that there is a guaranteed delivery of an agreed volume of ACCUs.

Forward contract (or off-take agreement)—If you want a direct sale of ACCUs that have 
not yet been generated by a project or issued into a registry account, the ACCUs can 
be sold and purchased as a forward transaction under a ‘forward contract’. This is 
sometimes referred to as an ‘off-take agreement’. Project proponents will often prefer to 
sell the ACCUs they expect to generate through a project’s crediting period on a forward 
basis (with a buyer paying on delivery) to help with securing finance and a future revenue 
stream for the project. Under a forward transaction:

	� the forward contract may provide for the sale of all the ACCUs from the project or a 
certain crediting period (or portion of a crediting period, such as one or more reporting 
periods) 

	� the seller may guarantee the delivery of fixed volumes of ACCUs by a specified 
date (sometimes referred to as a ‘forward delivery contract’), in which case the seller 
assumes the risk that an insufficient volume of ACCUs are generated by the project. 
If there is a shortfall, the seller will generally remain obliged to transfer the full contract 
volume to the buyer and this could involve the seller having to purchase ACCUs 
elsewhere on the market to deliver to the buyer. In order to mitigate this risk, the 
seller may agree to deliver a particular percentage of the ACCUs anticipated to be 
generated by the project

	� the seller may agree to sell a non-guaranteed volume of ACCUs and will only be 
required to deliver the ACCUs that are generated by the project (sometimes referred 
to as a ‘forward crediting contract’), in which case the buyer assumes the risk of there 
being a shortfall in the number of ACCUs received (unless the seller agrees to provide 
a reimbursement for any shortfall)

	� the buyer is likely to require the contract to include relevant conditions precedent  
associated with the project (e.g. regulatory approvals being obtained, project 
declaration being issued), which will mean that the contract will not be legally binding 
until those conditions have been satisfied

	� the price for the ACCUs under the contract will be influenced by who assumes the 
greater risk in terms of delivery of ACCUs (e.g. if the seller is only willing to agree to 
provide a non-guaranteed volume the buyer will try to negotiate a lower price to factor 
in the delivery risk)

	� the specific allocation of risks will depend upon the commercial relationship between 
the buyer and seller and the commercial strategy behind entering into the contract. 

In relation to forward contracts, advice should be sought on whether the structure of the 
contract could result in it being regarded as a ‘derivative’ contract, as financial licensing 
requirements may apply (see section C.8).
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Chart C.9.2 Spot contracts and forward contracts

When will the ACCUs be delivered  
to buyer? 

Spot contract

Forward delivery 
contract

Forward crediting 
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Upon signing the contract 
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signing execution

Specified date and 
volume guaranteed 

by the seller

At a specified 
point in the future?

Unspecified/ 
‘intended’ date and 
volume expected by 

the seller

When will the ACCUs be delivered  
to buyer? 

Forward contract

The following is a more detailed overview of the key concepts that you are likely to find in 
a purchase agreement, and the issues that you might need to consider depending on 
whether you are a buyer or seller.

Defining what is to be sold

Your purchase agreement will need to specify the type and quantity of ACCUs being sold 
and the timeframes relevant to the sale. For example, this will need to include:

	� a clear definition or description to confirm that the units being sold are ACCUs rather 
than some other type of carbon credit

	� details of whether they are Kyoto ACCUs or non-Kyoto ACCUs (refer to the sub-heading 
‘Kyoto and non-Kyoto projects’ in section A.2)

	� whether the sale involves a fixed volume of ACCUs or non-guaranteed volumes

	� whether the seller or buyer wants to have the option of selling or buying additional 
ACCUs from the project at an agreed fixed price or a future market price.

If you are a seller of ACCUs, you will want to be certain that your project will generate 
enough ACCUs to meet your delivery obligations to the buyer. 

C.9.4.1
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If you are a buyer of ACCUs, you will want to be certain about the total volume of ACCUs 
that you will receive (or could potentially receive in the case of non-guaranteed volumes).

