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Summary

We warmly welcome the introduction of a Climate Change Bill. It is heartening to see the
UK continue to take a lead in tackling critical global issues relating to climate change by
providing the world’s first comprehensive legislation in this area. We hope that this Bill will
provide a framework for other countries to commit themselves to substantial reductions in
carbon emissions.

The Bill currently aims to reduce the net UK carbon account by at least 60% from the 1990
baseline by 2050, some of which may be accounted for by the net purchase of foreign carbon
credits. It is clear to us that climate science suggests that this figure may not be adequate to
prevent global temperatures rising above dangerous levels, which is why we have welcomed
the Government’s emphasis that this is the minimum level of reduction to be considered;
there should be no mechanism for lowering this target and it should be possible to increase
it by either a super-affirmative order or an amendable affirmative statutory instrument. We
are pleased that an interim target for net UK carbon emissions for 2020 has been set, but see
no compelling reason why an upper limit has been imposed - this should be removed.

We have concerns about the legal enforceability of the targets and budgets; we have
proposed a system of annual milestones and a compliance mechanism which we believe
would create a strong legal framework, and require the Government immediately to make
clear to Parliament and the public how any slippage in the targets and budgets will be
seriously addressed. To reflect what we believe to be the paramount importance of this
legislation across the whole of Government, we think that the legal duties of the Bill should
be placed on the Prime Minister, rather than the Secretary of State. Also for this reason, we
recommend that an annual Parliamentary debate on the progress reports prepared by the
Committee on Climate Change and the Government’s reasoned response is essential.

The Bill sets a target to reduce only carbon dioxide emissions; while we accept that this is a
priority, we would like to see close monitoring and reporting of other greenhouse gases, to
ensure that complacency does not set in where they are concerned, and to prompt target-
setting in that area if necessary.

We are concerned at the exclusion of international shipping and aviation from the carbon
budgets and consider this a weakness in the legislation.

The new Committee on Climate Change has the potential to be an extremely influential and
important body. We therefore feel the Government needs to pay great attention to its
funding, the way its membership is appointed and its role in advising the Government on a
range of issues. It is vital that the Committee is not weakened by inadequate resourcing, or
lack of credibility; this would threaten the UK’s chances of working towards, and reaching,
the necessary reduction in carbon emissions by 2050.

We are satisfied that the regulatory provisions made for emissions trading under the Bill are
broadly correct, but feel that the super-affirmative resolution procedure should be used, to
ensure the fullest possible Parliamentary scrutiny.

Although the draft Climate Change Bill is an extremely encouraging sign that the UK
Government intends to take the issue of climate change seriously, it is clearly the first of



what is likely to be a series of legislative measures regarding climate change issues. In
particular, we think that adaptation policies need to be addressed, along with the role of local
government. Significant carbon reduction cannot be achieved without widespread public
support, understanding and consequent behaviour change, and the Government must
consider how best this can be achieved.



1 Introduction

“We are in a state not only of crisis but of creeping danger ... If the danger were
obvious, then I believe we should get to it, make sacrifices, work and think. But in
fact it is one of those dangers of which the greatest possible peril is that you do not
know it until it is too late...

The only recourse ... is for us to use, with every bit of intelligence, will and
imagination we have, the resources of science in its widest sense. That is all we can
count on...It is more imperative that we should use every scrap of the wits we
possess and really make technology work for us as we have not done since the early
days of the industrial revolution. This is our task. There is no other task anything like
so imperative, and if we fail in this then it is hard to see how this country can have a
future which any of us would envisage with any pleasure”.!

