Traffic Light Report on Measures Potentially Relevant to G-20 Commitment

G-20 Commitment: Enhancing our energy efficiency can play an important, positive role in
promoting energy security and fighting climate change. Inefficient fossil fuel subsidies encourage
wastefitl consumption, distort markets, impede investment in clean energy sources and undermine
efforts to deal with climate change. The Organization for Economic Cooperation and Development
(OECD) and the IEA have found that eliminating fossil fuel subsidies by 2020 would reduce global
greenhouse gas emissions in 2050 by ten percent. Many countries are reducing fossil fuel
subsidies while preventing adverse impact on the poorest. Building on these efforts and
recognizing the challenges of populations suffering from energy poverty, we commit to:
®  Rationalize and phase out over the medium term inefficient fossil fuel subsidies that
encourage wasteful consumption. As we do that, we recognize the importance of
providing those in need with essential energy services, including through the use of
targeted cash transfers and other appropriate mechanisms. This reform will not apply to
our suppovt for clean energy, renewables, and technologies that dramatically reduce
greenhouse gas emissions. We will have our Energy and Finance Ministers, based on
their national circumstances, develop implementation strategies and timeframes, and
report back to Leaders at the next Summit. We ask the international financial institutions
to offer support to countries in this process. We call on all nations to adopt policies that
will phase out such subsidies worldwide.

The traffic light report below lists policy measures in descending order of relevance to
the G-20 commitment in accordance with reporting template and instructions issued

by the G-20 Steering Group.

@=Considered to be within scope

®= Considered to be possibly within scope

@= Considered to be outside the scope
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Draft List of Australian Government Fossil Fuel Subsidies for G-20 Commitment

Definition of a fossil fuel subsidy: “A fossil-fuel subsidy is any government measure or
program with the objective or consequence of reducing the effective cost for fossil fuels paid
by consumers or of reducing the costs or increasing the revenues of fossil-fuel producing

companies.”

Production Subsidies

1, lbn"créaséddeduction for oetr‘oleur_n exploration in designated offshore fron

Description:

. frontler area for ann
| 2004 through 2009 ‘

Policy Objective:

' domestlc petroleum ‘and |mprove Australla s

To encourage the exploratlon and dlscovery of N

energy sec ri

Government Intervention:

Préferential tax treatmient,

Ass’es’srnent:‘ o

‘ ls lt a subsrdy?

"ls |t meffcrent? st
Does it encourage wasteful consumptlon?
"Is |t targeted at the needy?
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"Does  the measure result .in " additional
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ial valug of
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Responsible Départment:




Déscription: -

Pollcy Objectlve

To encourage mlnlng and quarrylng exploratlon :

Government lnterven'uon

Preferentlal tax treatment

Assessme'nt:"".
= ‘s 1tasub5|dy? e

— Is it meffcrent? e

: _Doesrte ou ‘gewastefulconsumptron?

: st targeted at the needy?

S ‘Does lt encourag ¢ of cleaner energy?

: = Does it address a market fallure‘r’

: _—‘_,:‘Does the measure 'r sult |n addltlonal
Government revenue and, if so, what is

: = _Does it have |mpl|catlons for global use of
i “fossrl fuels and global greenhouse gas
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gayable by an exglo at|on company and is

: productlon or consumptlon of foss1| fuels' ThIS

This golicy”meas'ure shoul_d be regarded asan
exploration subsidy, rather than a fossil fuel
productlon subsrdy It reduces the tax lrabllltv

herefore not d|rectly felated to the costs o
revenues of a fOSSIl fuel producmg comganv #Hs g
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measure applies more broadly than fossrl fuels
alone ‘, . N :

Not targeted at the needy or deSIgned to S
encourage the use of clean energy.
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The 2009 Tax Expendlture Statement estlmates
the annual tax revenue forgone due to measure :
as between $100 mrllron and $1 bllllon This "
applles toall exploratlon actlwty and not those
specrﬁcally related to fossﬂ fuels




Within the scope of the Review of Australia’s
L T

Responsible Department:




3 Statutory caps 1n the effectlve life of certam depreaatmg assets

Descrlptlon

_ Statuto[y ‘effective life- cags act to overr e the
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these lndustrles remaln |nternat|onally

'competltlve and that Australla s depreaatlon

reglme does not dlscourage |nvestment in Iarge‘j
|nfrastructure assets :

Government Intervention:-
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encourage the use of cIean energy.







