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Key points

e If the Safeguard Mechanism was expanded after 2029-30 to meet the federal government’s
target of reducing emissions by between 62 and 70 per cent by 2035, the direct carbon tax
costs to covered facilities would be between $18.9 billion and $33.1 billion between 2030-31
and 2034-35.

o This is in addition to the existing costs incurred before 2030. IPA analysis published in 2025
estimated the direct carbon tax cost to facilities under the Safeguard Mechanism would be a
cumulative cost between $7.8 billion and $11.7 billion between 2023-24 and 2029-30.

e  Western Australia would continue to be most affected state under the Safeguard Mechanism.
Between 2030-31 and 2034-35, facilities in Western Australia will incur a direct carbon tax
cost of between $6.3 billion and $10.8 billion, roughly a third of the entire nationwide carbon
tax cost.

Annual Carbon Credit Cost of Safeguard Mechanism under proposed 2035 target;
Australia 2030-31 to 2034-2035
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About the Safeguard Mechanism

The Safeguard Mechanism is the federal government’s marquee net zero policy implementation,
which targets and requires large projects and facilities to reduce emissions.

The Safeguard Mechanism mandates that Australia’s most emission-intensive facilities reduce their
carbon emissions below a specified threshold, with the excess to be offset by way of purchasing
carbon credits. These can be in the form of Safeguard Mechanism Credit units (SMCs) from other
facilities that emit below their regulated levels, or Australian Carbon Credit Units (ACCUs) which are
created through carbon abatement activities such as land reforestation.

The regulated levels are based on a facility’s gross emission levels. The use of the carbon credits is to
offset emissions to a net baseline level or below.
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The total costs of the Safeguard Mechanism are multi-faceted and highly uncertain. For instance, a
significant cost of the Safeguard Mechanism will be incurred in the form of lost economic output due
to reduced industrial activity (to meet emissions reduction targets), or the unrealised value of projects
that never commence because of the regulatory hurdles and/or uncertainty.

The IPAs 2025 analysis of the direct carbon tax cost of the Safeguard Mechanism

This analysis updates and expands on the IPA’s estimates on the compliance cost associated with the
value of carbon credits that facilities are required to obtain and then surrender in order to reduce their
emissions under the baseline level. Where covered emissions exceed baseline emissions, the entity
must either reduce covered emissions or purchase and surrender ACCUs and SMCs. One
ACCU/SMC represents one tonne of carbon dioxide equivalent emissions.

The price of the credits is set by market forces and is therefore subject to change over time. So too are
the covered and baseline emission levels for facilities. Accordingly, this analysis relies on a number of
assumptions:'

e The Clean Energy Regulator has published data for facility level “covered emissions” and
“baseline emissions”. Covered emissions are the total carbon dioxide equivalent emissions
produced by a facility, whereas baseline emissions represent the level that a facility is
required to not exceed.

e Facility level covered emissions (total emissions) are assumed to be constant out to 2030 as
outlined in The Safeguard Mechanism: Australia’s self-imposed ‘Trump tariff’, and total
baseline emissions that covered facilities are required to not exceed is assumed to reduce by
the default 4.9 per cent each year.

e The cost of Safeguard Mechanism Credits is assumed to stay at its current level.

e Two cost estimates are used for the Australian Carbon Credit Units. Analysts have forecast
significant price rises in the ACCU market out to 2030, which has precipitated the federal
government to introduce a fixed price ceiling, known as the Cost Containment Measure.

o The moderate ACCU forecast is based on a projection that the ACCU unit price will
increase gradually to $60 per unit by 2029-30.

o The maximum ACCU forecast is based on a projection that facilities are required to buy
ACCU’s direct from the government under the Cost Containment Measure, which begins
at $75 in 2023-24 and increases each year in line with inflation to $100.49 per unit in
2029-30.

e The ratio of ACCUs to SMCs surrendered is assumed to remain the same as in 2023-24.

On the basis of these assumptions, the IPA estimated in July 2025 that facilities will incur a carbon
credit cost of between $7.1 billion and 11.7 billion by 2029-30.* Each year the carbon credit cost
becomes more and more extreme as baseline emissions are reduced.

The annual average over the period will be between $1.02 billion and $1.67 billion.
The updated analysis of the proposed expansion of the Safeguard Mechanism

The Albanese government is currently conducting a review of the Safeguard Mechanism and have
invited the public to make submissions.

Currently the Safeguard Mechanism’s target is to reduce net emissions of all covered facilities to 100
million tonnes CO2-e by 2030.* After 2030, the government is required to set new annual emission
reduction targets. The 2026-27 Safeguard Mechanism Review Consultation Paper has floated the idea
of establishing a target to reduce emissions by covered facilities to 68.8 to 54.3 million tonnes CO2-¢
by 2035.° These figures are what would be required to meet the federal government’s nationwide
emissions reduction target of between 62 and 70 per cent by 2035 from 2005 levels.
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If the Safeguard Mechanism were to adopt that 2035 target, using the same methodology outlined
above but increasing the annual gradual baseline decline from a target of 100 million tonnes CO2-e to
the updated range (between 68.8 to 54.3 million tonnes CO2-¢), the carbon credit cost from financial
year 2031 to financial year 2035 would be between $18.9 billion and $28.5 billion at 68.8 million
tonnes CO2-¢, and between $21.9 billion and $33.1 billion at 54.3 million tonnes CO2-e.

Annual Carbon Credit Cost of Safeguard Mechanism under proposed 2035 target;
Australia 2030-31 to 2034-2035
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Western Australia will be most affected by the expanded Safeguard Mechanism

Under the new proposed Safeguard Mechanism target, Western Australia will continue to be the state
most impacted by this carbon tax, accounting for approximately a third of the total carbon tax cost
across all the scenarios.

This is to be expected, as the Safeguard Mechanism has a disproportionate impact on goods exporting
sectors, and Western Australia is a major exporter of goods, such as minerals. Western Australia
currently accounts for 35 per cent of all covered safeguard facilities.

The state-based analysis of Safeguard Mechanism carbon tax burden is derived from individual
facility level data. The facility level data at 2029-30 is added to state aggregates, which is assumed to
be constant throughout the following five-year block. In other words, the states’ share of the carbon
tax burden in 2029-30 is assumed to be the same in each year subsequent until 2034-35.

The carbon credit cost from financial year 2031 to financial year 2035 for Western Australia would be
between $6.3 billion and $9.5 billion at 68.8 million tonnes CO2-e, and between $7.2 billion and
$10.8 billion at 54.3 million tonnes CO2-e¢.
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Annual Carbon Credit Cost of Safeguard Mechanism under proposed 2035 target;
Western Australia 2030-31 to 2034-2035
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! Adam Creighton and Saxon Davidson, The Safeguard Mechanism: Australia’s self-imposed ‘Trump tariff’
(Institute of Public Affairs Research Report, July 2025)

2 See Core Markets, ‘The many facets of ACCU price dynamics — a guide for anyone with carbon exposure’
(Published 29 April 2024, updated 6 May 2025): https://coremarkets.co/insights/accu-price-dynamics-a-guide-
for-anyone-with-a-carbon-exposure.

33 Adam Creighton and Saxon Davidson, The Safeguard Mechanism: Australia’s self-imposed ‘Trump tariff’
(Institute of Public Affairs Research Report, July 2025).

4 Department of Climate Change, Energy, the Environment and Water (Cth), Reforms to the Safeguard
Mechanism — Regulatory Impact Analysis (May 2023).

® Department of Climate Change, Energy, the Environment and Water (Cth), Safeguard Mechanism Review
consultation paper - August 2026 (August 2026).
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