[Lord Snow (C.P. Snow), 1964]

1. The draft Climate Change Bill was published on 13 March, accompanied by a partial
Regulatory Impact Assessment.> The document also contained a Government consultation
paper, which had a deadline for responses of 12 June 2007. On 11 July, the Prime Minister
announced that the published Bill would be introduced in the next Parliamentary Session
(2007-08).3

2. The Joint Committee was appointed on 23 April 2007 to “consider and report on the
draft Climate Change Bill presented to both Houses on 13 March 2007” by 25 July 2007.
We held eight public evidence sessions, hearing from 24 sets of witnesses representing 39
organisations, Ministers and officials from the Department for Trade and Industry, the
Department for Transport, HM Treasury and the Secretary of State for the Department for
Environment, Food and Rural Affairs. We received over 100 written memoranda. Evidence
was also taken from representatives of the State of California and the People’s Republic of
China. Members of the Committee visited Oxford, Woking and Edinburgh during the
course of the inquiry. We also held an online consultation on the role of local government
and the draft Bill, a summary of which is appended to this Report.* We are grateful to all
those who have taken the time to contribute to our inquiry and who hosted our visits. We
have also been assisted by our Specialist Advisers, John Newbigin and Professor Paul Ekins,
to whom we record our thanks.

3.The House of Commons Environment, Food and Rural Affairs (EFRA) Select
Committee has also carried out pre-legislative scrutiny on the draft Climate Change Bill.
This Committee published its Report on 4 July 2007.° The evidence taken by the EFRA
Committee, and its final Report, have been useful in framing our conclusions, and we are

1 Lord C.P. Snow, HL Deb, 18 November 1964, regarding the UK’s Skills Shortage
2 Draft Climate Change Bill, 13 March 2007, Cm 7040 (hereafter Cm 7040)

3 The Governance of Britain — The Government’s Draft Legislative Programme, Office of the Leader of the House of
Commons, Cm 7175, published 11 July 2007

4  See Annex 2

5 Draft Climate Change Bill, Environment, Food and Rural Affairs Committee, Fifth Report of Session 2006-07, HC 534
(hereafter HC 534)



glad that this particular piece of draft legislation has been subject to such thorough
Parliamentary scrutiny.

4. The House of Commons Environmental Audit Committee (EAC) has looked at the
contents of the draft Bill in more than one inquiry, but it featured most prominently in its
Report Beyond Stern: From the Climate Change Programme Review to the Draft Climate
Change Bill, which was published on 30 July 2007.°

5. The Government set a deadline for us to report by 25 July. This meant we had only three
months to carry out our inquiry (the minimum 12 week period recommended by the Joint
Committee on the draft Charities Bill in 2004).” We are disappointed that it was not
possible to establish the Committee sooner, as this meant our inquiry was more hurried
than we, and those who gave evidence to us, would have liked. It is especially puzzling that
there should have been such a long delay between the publication of the draft Bill and our
appointment.

Call for evidence
6. On 1 May 2007, we issued a call for evidence on the following issues:
i) What the main aims and purposes of the Bill are and why it is needed.

ii) To what degree is it appropriate to legislate regarding carbon targets and
budgeting, and how should a balance between compulsory and voluntary action
best be achieved and assessed.

iili) Whether the omission of the role of local government from the draft Bill will
hinder public support for, and engagement with, the aims of the legislation, and
what measures should be included in the Bill to secure a change in public
behaviour.

iv) Whether statutory targets should be set only for carbon dioxide; and the extent to
which the proposed 60% emissions reduction by 2050 is adequate, based on the
most recent appropriate evidence.

v) What difficulties face the Government in controlling total UK carbon emissions
and determining the optimal trajectory towards the 2050 target; and whether a
system of five-year carbon budgets and interim targets represents the most
appropriate way of doing so.

vi) The extent to which carbon sequestration and the use of credits from overseas
investment projects should be permitted; and whether the Bill should specify the
maximum amount and type of carbon credits from such sources which should
count towards the target.