4. Coal Sector Adjustment Scheme -

Description:

The Coal Sector Adjustm t Scheme (CSAS) WI“ '
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the n ,effect'v‘
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Have - similar measures - been . identified .in
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P

'Future Tax System
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Studies by the OECD and University of

Technology Sydney |

lassified ths -




subsidies? " ©

measure as a fossil fuel subsidy.
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N_otes:

'W|II |mplement this pollcy







i ueI tax credlts are srmllart 'VQV ut tax cre its :‘,:‘ :
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Responsible Department: . -

Comment [a3] Treasury is not aware
ofthls measure ‘and so cannot determrne
how simrlar (or not) itis to fuel tax credlts




“Policy objective:

‘Government intefvent

Estimated financial value of measure per annum
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i \I‘fuftig_r‘e' Tax System .

‘opé ‘of the
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international . or - domestic studies. of energy
subsidies? ‘ ‘ BN

Responsible Department: -

Treasury. .7




Assessment:

Is it a subsidy?

‘The tot: i \_/alue of the subsidy for LPG -

conversions smce t_he |ntroduct|0n of the Scheme
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‘has been A$112 2 m|l||on per year

Sensitivitie
Are other countries likely to list similar
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in
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subsidies? - T T

Responsible Department:

lv)gp:a‘rft‘m:efl\t‘ of Innovatio
Research S

n, Industry, Science and




Policy Objective:

“Government |

‘Assessmen

it |neff'CIent?

Doe! |t encourage wasteful consumptlon?

Have .. sim| .measures been ‘identified
i,ntem;.qh_,al_ r. domestlc studles' of ene'gy
subsidies?.

ble Department;

'Department of Climate Change and Energy e -
Ef'f‘ c1ency : :




7. Electrlcrty Sector Adjustment S hem o

Descrlptlon

Policy Objective: '

Government Intervention:

(Assessment:’

2 Isitasubsidy?

Is it inefficient? "

‘ emrssrons (| e carbon Ieakage)

méchanisms to ‘e
’galns to lndustry ‘

Estimated financial value of measure per annur

Senéitivities:

Are other countrles ||ker to Ilst 5|m|Iar meas T

Have S|m|Iar measures been
mternatronal or domestlc studles of energy
subsrdles? : e

rdentlf'ed ' |n

en energy) as a fossil fuel subsrdy

Ré§ponsi_ble Department: "

Effi uency

 Change and Energy o




Government Intervention:

Assessme

consumption




9 Tasmanlan Fre|ght SubS|dy Arrangements

Descrlptlon. ‘

‘The T smanlan FI‘EI sht Equallsatlon Scheme st

shlpment from the mamland of desrgnated

|nputs for use in manufacturlng, m|n|ng, :
agnculture, forestry and f'shlng in Tasmanla The
SUbSIdy does not apply to the shlpment of fuels “
|nc|ud|ng fossﬂ fuels - o

Policy Objective: -

The scheme assists in allewatlng the T
comparatlve mterstate sea frelght cost
dlsadvantage mcurred by sh|ppers of ellglble o
non- bulk goods carrled between Tasmanla and
mamland Austraha by sea. lts objectwe is to .
prowde Tasm nian mdustrles W|th equ B
) compete in malnland arkets,'
recognlsmg that unl|ke the|r mamland :
counterparts, Tasmanlan shlppers do not have B
the optlon of transportmg goods mterstate by
road or rail. ‘ -

Government Intervention:

‘ Frelght subsrdy

Assessment;

= ils |t |neffment?

- Does lt encourage wasteful consumptlon?

= s, |t targeted at t h e needy?

e Does it encourage use of cleaner energy?
= Does it address a market,failure?

— :Does the measure result in addltlonal

Government revenue and, lf so, what is

’ b"the net effect?

—— Does it have |mpl|cat|ons for global use of

'fossﬂ fuels and global greenhouse gas
emlssrons (| e, carbon Ieakage) :

Th|s poIlcy measure should be regarded asa
frelght sub5|dy, rather than a fossﬂ fuel sul .
pamcularly as the sub5|dy does not apply to the &
shlpment of fuels ek

The sub5|dy also avords wasteful consumptlon as
defined by the G-20 Steenng Commrttee asitis
I|ker toresulti in Iower greenhouse gas emlsswns
than would otherwrse occur. lfthls sub5|dy was
removed |ncreased frelght acthlty would occur
in other states of Austraha, where it would be
carrled by more greenhouse |ntens|ve transport
modes (l e. road rall) B :

Es_timated financial value of measure'pe_r annum: !

