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COMMENTS ON THE CARBON TAX POLICY PAPER

General comments

The carbon tax is a key instrument for promoting South Africa’s transition to a lower carbon economy. In order to optimise its effectiveness, it is our view that:
· The tax could be designed in a manner that incentivises efficiency, competitiveness and productivity gains, thereby driving the creation of new green industry, and the transition to a lower carbon economy.  This can be done by designing the tax in a manner that imposes no cost to those that realise the efficiency potential that exists in the context of a particular sector. In other words, the system would be designed to put a price on carbon above a level of energy and carbon efficiency that is appropriate for a particular sector or sub-sector. If a company is more efficient than the threshold (or free allowances), it could sell its rights and create an income stream. A system such as this would incentivise retrofits and the use of green technologies to reduce emissions, and if linked to funding mechanisms such as the Green Fund, could address some of the financial and technology barriers that currently constrain the transition to a lower carbon economy. In summary, the tax does not have to be an additional cost to the economy. Rather it can be designed to grow the green economy, create new jobs, and achieve compliance with a range of measures for emission reductions. 
· The carbon tax could be better dovetailed with the process of setting desired emission reduction outcomes (DEROs), in accordance with the National Climate Change Response Policy. In this respect there are 3 key issues: 
(i) Each sector has specific characteristics and dynamics, therefore decisions on sector threshold levels and on the optimal combination of measures or instruments to achieve emission reductions need to be informed by an assessment of sector characteristics. In other words, the system of setting emission reduction objectives (including clarity on both timeframe and nature of the DERO, ie whether voluntary or mandatory; relative or absolute, cumulative or not), and determining the optimal combination of policy measures for achieving the DERO should be built around the sector characteristics and dynamics. 
(ii) The current process of setting emission reduction outcomes is underpinned by a sector-based analysis of mitigation potential, and appropriateness of measures or instruments to achieve emission reductions. This process can substantially inform the design of the carbon tax. 
(iii) The carbon tax is part of a spectrum of measures available to achieve emission reductions. It is not the only measure for achieving emission reductions. Options for the carbon tax to interface with measures for achieving emission reductions depend primarily on the level and nature of the emission reduction outcomes, per sector, which at this stage is unknown.  One generic option for combining the carbon tax with other measures is that it could be designed as a compliance mechanism, so that the tax becomes an incentive to comply with defined emission reduction outcomes. In this case, in which the carbon tax is used as a complimentary measure, the thresholds would become the free allowances, beyond which, there would be a carbon tax.
1. Mix of measures, policies and instruments
To suggest that complementary measures will only be introduced to encourage business to reduce scope 2 emissions, contradicts the intentions of the mix of measures. The mix of measures will also include scope 1 emissions. 
2. Thresholds
i. It is not clear how the proposed thresholds are derived. These may be challenged if not favourable to certain sectors. It may be necessary to indicate that a thorough analysis of the thresholds will be undertaken during the development of the desired emission reduction outcomes and determination of mix of measures for different sectors. 
ii. The carbon tax policy paper has identified sectors with “limited potential for emission reduction”. However, there are no details provided on the study undertaken to assess their mitigation potential. It is important that this is aligned to the mitigation potential analysis study commissioned by the DEA, as the outcomes of these processes will have significant implications for the desired emission reduction outcomes. 
3. Revenue recycling
The inclusion of the climate change flagship programmes as part of the revenue recycling programme is welcomed. Where possible, the document should suggest concrete choices in respect of various revenue recycling options. . The National Treasury should consider including recommendations for future revenue recycling.

4. Rebates
In order to effectively achieve its objectives, the Carbon Tax Policy paper should align with other existing efforts. Paragraph 234 suggests that a rebate will apply in the case of carbon capture and storage technology. The current CCS roadmap for commercial application of CCS in South Africa aims for commercial operation in 2025. So, the proposed rebates may not be implementable in the proposed implementation phase of carbon tax (2015-2019).

5. Tax rate
Additional motivation should be added to strengthen the case for the tax rate of R120 per ton of CO2-eq. Paragraph 197 notes the concerns about international competitiveness and burden of higher energy prices on households. However, there are no details provided on why the R120 will achieve the objectives of the policy, and how this was calculated.
6. GHGs to be covered by the carbon tax
The paper mentions that carbon tax will cover Scope 1 emissions, which result directly from fuel combustion and gasification, as well as from non-energy industrial processes (e.g. carbon dioxide, methane, nitrous oxide, perfluorocarbons, hydrofluorocarbons and sulphur hexafluoride). Methane and nitrous oxide for energy related emissions depends largely on the process conditions and technology used for combustion. This may affect carbon tax baseline. It is not clear how some of these uncertainties will be dealt with. 
7. Table 6
i. CH4 emissions from mobile combustion activities are not dependant on the carbon content of fuels but are largely dependent on the operating conditions and as well as control technologies used in mobile devices.  Currently, South Africa does not have comprehensive measurement and monitoring programmes to develop CH4 and N2O emission factors for both stationary and mobile combustion. To have a defensible and credible carbon tax regime that is not susceptible to method/emission factor based fluctuations in emissions, the carbon tax for transport sector should only focus on CO2.
ii. Paper and pulp & other sectors using Biomass based fuels:  CO2 generated from the use of biomass-based fuels should not be included in the carbon tax regime because the assumption is that CO2 from biomass (organic carbon as opposed to fossil carbon) is reabsorbed in the next growing season in either forests or croplands 
iii. We suggest that you include ferroalloy production in the table.

8. Offsets
 The paper argues that offsets limit are based on mitigation potential of the sector. However, there are no details provided on the methodology used to calculate mitigation potential of the selected sectors. 
9. Mandatory reporting
The Department of Environmental Affairs is currently developing reporting regulations.  These are likely to be promulgated in 2014. 

10. Fuel Input Tax
The term “Fuel Input Tax” potentially discriminates against Refineries, PetroSA, SASOL and other facilities that process fuels as raw materials. Effectively the term implies that these facilities should be taxed on two input streams. That is, on the fuels they use to heat up their processes which is what  this term appears to refer to,  and fuels that form part of the process (crude oil).  We propose a term such as “emissions activity tax”. This suggested term is consistent with the last sentence of paragraph 172

11. Tax base (Line 173)
Apart from the use of emission factors, the carbon tax reporting regime should also be flexible to higher tier emissions estimation methodologies such as measurements and models.  A case in point  is the estimation of emissions from gas-to-liquids and coal-to-liquids processes.  In these two cases, the emission factor approach is not appropriate due to the complex nature of the emission streams. Hence, a material balance is followed. Our proposal is that principles and procedures for use and verification of higher tier methodologies should be highlighted. 
12. General comment on verification

Further consideration is needed on the  role of  DOE, SARS, SANAS and SABS  in implementation of the carbon tax?   It would be useful for the integrity of the carbon tax system to have these organizations playing a role.
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