Beyond Stern: From the Climate Change Programme Review to the Draft Climate Change Bill, Environmental Audit
Committee, Seventh Report of Session 2006-07, HC 460

7 Draft Charities Bill, Joint Committee on the draft Charities Bill, First Report of Session 2003-04, HL 167/HC 660,
paragraph 398



vii) Whether the proposed constitution, remit, powers, and resources of the
Committee on Climate Change are appropriate; and the extent to which its
function may overlap with, and be partially dependent on, forecasting and
analytical activity within departments.

viii) The legal consequences of the Government failing to meet the targets set in the Bill,
including whether the Secretary of State should be subject to judicial review and, if
so, whether it would be an effective enforcement mechanism.

ix) How the provisions of the Bill will relate to the devolved parliament and assemblies
and their administrations.

x) Whether the provisions of the Bill are compatible or appropriate within the

framework of European Union targets.
xi) How the contents of the Bill will affect international climate change activity.

xii) Whether the delegated powers contained within the Bill are appropriate and
adequate.

We did not restrict our inquiry to these issues.
Policy Background

Box 1: What is climate change?

Energy coming from the sun as visible radiation (or sunlight) is re-emitted back from earth to space.
The greenhouse effect is a natural phenomenon whereby some of this energy remains trapped,
absorbed by naturally occurring gases in the atmosphere, thus maintaining the temperature of the
earth’s surface at a temperature some 33°C warmer than it would otherwise be and enabling life as
we know it to exist.

As a result of human activities, the atmospheric concentrations of some of these ‘greenhouse gases’
(GHGs)—including carbon dioxide (CO2), methane (CHa) and nitrous oxide (N2O)—have increased,
predominantly since the start of the Industrial Revolution in the 1750s. Since that time, changes in
the global climate have also occurred, and a statistical link has now been established between

human activity and observed climate change phenomena.?

Greenhouse gases

The term ‘greenhouse gases’ as defined by the Kyoto Protocol includes
e carbon dioxide (CO>)

methane (CHa)

nitrous oxide (N2O)

hydrofluorocarbons (HFCs)

perfluorocarbons (PFCs)

sulphur hexafluoride (SFe).

The Kyoto Protocol requires a percentage reduction in the total ‘basket’ of these six greenhouse
gases. The UK’s domestic targets are specifically to reduce emissions of COx.

Global Warming Potential (GWP)

This is a system of multipliers devised to enable warming effects of different gases to be compared.
The cumulative warming effect, over a specified time period, of an emission of a unit of CO is

8 IPCC 2001




assigned the value of 1. Effects of emissions of a unit of non-CO: greenhouse gases are estimated as
multiples. For example, over the next 100 years, a gram of methane (CHs) in the atmosphere is
estimated as having 21 times the warming effect as a gram of carbon dioxide; thus methane's 100-
year GWP is 21. Estimates of GWP vary depending on the time-scale considered (eg, 20, 50-, or 100-
year GWP), because the effects of some GHGs are more persistent than others.

The GWPs of CO2, CHs, and N2O are presently estimated to be 1, 23 and 296, respectively.

Some industrially produced gases such as sulphur hexafluoride (SFs), perfluorocarbons (PFCs), and
hydrofluorocarbons (HFCs) have extremely high GWPs. Emissions of these gases have a much greater
effect on global warming than an equal emission (by weight) of the naturally occurring gases. Most
of these gases have GWPs 1,300 — 23,900 times that of CO.. PFCs and HFCs are ‘families’ of gases, so
have a range of GWPs attributed to them.

International targets

7. The UK already has emissions reductions targets, set both internationally, through the
Kyoto Protocol to the United Nations Framework Convention on Climate Change
(UNFCCC), and domestically, through the UK Climate Change Programme (UKCCP).
Neither are recent: the Kyoto Protocol was adopted as an amendment to the UNFCCC in
1997, and ratified by the UK in 2002. Under Kyoto, the UK must reduce greenhouse gas
emissions by 12.5% below 1990 levels by 2012, and the UK Government is confident that
this will be achieved. At the G8 summit at Gleneagles in 2005 it was agreed that a new
Dialogue on Climate Change would be opened in 2008 with China, India, Brazil, Mexico
and South Africa, and report to the G8 in 2008.