Expenditure for 2008409 Was $109 mlllion.'

Sengitivitles: &~

Are other countries likely to list similar measures?

Itis unllkely that other G-20 members will
consider such frelght sub5|d|es as falllng within
the scope of_ the commltment agreed to by '







'10 Government prlcmg arrangements for.major energy' users

Des’crlp’tlo‘n. Con e

Policy Objective:

IR

Government Intervention:

Assessment: |

st a subsidy?

s it inefficient?

it'encouragem'i' tefu onsumptlon7

L "ls it targeted at the ne y?

' Does |t5enc urage use of cleaner energy?

jfossﬂ fuels and global greenhouse ‘gas
- ,emlssnons (| e. carbon Ieakage) ;

‘sug est that the go ernment subsrdy will end in ‘

ted wrth

2016 foIIowmg new Iongt m electric
éts havmg been agreed betw N prive
electr|C|ty generators and the alumlmum ‘

Estimated financial value of measure per annum

Sensitivities: .

Are other countnes Ilkely to |lSt 5|m|Iar measures?

Have sumllar measures been |dent|ﬂed

mternatlonal or domestlc studles of ‘energy‘

subS|d|es'-’

A 2007 study by Umver5|ty of Te nology Sydney .
(UTS) class e h|s measure asa fossﬂ fuel '
subS|dy :

ResponsibleDepartment: G

Department of Resources, Energy and Tourism




pt(on than

inefficiency and wa

:i‘)‘s:id‘iies' in 0ECD Cavl_l_'rit‘ﬁers. T




e USand Canada do not intend to list sub-
" national policy measures,

Responsible Department: '

“| Department of esources, Energy and Tourism "




| -or encourage usé of cleaner energy

Consultation with states required before listin
| of state government measures

”C‘qmparis"on with heric‘o\_'uhtr‘ie's:

Responsible Departme

'Department of Famllles Housmg, Communlty
Serwces and Indlgenous Aff rs )




13, Utllities Allowance

Description;

Ut|l|t|es AIlowance provrded by the Austrahan -
Government to penSIoners :

Policy Objective:

To ensure that Iow |ncome households have ‘
access to essentlal energy servrces

Government Intervention:

Dlrect pay‘ _ent

Assessment:
—s itas'u‘bsidy? Pl
ceolsit lneff'ment’P L ‘

L= ‘Does it encourage wasteful consumphon?

e ‘Is |t targeted at the needy? ‘ '

=] Does |t encourage use of cleaner energy?

e Does it addre ‘ armarket fallure?

i —'VDoes the measure result in add|t|onal
. "Government revenue and, |f so, what is
5 ‘;the net effect?

L= ,Does lt have |mp|1cat|ons for global use of
g fossd fuels : d global greenhouse gas
i 'emrssrons (|.e carbon leakage)

b= Are other countnes l|kely to l|st srmllar‘, A

measures?
—“Have similar méasurés been identified in
*.-international :
' ‘,energy subS|d|es? -

domest|c stud|e5 ‘of

Ut|||t|es Allowance is no longer prowded in the

| form ofan energy subSIdy Slnce September

2009 it has been |ncorporated in the Penston
Supplement Wthh is automatu:ally pa|d to
pensioners wrth their regular fortnlghtly
'payment

Well targeted and eff' crent

Comparison With other countries: RS

3 Ilneffuent and poorly targeted consumptlon
i subsrd|es |n non -OECD countnes represent
‘ bulk of the global energy sub5|d|es

70_ ‘ .US |ntends to defend the retentlon “of well
e targeted but potentlally |nefﬁc1ent heatmg
SUbSIdIES to Iow |ncome households

Estimated ﬁnancial value_r of measure per annum:

Sensitivities;

No

o

Responsible D_epartment: :

Department of Famllles, Housmg, Communlty
Serwces and Indlgenous Affalrs
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TREASURY EXECUTIVE MINUTE

Minute No.

