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1 Introduction

WSROC commissioned MRA to explore factors that interested councils should consider if they were to jointly
register a source-separation organic waste (SSOW) project through the Emissions Reduction Fund (ERF).
WSROC is seeking a document of issues to consider for councils should they wish to pursue the feasibility of

such a joint application between two or more councils.
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2 Steps involved in the joint application process

It is assumed in this guidance that councils already have a general understanding of ERF SSOW projects. The
following flow chart presents the five main steps for project development by highlighting specific considerations for

joint applications.

. Ensure councils have not made any
financial commitment to introducing new
kerbside services and will not prior to
application for the ERF project.

e Identify where current services align or
differ (i.e. if one council has GO and the
other a 2-bin service).

. Review when each council's current
contract expires.and consider a potentia
joint collection tender.

e Whether joint or single-council collection
is decided, each council should consider
including contract specifications
requesting tailored waste data reporting
by the waste service provider.

. Establish a common start date for FOGO
roll-out.

. Decide which entity will be the project
proponent. There are four options:

1.  Apply under a single council’s
existing ABN. Arrange an internal
profit-sharing agreement. The lead
council will invoice the other
council/s in their joint arrangement.

2. Set up a new joint Council company
entity.

Set up new commercial entity.
Apply under WSROC.

e  Nominated project proponent to
register project online via the CER portal.

e  Project proponent to consolidate annual
data and perform the annual joint
reporting requirements and ACCU claim
application.

Figure 1: Steps in a joint application process

Step 1
Assessment

Step 2

Project design

Step 3
Registration

Step 4
Implementation

Step 5
Monetisation

Establish project feasibility, calculate the
potential number of ACCUSs to be
generated by each council and prepare a
profit and loss statement.

Formalise application entity/project
proponent.

Establish an agreed reporting schedule.

Establish and sign off on a contractual
agreement between the participating
councils.

Councils to agree on how the carbon
credits are shared. Most likely this will be
a factor of each council’s contribution to
total diversion.

Each council to obtain financial and legal
advice on benchmark revenue/ACCU
sharing arrangements.

ACCUs are specified as financial products
therefore participating councils should
seek advice on the need to hold an
Australian financial services (AFS)
licence.

Councils to gather and consolidate their
baseline data for the previous 2 years
(e.g. landfill weighbridge dockets, waste
service agreements, waste invoices).

Sale of ACCUs can be in the open market
or flexible government auction.
Participating councils should jointly decide
whether they sell to the CER or secondary
market.

Payment according to the contractual
agreement between joint councils.
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3 Advantages and disadvantages of joint application

Advantages

Administration costs can be shared between councils.

Disadvantages ‘

To maximise returns, councils should commence
FOGO at the same time (or at least within a couple
months of each other).

Auditing costs can be shared.

For councils choosing to set up a separate entity as
the governance structure, it may be time-consuming
and expensive to set up.

Aggregation can introduce economies of scale, reduce
transaction and other business costs, and help
manage performance risk.

Negotiations between councils are needed at different
stages of the project (e.g. to determine
commencement date or how/when ACCUs will be
sold). This could lead to slower project progress.

If using a third-party to handle reporting obligations,
project management (including data consolidation,
project auditing) is outsourced, freeing participating
councils from having to resource this task and
reporting responsibilities.

Higher flexibility overall.

More likely that participating councils will develop and
roll out common education program.

4 Considerations

4.1 Governance arrangement considerations

¢ Councils may wish to consider using existing governance structures i.e. applying under a single council
or under WSROC, to reduce administrative costs and burden.

e Councils should treat this project as any other joint venture keeping in mind that the money involved,
both in terms of income and in terms of expenses, is relatively limited.

4.2 Profit sharing

e Councils should agree on and confirm in writing on an ACCU sharing method prior to setting up the project.
Sharing ACCUs proportionally to the amount of FO and GO contributed by each council is likely the easiest
and most fair sharing arrangement. Alternatively, councils could share on an equal split division, per capita

or by mutually agreed methods.

e Councils could:

o agree to collectively sell the ACCUs and share the profits; or

o each council could take ownership of its ACCUs and proceed to sell them or hold them at their

discretion.

e Councils should agree on whether they want to sell to the CER or on the secondary market.

4.3 Councils with different current bin configurations (GO to FOGO vs 2-bin to FOGO)
e Currently collected GO and FOGO are not eligible for ACCU generation as only new diversion is counted.

e ACCUs can only be accrued from new tonnes diverted away from landfill as a result of the introduction of
the FOGO service. Any additional GO appearing in a FOGO service is eligible.
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Transitioning from GO to FOGO collections has the potential to generate significant number of ACCUs as
the biodegradable amount of carbon is higher in the latter.

Councils with different bin configurations (e.g. 2-bin, 3-bin GO etc), will generate different numbers of
ACCUs per tonne of organics diverted. For this reason, and to facilitate fair ACCU sharing, councils should
keep all data monitoring separate and only consolidate results at the time of ACCUSs reporting.

4.4 Councils with different FOGO start dates

ACCUs (t CO2-e)

A joint ERF project has a single project start date that is the same for all participating councils. Similarly,
the end date is the same for all participants. Therefore, to maximise ACCU generation, all participants
should commence diversion activities at the same time.