8. The EU is also pushing for action. In March 2006, EU ministers concluded that
developed countries should reduce greenhouse gas emissions by 15-30% by 2020. At the
Spring European Council in March 2007, a wide range of emissions targets for Europe was
agreed, with a binding target to reduce European greenhouse gas emissions by 20% from
1990 levels by 2020. This may be increased to 30% as part of a broader international
agreement.’

Domestic target

9. The Labour Party manifesto for the 1997 General Election set out a target to reduce CO,
emissions by 20%, from the 1990 baseline, by 2010. The first UK Climate Change
Programme was published in 2000, and included this target. The Government conceded in
2006, when it published its Review of the Climate Change Programme, that it will fail to
reach its domestic target for 2010 by quite a substantial margin.'® As the introduction to the
draft Bill states “recent years have not seen the fall in carbon dioxide emissions needed to
move the UK to a truly low carbon economy”."" Figure 1 illustrates the UK’s progress since
1990. Emissions of the ‘basket' of six greenhouse gases fell by around 15.3% between 1990
and 2006. Emissions of carbon dioxide alone fell by around 5.25% between 1990 and 2006.
(Carbon dioxide (CO,) is the main greenhouse gas, accounting for about 85% of the
'basket’ of greenhouse gas emissions in 2006.)

9 Cm 7040, Consultation Document p.14, para 3.8
10 Climate Change, The UK Programme 2006, published March 2006, Cm 6764
11 Cm 7040, p 13, para 3.1




Figure 1: UK annual emissions since 1990
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10. In 2003, the Energy White Paper Our Energy Future — Creating a Low Carbon Economy
announced the Government’s commitment to making a 60% reduction in CO, emissions
by 2050 and “real progress” by 2020."2 In July 2005, the Chancellor of the Exchequer
announced a review by Sir Nicholas Stern, to examine the economics of moving to a low-
carbon global economy, the potential of different approaches for adaptation to changes in
the climate, and specific lessons for the UK in the context of its existing climate change
goals.”” The Stern Review was published on 30 October 2006. It concluded that “the
benefits of strong, early action considerably outweigh the costs” and “income, historic
responsibility and per capita emissions all point to rich countries taking responsibility for
emissions reductions of 60-80% from 1990 levels by 2050” in order to reach even a 50/50
likelihood of stabilising the world’s temperature rise at no more than 2°C from pre-
industrial levels.'"* Drawing on both these sources, the draft Climate Change Bill enshrines
in legislation the target of the 2003 Energy White Paper.

11. Although targets are in place, there is at present no cross-government ‘climate change’
policy. The environmental impacts of climate change are long-term in nature and require a
long-term policy response. If the UK is to achieve the 2050 carbon reduction target set by
the draft Bill, a sustained focus on moving towards a low-carbon society and sustained
investment in low-carbon technologies is necessary. Yet companies and markets can only
operate within the policy and regulatory framework defined by governments, and in recent
years it has been perceived - particularly within the energy sector - that the framework has
failed to provide sufficient long-term certainty to encourage the necessary investment. In
the Explanatory Notes to the draft Bill, the Government spells out the need for “concerted
action” on climate change."”” The Government has recognised the need for a regulatory

12 Our Energy Future — Creating a Low Carbon Economy, Department for Trade and Industry, February 2003, Cm 5761
(hereafter Cm 5761)

13 Stern Review: Change to The Economics of Climate Change (hereafter Stern Review), HM Treasury, October 2006, p i
14  Stern Review pp ii, xxiii

15 Cm 7040, Explanatory Notes para 7
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framework both to facilitate policy decisions across government departments, and to
provide a hitherto absent degree of certainty for business and industry, to allow them to
make investment and development decisions for the medium to long term future. The
draft Climate Change Bill aims to set up “a framework for the UK to achieve its long-term
goals of reducing carbon dioxide emissions”.'* The importance of the draft Climate Change
Bill, and the extent of interest in it, partly reflects the fact that it aims to develop a longer
term framework by providing a greater degree of confidence to business and industry on
the scale of the emissions reductions required.