8 April 2010

Treasurer

G20 COMMITMENT ON FOSSIL FUEL SUBSIDIES

Timing: An initial list of Australia’s fossil fuel subsidies needs to be submitted to the G20 Energy
Experts Group by 12 April.

Recommendation: A decision needs to be taken whether to include the following taxation
measures in Australia’s initial list of fossil fuel subsidies to be submitted to the G20 by 12 April:

the statutory formula for valuing FBT car benefits (Agreed/Not Agreed);

the excise exemption for gaseous transport fuels (LPG, LNG and CNG) used for non-business
purposes (Agreed/Not Agreed); and

the statutory caps on the effective life of certain depreciating assets used in the oil and gas
industries (Agreed/Not Agreed).

SIEDENITR o inonssmuomsstiesausmmadnmnsmis sussihseid U0

KEY POINTS

At the Pittsburgh Summit, G20 Leaders committed to rationalise or eliminate inefficient fossil
fuel subsidies that encourage wasteful consumption (excluding subsidies targeted at the poor
and those that support clean energy).

Under the timeline agreed by the G20 Energy Experts Group, Australia is required to submit a
list of fossil fuel subsidies by 12 April for consideration by Finance Ministers on 23 April in
Washington DC. National plans for rationalising/eliminating inefficient and wasteful fossil
fuel subsidies must be developed by 24 May. These plans will be considered by G20 Finance
Ministers and Leaders in June.

Members of the Energy Experts Group have been unable to agree on how to define a fossil
fuel subsidy. Neither have they been able to agree how to assess whether a subsidy is
inefficient and encourages wasteful consumption. As a result, each country is able to adopt its
own approach to defining and evaluating fossil fuel subsidies.

However, national approaches will be subject to public scrutiny and are likely to be assessed
against the definitions used by international organisations involved in the project, especially

the International Energy Agency (IEA) and the Organisation for Economic Co-operation and
Development (OECD). :

The definition of a subsidy used by the IEA and OECD includes all government measures that
have the effect of reducing costs to producers, increasing producer profits or reducing costs to
consumers. These measures include direct financial payments, trade restrictions, taxation
measures, provision of services on a non-cost recovery basis, and regulatory arrangements
such as price controls and market access restrictions. Australia has traditionally been
supportive of this approach in relation to the work of the OECD on agricultural subsidies.




. As our representative on the G20 Energy Experts Group, the Department of Resources,
Energy and Tourism (RET) has been responsible for coordinating the development of
Australia’s list of fossil fuel subsidies. In common with Canada and the US, we have not
sought to identify sub-national level subsidies because of the limited time available. The
IEA/OECD definition of a subsidy has been used as a starting point for this exercise.

. RET has asked portfolios to identify measures that potentially fall within the scope of the G20
commitment.

. Treasury has three measures that potentially fall within the scope of the commitment. These
are:

—  the statutory formula for valuing Fringe Benefits Tax (FBT) car benefits.

—  the excise exemption that currently applies to gaseous transport fuels (LPG, LNG and
CNG) used for non-business purposes.

—  statutory caps on the effective life of certain depreciating assets used in the oil and gas
industries.

. These measures are within the scope of the Review of Australia’s Future Tax System. The
previous Government committed to phasing-in higher excise rates for gaseous transport fuels
between 2011 and 2015. This measure is included in the Forward Estimates.

. Prior to submitting our response to RET and the G20 Energy Experts Group, we are seeking
your decision on whether to identify these measures as inefficient fossil fuel subsidies to be
eliminated or rationalised, or whether to exclude them from our response to the G20. There
are arguments both ways. The measures could be excluded on the grounds that the primary
purpose of these measures is not to subsidise fossil fuel consumption. However, the IEA and
OECD could publish their own broader list of Australia’s fossil fuel subsidies based on
information contained in our Tax Expenditure Statement, notwithstanding that it is not
focusing on identifying inefficient subsidies.

. Additional information provides further information on potential fuel subsidies in the
Treasury portfolio. It includes arguments for and against listing these measures as inefficient
fossil fuel subsidies that encourage wasteful consumption.

. Tax Analysis Division, Personal Retirement and Income Division, Business Tax Division and
Indirect Tax Division were consulted in the preparation of this minute.

s 22 (irelevant information)

Contact Officer: S 22 (irrelevant information)

Manager
G20 Unit International and G20 Division