Confirmation and transfer of legal entitlement

Your purchase agreement (whether a spot or forward contract) will contain a provision 
confirming that the seller has the legal entitlement to the ACCUs being sold. This is often 
described as having the ‘full legal and beneficial title’ and will usually be in the form of 
a contractual representation or warranty provided by the seller. The warranty will also 
usually provide that the seller has not already sold or otherwise dealt with or promised 
the ACCUs to another party. If you are a buyer of ACCUs, you will need to ensure that the 
purchase agreement contains appropriate warranties from the seller to this effect. 

Your purchase agreement will need to specify the point in the transaction when the 
transfer in legal title occurs. This will generally be either once the ACCUs have been 
transferred to the buyer’s registry account or once the buyer has made payment for 
the ACCUs. If you are a seller of ACCUs, you may want the agreement to provide that 
the transfer does not take place until payment by the buyer is made. As a buyer, your 
preference will be to have legal title to the ACCUs once they are transferred into your 
registry account.

Agreement for the seller to sell ACCUs to the buyer

This is a critical clause in any purchase agreement but can usually be addressed by a 
simple statement that outlines the nature of the agreement (e.g. ‘In accordance with the 
terms of the agreement, the seller agrees to sell and the buyer agrees to purchase the 
contract ACCUs at the unit price’). 

In the case of a forward contract, it may be linked to any conditions that need to be 
satisfied prior to the agreement taking effect (i.e. conditions precedent).

Price for ACCUs and terms of payment

Your purchase agreement will need to specify the unit price for the ACCUs and whether 
that price is fixed or floating (i.e. whether the price is linked to the market price of ACCUs 
at particular points in time in the future).

If you opt for a floating price structure, your purchase agreement will need to outline the 
conditions and timeframes for calculating the price in the future. A common approach 
will be to link the price to the market price of ACCUs at the time of delivery to the buyer. 
You may also want to consider including a price floor or ceiling on the ACCUs under 
the purchase agreement. In relation to forward contracts, advice should be sought on 
whether the structure of the contract could result in it being regarded as a ‘derivative’ 
contract, as financial licensing requirements may apply (refer to section C.8).

The time for payment under a spot contract will either be immediately or within a specified 
number of days. For a forward contract, payment will generally be required before or 
after delivery of the ACCUs. Payment within a specified period (e.g. fourteen days) after 
delivery is more common than pre-payment. Alternatively, you may decide that it is 
appropriate for your purchase agreement to provide for a staged payment model. For 
example, this could include an initial up-front payment prior to delivery of the ACCUs, 
periodic or instalment payments or a combination of both. The approach you choose 
and reflect in your purchase agreement will depend on the circumstances of your project 
and the transaction.

C.9.4.2
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Allocating responsibility for the payment of other costs associated with the project will 
also need to be outlined in the purchase agreement. For example, this might include 
establishment and implementation costs associated with the project ranging from project 
and methodology development costs; monitoring, verification, audit and reporting costs; 
and other transactional costs. These costs will often be factored into the price paid for 
the ACCUs, but in some cases there may be reasons to provide for separate payment 
arrangements for these costs.

You will also need to consider any tax implications of your transaction and these may 
need to be explicitly covered in the purchase agreement. Detailed information about the 
tax treatment of ACCUs is available on the Australian Tax Office website55 and summary 
information is provided on the regulator’s website56. You can also find a detailed analysis 
in Appendix B.

It’s recommended that you obtain your own professional advice about the tax treatment 
of ACCUs and how this should be reflected in your purchase agreement having regard 
to your particular circumstances.

Conditions precedent (for forward contracts)

The inclusion of conditions precedent within a purchase agreement will normally be to the 
benefit of the buyer, as some or all of the obligations within the agreement may not take 
effect until these conditions have been satisfied. Failure to satisfy the conditions within a 
specified timeframe may also give the buyer the ability to walk away from the agreement.

Delivery obligations (for forward contracts)

ACCUs can either be sold in:

	� fixed volumes with the seller guaranteeing delivery of those volumes

	� non-guaranteed volumes that are dependent on how many ACCUs the project generates.