12. The draft Climate Change Bill represents only the first steps to developing a long-term
framework which will provide cross-party consensus and a greater consistency and
transparency in long-term policy making. It is clear that it is not so much the scale of the
emission reductions required which is politically contentious, but the mix of policies by
which these are to be achieved.

13. In the course of this Report, we examine the provisions of the draft Bill, looking at the
targets it contains, the provisions made for achieving these targets, and the establishment
of a Committee on Climate Change, a new non-departmental public body, which is set up
to advise the Government on how best to progress towards 2050. We also look at the
fundamental issue of how enforceable this legislation is, given the unusual nature of its
contents.

14. While, of course, the UK cannot tackle climate change on its own, one of the potential
benefits of the draft Bill would be to demonstrate international leadership, and set a
practical example which would help to galvanise action on an international scale. In this
respect we were interested to note the complimentary terms with which Dr Lu of the
Chinese government spoke of the Bill:

Actually we appreciate very much the efforts made by the United Kingdom, in
particular your Parliament, to consider this. ... It is my observation or my personal
view that these views have a significant influence not only on China but the world.
They show that the United Kingdom is continuing to take the lead in addressing
climate change. Actually, I have been involved in this for some time, and I really
appreciate the leadership that your government is taking, or has been taking in the
past 17 years, or more than 17 years. This law I guess will be number one in the
world. ... We say, in the opinion of a developing country, for developing countries,
actually your action today will be the action of those countries tomorrow. So I think
this action, this will be my belief, will have a really good and significant, positive
influence on the world. Maybe if I can add this, this view will also give very strong
signal to the business community, that they should develop a low carbon

» 17
economy .

16 Cm 7040, Explanatory Notes, para 4
17 Q785
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2 Targets

The scope of the targets and the ‘net UK carbon account’

15. Clause 1 of the draft Bill sets a duty on the Secretary of State to ensure that the net UK
carbon account for the year 2050 is at least 60% lower than the 1990 baseline. This
reduction is framed in terms of carbon dioxide emissions. Clause 2 requires the Secretary
of State to set five-year carbon budgets, beginning in 2008. Clause 3 requires the carbon
budget by 2020 to be “at least 26% but not more than 32%” lower than the 1990 baseline.
Clause 15 states that international aviation and shipping emissions are currently excluded
from UK emissions for the purposes of this Bill, although there is provision to change this
situation. We will return to the issue of carbon budgets and the level of the targets further
on in this Report. We will also consider the enforcement of targets and budgets in Section
Four.

16. The scope of the targets raises two distinct issues:

e the extent to which it focuses on reducing carbon dioxide exclusively, insofar as the
targets it contains are expressed solely in terms of CO, rather than a wider basket of
greenhouse gases.

e the exclusion of emissions from international aviation and shipping within the concept
of the ‘net UK carbon account’.

These two issues are discussed in turn below.

17. The Government has set out, in both its consultation document and in its evidence to
us, why it has focused on carbon dioxide.' Its argument is essentially that carbon dioxide
constitutes 85% of all greenhouse gas emissions, that less progress has been made in
reducing this gas than other greenhouse gases, and that this is where the primary effort
therefore needs to be made. It points out that emissions of non-CO, greenhouse gases have
fallen by 44% since 1990, that further reductions may be very difficult and/or costly, and
that regulation may in their case be a more suitable policy instrument. It also suggests its
approach is justified by the fact that the EU Emissions Trading Scheme (ETS) is based only
on CO,, though it acknowledges that this might change after 2012 and that “there may be
merit in the UK taking on a wider greenhouse gas target” similar to the Kyoto Protocol
itself which is framed in terms of greenhouse gases."

18. The Government does, however, intend to keep under review the question of moving
to a broader system of greenhouse gas targets and budgets. Indeed, Clause 22(2)(c) of the
draft Bill obliges the Committee on Climate Change, established by Part II, to provide
advice to the Secretary of State on whether to bring forward legislation providing for
targets and budgets for emissions of greenhouse gases other than carbon dioxide - though
only in response to a specific request from the Secretary of State.