Councils applying jointly do not have to commence FOGO collections on the same date. However,
significantly different collection commencement dates would shorten the crediting period available to the
council(s) starting FOGO later. To take full advantage of the ERF project, councils should align their FOGO
rollout.

If rolling out FOGO in a stepwise fashion (e.g. 2-bin> GO > FOGO), councils should apply for the
crediting period to commence after FOGO is implemented to maximise abatement. Figure 2 demonstrates
how the generation, crediting, and accounting of ACCUSs relate over time. If one council implements FOGO
much later than the first council while part of a joint ERF project, they will effectively reduce their available
crediting period.
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Figure 2: ACCUs crediting and accounting periods *

4.5 Joint datarequirements and processing method alignments

Councils applying jointly do not have to use the same organics processing facility however, doing so might
simplify waste data monitoring.

1 NSW EPA, Factsheet for local government: Carbon credit income from FOGO’ September 2022
https://www.epa.nsw.gov.au/-/media/epa/corporate-site/resources/managewaste/22p3976-carbon-credit-income-
from-fogo.pdf
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e Councils may wish to consider joint collection contracts especially if councils are sharing the same
organics processing facility. This may put the group of councils in a better position to negotiate the terms of
the contract with the waste service provider. However, as no joint contracts currently exist between
western Sydney regional waste group members, the time, labour and cost required to procure joint FOGO
collection/processing services, may outweigh the benefits.

4.6 Reporting and ongoing administration requirements and options

e Councils will need to establish a system for data collection and determine who will be responsible for
managing data collection.

e Project management can be the responsibility of:
o Carbon service providers or consultants;
o Alocal joint council organisation such as WSROC; and/or
o Asingle lead council in the joint arrangement.

e Council groups will need to agree on the frequency of reporting. SSO ERF project reporting can be
anywhere from 6 months to two years, however, annual reports are recommended. Under a joint project,
councils will need to align their reporting schedules.

e Table 1 provides indicative costs of developing and managing a SSOW project? for a single council.

e Under a joint application, each additional council would add approximately 40% to the total cost. There
would only be one registration fee.

Table 1: Indicative costs of developing and managing a SSOW project as a fee for service for one council

Costs ‘ First year ‘ Total for remaining years ‘
Feasibility study $6,000 -
Registration $3,900 -
Initiating the project and first report $14,500 -
éirgl.n'&sggtdjo?r;dr}gg[;mject management $2,600 $15,000
Annual reporting - $50,000
iy resords s actty i
Activity audit $13,000 $26,000
Other ad hoc $0-$2,500 $0-$15,500
Total $40,000- $67,500 $91,000-$146,500

4.7 Management of growth in subsequent or secondary applications

e Abatement forecasting (performed before the application) will likely not be accurate over the life of the
project therefore will need ongoing amendment during the reporting periods.

2 Adapted from NSW EPA, ‘Carbon credit income from FOGO manual’ (November 2022),
https://www.epa.nsw.gov.au/-/media/epa/corporate-site/resources/wasteregulation/fogo/22p4148-carbon-credit-
income-from-fogo-manual.pdf
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At the time of project registration, councils must report the households where the source separation
activities will take place and only these households can contribute to the creation of ACCUs in the crediting
period. However, if the FOGO collection service is expanded during the project period to cover previously
non-serviced households (with waste going to landfill), the project proponent can notify the CER and claim
ACCUs from these households’ FOGO diversion for the remainder of the project. Alternatively, a separate
SSOW project can be registered to maximise ACCUs for the entirety of a new crediting period (however
note that a new project would only be viable if a significant number of previously non-covered households
transitioned to FOGO).

Diversion from households not built at the time of project registration is not eligible. Eligible diversion only
includes waste that prior to the project was being landfilled. New households will result in new generation
of waste. These new households can only be included in an expanded project if the waste can be
demonstrated to be going to landfill prior to the new project commencement.

4.8 Offsetting council emissions

Instead of monetising ACCUSs, councils can choose to offset their emissions by surrendering ACCUs to the
Commonwealth.

Surrender of ACCUs for the purpose of reducing a net emissions number can be performed from any
Australian National Registry of Emissions Units (ANREU) account3.

4.9 Risk management considerations

Implementing FOGO and registering a project as soon as possible would create a new revenue stream for
participating councils.

Projects are not eligible for registration once they are required by law. Therefore, in NSW, implementation
of residential FOGO services will be ineligible for ACCU generation from 2030 onwards.*

Although the value of ACCUs is expected to rise, ACCU price is determined on the open market®, and
therefore there is always a risk that the project could turn out to be cost negative.

The project could also become cost negative if sufficient organics diversion is not achieved.

Councils are bound to the total project life of 7+6 years. Depending on what contractual agreements are
made between councils, this may mean councils are bound to project management costs for the life of the
project.

Data sharing will be required between councils for project reporting.

Councils should outline in their contractual arrangements who will take responsibility if project compliance
breaches occur.

8 Australian Government Clean Energy Regulator, ‘Managing excess emissions’,
https://www.cleanenergyregulator.gov.au/NGER/The-safeguard-mechanism/Managing-excess-emissions
4 NSW EPA, ‘Carbon credit income from FOGO manual’ (November 2022)

5 Refer to https://accus.com.au/ for indicative pricing and historic trends.
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