The appropriateness of either option will depend on the nature of your project and the 
circumstances and relationship of the parties to the transaction. Whatever approach you 
opt for, your purchase agreement will need to clearly outline the relevant arrangements 
and obligations for delivery of ACCUs.  

In the case of non-guaranteed volumes, the purchase agreement will need to specify, for 
example, whether the seller is agreeing to: 

	� provide all the ACCUs generated by the project

	� a percentage of all ACCUs generated

	� ACCUs up to a specified maximum volume

	� some other provision of ACCUs with specified limits or conditions.

If a seller is proposing more than one delivery of ACCUs to the buyer, a delivery schedule 
for the ACCUs that corresponds to the expected timeframes for generation of ACCUs 
by the project may need to be included in the purchase agreement. This will often be 
included as a schedule to the agreement.

The arrangements for delivery of ACCUs in a purchase agreement will generally be linked 
to the agreed price for ACCUs and relevant conditions precedent, as all these factors 
contribute to the allocation of risk between seller and buyer. 

55 <http://www.ato.gov.au>
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Australian-carbon-creditunits/ Pages/default.aspx>
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Your purchase agreement will also need to clearly specify what happens in the event that 
all or some of the ACCUs promised by the seller are not delivered to the buyer. This will 
be particularly important where the ACCUs have not yet been credited by the regulator 
into the seller’s registry account. There is a range of ways that a purchase agreement can 
address this situation. These may include:

	� a clause requiring the buyer and seller to meet in good faith in an effort to agree 
alternative arrangements (e.g. an alternative volume of ACCUs or timeframe for delivery 
of ACCUs, or an adjusted price)

	� an allowance for the seller to substitute the contracted ACCUs with alternative ACCUs 
from other projects or third parties

	� an agreement that the seller compensates the buyer for the cost of purchasing 
alternative ACCUs from the market

	� some form of penalty provision

	� a right of termination.

Defaults and remedies

Your purchase agreement will set out a specific process by which certain actions  
(or inaction) which affects the key obligations of the buyer and seller under the agreement 
will be dealt with. A common process in contractual documentation is to deem certain 
events as an ‘event of default’.

Events of default most commonly included in purchase agreements include:

	� breach of material obligations (e.g. failure to deliver or pay for ACCUs)

	� breaches of representations and warranties

	� any necessary licence, authorisation or consent is revoked, not renewed or suspended, 
or any applicable conditions are not complied with

	� the insolvency of one of the parties.

The idea behind this is that there are certain events which, if they occur or are allowed 
to exist by one party, will materially affect the other party to such an extent that the other 
party should have the right to terminate the agreement and be released from its obligations 
under it, or else be compensated by receiving damages from the defaulting party.

Generally, a purchase agreement will allow the defaulting party to remedy a default within 
a specified period of time before the right to terminate or to damages arises.

Representations, warranties and indemnities

A purchase agreement will often provide that a breach of representation or warranty by 
one party triggers the right of the other party to terminate the agreement. Alternatively, 
a breach may provide grounds for the party to commence an action for damages with 
respect to losses suffered as a result of relying on the representation or warranty.

Indemnities are very common in commercial agreements and their scope will generally 
depend on the level of risk associated with the transaction and the circumstances of the 
parties. Indemnities can provide a contractual avenue to recover losses suffered by one 
party as a result of the actions (or inaction) of the other party.

Dispute resolution

You should ensure that your purchase agreement includes explicit provisions on how 
disputes between the parties will be resolved. This will generally involve including a  
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specific dispute resolution clause and specifying in relevant clauses when dispute 
resolution processes will be triggered.

Dispute resolution clauses in an agreement commonly specify a period of time for the 
parties to negotiate a resolution before referring the matter to a more formal process such 
as arbitration or a method of alternative dispute resolution (e.g. mediation). In considering 
how you approach this, you will need to carefully consider a range of factors, including:

	� the nature of the issues in dispute

	� the financial, commercial and relationship implications that potentially arise from the 
dispute

	� the cost and timing implications of the dispute either not being resolved or being 
resolved in favour of the other party

	� the risks and cost implications of proceeding to a formal resolution (e.g. the risk of not 
being successful; legal costs associated with arbitration or court proceedings).