18 Cm 7040, Consultation Document, paras 5.9 to 5.13. See also CCB 102, and Qq 643ff
19 Cm 7040, Consultation document, p 5.13
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19. Much of the written evidence we received, including memoranda from energy
companies, environmental non-governmental organisations (NGOs), and a range of other
organisations, explicitly supported the approach adopted by the Government. Both EDF
and British Energy warned that any move to incorporate greenhouse gases should not
compromise existing CO, targets and should be based on separate targets for different
gases.”

20. Some expert bodies considered that the scope of the draft Bill was inadequate. Professor
Shine of the Royal Society for instance stated:

“The view of the Royal Society is that the other greenhouse gases should be included.
They have already done so under the Kyoto Protocol, so the targets are already there.
Whether there should be one single target covering CO, equivalents or individual
targets for each gas is a slightly different question. The studies and the literature
certainly indicate it may not be specific for the UK because it is cheaper to have a
multi-gas approach than it is to just regulate on one gas”.*!

He was supported by the Royal Academy of Engineering, and by Dr Terry Barker of

Cambridge Econometrics, who provided some further information on the extent to which

it might be more cost-effective to include other gases.”

21.In considering the Government’s approach, we have some concerns. First, there does
appear to be a certain degree of inconsistency within the draft Bill itself insofar as it allows
for foreign emissions credits, which could be based on greenhouse gas reductions rather
than CO; alone, to count towards the net UK carbon account under Clauses 16(2) and 18.
Secondly, it is not only the Kyoto targets which are expressed in terms of greenhouse gases
but also the EU 20% target set in the Spring Council of 2007. The constant need to translate
between UK carbon targets on the one hand, and EU and international greenhouse gas
targets on the other, is potentially confusing. Thirdly, the Government has itself
acknowledged that its approach would need to be modified if the EU ETS were expanded
from 2012 to incorporate other gases.

22. More generally, the failure to include non-CO, greenhouse gases in target setting and
monitoring could be viewed as amounting to the absence of a strategy for reducing them
further. In this respect, the scope of the draft Bill appears to be somewhat surprising given
that it is designed to provide a strategic framework for future climate change mitigation
policy. It seems curious, for example, that any expansion in the coverage of the EU ETS
would immediately require further primary legislation to complement or amend the draft
Bill.

23. On the other hand, to recast the draft Bill to encompass all greenhouse gases might risk
diluting the focus on CO,. It would also raise issues in relation to

o the treatment of non-greenhouse gas emissions which nevertheless contribute to global
warming (eg the greater impact of high-altitude emissions of water vapour by planes);
and

20 EDF, CCB 62; E.ON, CCB 44; British Energy, CCB 60
21 Q457
22 Qq 458, 460
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e whether a single target and trading system should be set across all gases, rather than
specific targets and policy instruments for each.

These issues are complex and, in our view, cannot easily or quickly be resolved. Expanding
the Bill in this way might therefore jeopardise its coherence and the extent of support
which it might command.

24. We agree with the Government on balance that it is reasonable for the Bill to focus on
reducing emissions of carbon dioxide, and we therefore accept its overall architecture.
However, this in no way relieves the Government of its responsibility to continue to reduce
other greenhouse gases (both by reason of domestic necessity and our international
obligations). Accordingly, it is essential to monitor all greenhouse gas emissions, in part so
as to provide greater transparency when comparing UK performance against EU and
Kyoto targets. We recommend that the Bill should be amended to require both the
Government and the Committee on Climate Change to include within their
monitoring and reporting a clear analysis of all emissions which contribute to global
warming, including non-CO, greenhouse gas emissions. We further recommend that
this be done with the explicit intention of providing a stepping stone to a more
comprehensive approach to setting targets across the whole range of greenhouse gases,
were that approach to emerge as a result of future international negotiations.

International shipping and aviation emissions

25. Emissions from international aviation and marine transport are not currently included
within the scope of the draft Bill on the grounds that there has been no international
agreement on how they should be allocated to individual countries. The UK government
does, however, report on emissions from these sources.”” Over the last four years, there has
been widespread concern about the impact on global warming of the forecast growth in
these sectors.

26. The position is particularly dramatic in relation to aviation. The Department for
Transport (DfT) is predicting a growth in carbon dioxide emissions from UK aviation,
from 8.8MtC (million tonnes of carbon) in 2000 to 17.4MtC by 2050.* These figures need
to be considered in the light of the 2050 carbon target, which will require the UK to reduce
its net carbon budget to around 64MtC by 2050. Moreover, they do not take account of the
additional ‘radiative forcing’ effect of aviation emissions (including the effects of high level
emissions of water vapour). Estimates for this effect vary, but the DfT told us that recent
academic research suggested that radiative forcing from aviation was probably about
double that of carbon dioxide.>” Even on the basis of this relatively conservative estimate,
the overall impact of the forecast increase in aviation is highly significant, As Figure 2
illustrates, if we accept DfI’s projections and the multiplier of two as the value for
‘radiative forcing’, emissions would be equal to over half of the UK’s entire net carbon
budget, under the current terms of the Bill.

23 Emission estimates (eg. for UNFCCC purposes) are based on supplies of bunker fuels, though in other contexts
(assessments of the impact of future growth in aviation) the government has based them on the assumption that
emissions should be distributed equally between the country of departure and the country of arrival.

24 CCB 99, para 15, table
25 Q401
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Figure 2: Projected aviation emissions and the UK projected net carbon
budget
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increased radiative forcing impact26 Total carbon emissions projection for 2030 calculated by assuming a straight
line trajectory between 1990 emissions and a target 60% reduction in 20507

27.1n response to our queries on this point, the Department for Transport sent us a note,
giving another version of what impact international aviation emissions would have on the
UK carbon budget for 2050. Contrary to our analysis, the table sent to us by the DfT
suggests that in 2050 aviation will be making up a third of UK net emissions, rather than
just over half. The main reason the DfI’s conclusion is different is that, in calculating the
proportion of the 2050 budget which will be made up by international aviation, the
department has chosen to add its projection of emissions from international aviation on
top of the UK’s target carbon budget, thereby creating a new and expanded emission cap,
rather than fit these international emissions inside the original cap. The results, in effect,
are that the 2050 carbon budget is widened by exactly as much as it takes to accommodate
international aviation; and that the 2050 carbon budget is increased in absolute terms by
43.5MtC above where it should be — were it to meet a 60% cut from the UK’s emissions in

26 Pre-Budget Report 2004: Aviation follow-up, Environmental Audit Committee, Third Report of Session 2003-04 , HC
233 (hereafter 233)

27 UK domestic emissions projections for 2030 and 2050 are more accurately described as projections for the UK carbon
budget: that is, actual emissions in the UK may be higher or lower than this, but, as provided for under the terms of
the draft Bill, offset to this level by the purchase or sale of carbon credits. Projected aviation emissions depicted
here, however, are projections of simple emissions, and do not reflect any use of carbon credits.
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1990.® This raises important questions as to the Government’s understanding of how
international aviation (and shipping) emissions are to be included within the UK’s carbon
budgets when this moment comes.

28.In an influential report published in 2004, the EAC argued that the predicted growth in
aviation was clearly incompatible with maintaining an overall target of 60%. At the time,
the DfT admitted that the target would need to be reconsidered if aviation were included in
domestic inventories:

<«

...df...it is decided that international aviation emissions should be allocated to
states, say split 50/50 between country of origin and country of destination so you are
bringing international aviation emissions into domestic emissions inventories, then,
other things being equal, you would need to look at your overall domestic emissions
reduction target because you are adding in a whole new set of emissions. In that
sense, yes, you are right. You would probably want to look at that overall target”.”