There may be a range of other circumstances which cause you to need to enforce 
your rights under an agreement relating to your project. Most commonly, this will involve 
another party breaching its obligations under an agreement. A well-drafted agreement 
will clearly outline the consequences of such a breach and the process for remedying it 
(e.g. allowing a period for the breach to be fixed; termination of the agreement; a right to 
damages). 

If a situation escalates to the point where you consider you have suffered financial or  
other losses as a result of something covered by an agreement, the warranty and 
indemnity provisions under your agreement may provide an appropriate avenue for 
bringing a claim against the other party.

Managing external risks

There is a range of risks that may be external to your project (and therefore beyond the 
control of the parties) that you will need to account for in your purchase agreement.

Two of the most critical clauses to include in your agreement to manage these risks are 
a ‘force majeure’ clause and a ‘change in law’ clause.

A ‘force majeure’ clause seeks to address risks associated with natural events such a 
fire, flood, storm or other events beyond the control of the parties, such as changes to 
the administration or governance of the CFI which impact on your project. In an Australian 
context where natural risks are well-known, standard force majeure clauses will often be 
used and agreed by the parties without the need for much negotiation.

It will be critical for you to include a robust ‘change in law’ clause in your purchase 
agreement. This is particularly important given the ongoing political, policy and regulatory 
uncertainty surrounding the CPM and the carbon market in Australia at the time of 
publication, and the role and scope of the CFI in this context. Given the potential changes 
in legislation and regulations, it will be imperative that you have a carefully drafted change 
in law clause that factors in different potential scenarios and timeframes. Your perspective 
on how broad a change of law clause needs to be is likely to vary depending on whether 
you are a seller or buyer of ACCUs.

Miscellaneous

There are a range of other general provisions that you will need to include in your 
purchase agreement to provide legal certainty in terms of other obligations and processes 
associated with your transaction.
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Risks

Regardless of the exact project or transaction structure, undertaking any CFI project will 
involve a range of different risks. These are outlined in Box C.9.5.

Box	C.9.5	CFI-related	risks	for	project	proponents	to	consider

The commencement and ongoing management of a CFI project will include risks 
associated with:

	� the establishment and implementation of the project itself

	� obtaining approvals necessary to undertake the project, including a declaration that 
the project is an eligible offsets project

	� the contribution of other parties to the project

	� the generation and delivery of the anticipated volume of ACCUs from the project

	� obtaining any third party funding required to undertake the project

	� political, policy and regulatory risks, particularly given the relative infancy of the CFI 
and ongoing uncertainties surrounding Australia’s compliance carbon market

	� market factors, including the price of ACCUs and the available markets to sell ACCUs 
into (compliance, voluntary, international)

	� natural events such as weather and fire.

A key part of any contract is how these different risks are allocated between project 
participants, service providers, financiers, insurers, and purchasers of ACCUs. 
Ultimately, the price paid by a purchaser of ACCUs will be determined by its exposure 
to one or more of these risks. The more risk that a purchaser takes on in purchasing 
ACCUs, the lower the price that purchaser will generally be willing to pay. Conversely, if 
a project proponent is prepared to bear more risk, it is likely to find a buyer willing to pay 
a higher price for the ACCUs.

Given the above, you may wish to consider obtaining specialist advice on pricing issues 
in relation to the sale or purchase of ACCUs. For project proponents, this advice should 
generally be sought prior to commencing a project.

C.9.5
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Acronyms	and	abbreviations

ACCU Australian carbon credit unit

ATO Australian Taxation Office

CAE carbon estimation area

CDM Clean Development Mechanism

CER Clean Energy Regulator

CFI Carbon Farming Initiative

CGT capital gains tax

CIE Centre for International Economics

ERF Emissions Reduction Fund

EU European Union

GDP gross domestic product

GST goods and services tax

GWP global warming potential

IPCC Intergovernmental Panel on Climate Change

ITAA Income Tax Assessment Act 1997

VS volatile solids
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