The Secretary of State also acknowledged this and went on to suggest that any subsequent

decision on how to deal with this would be a political matter, and that it would be

premature to consider these things now.*

29. A range of organisations and witnesses argued that the exclusion of international
aviation from the draft Bill represented a serious weakness. For example, ClientEarth said
“the omission of carbon emissions from aviation and shipping from the ambit of the new
Climate Change Bill is unacceptable. The current Bill gives the misleading impression that
it embodies a thorough approach, while ignoring industry sectors that greatly contribute to
the problem”.*! The TUC felt “it would be consistent to include them in the CO, target and
budget now, rather than lock in a higher emissions reduction challenge for future
generations”.”

30. The EU, supported by the UK government, is planning to include CO, emissions from
all intra-EU flights within the EU ETS from 1 January 2011, to be expanded to encompass
all international flights arriving at or departing from EU airports from 1 January 2012.
However, when the departments gave evidence to our inquiry, there appeared to be some
disagreement between the DfT and the Department for Environment, Food and Rural
Affairs (Defra) about the feasibility of using this as a basis for including such emissions
within the net UK carbon account. The Parliamentary Under-Secretary of State for
Transport argued strongly that it would be impossible to do so due to the way in which,
under the EU scheme, aviation emissions would be allocated to registered airlines rather
than to member states.”> However, the Secretary of State for Defra clearly indicated that he

28 For reference, changing the original 1990 baseline to include international aviation and shipping emissions would
make relatively little difference to the size of the 2050 carbon budget. These emissions combined were 6.2MtC in
1990. Adding these to the UK'’s 1990baseline takes it from 161.5MtC to 167.7MtC. A 60% cut from this level would
result in a total of 67.1MtC as opposed to that of 64.6MtC without them. Environmental Audit Committee, Ninth
Report of Session 2005-06, Reducing Carbon Emissions from Transport, HC 981-I, Figure 1

29 HC 233, para 46

30 Ibid, para 47

31 CCB23para7
32 CCB78para3.2
33 Q398
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would expect aviation to be brought within the scope of the Bill once it had been included
in the EU ETS.**

31. We are concerned that the Department for Transport appears to have done so little
to update its analysis of predicted growth in aviation emissions since the information it
provided in 2003-04 to the Environmental Audit Committee. Although officials told us
that updated forecasts would be made available later in the year, we would have
expected this to have been carried out before the introduction of the draft Bill. It is also
disappointing, in view of the importance of the topic, that the DfT has not carried out

any analysis on the impact of including international aviation within the scope of the
draft Bill.

32. The draft Bill currently does not include within the scope of the targets, and the net
UK carbon account, emissions from international aviation. We consider this to be a
serious weakness which, in view of the significant likely growth of such emissions, has
the effect of reducing the credibility of the 60% carbon reduction target. Given the clear
expectation of the Secretary of State that international aviation emissions could be
included in the net UK carbon account once they are incorporated within the EU ETS,
we expect the Government to take all necessary steps to ensure that this is achieved. The
draft Bill should be amended in such a way that it requires both the Government and
the Committee on Climate Change to include separately international aviation
emissions within the scope of their monitoring and reporting, including projections of
future emissions - in a manner similar to the parallel reporting we are recommending
in relation to non-CO, greenhouse gases.

33. The Bill should clearly provide for the inclusion of international aviation emissions
in the carbon budget once EU agreement is reached on the measurement and allocation
of such emissions.

34. The Government must also clarify whether it intends, when bringing international
aviation within the regime established by this Bill, for aviation emissions to fit within
the UK’s existing targets and budgets (thereby increasing the pressure on other sectors
to reduce emissions), or for the targets and budgets to be inflated so as to accommodate
it. If the latter, the Government must publish at an early stage, a proposed baseline for
the inclusion of aviation emissions, an analysis of how this would affect the UK’s share
of global cumulative emissions, and the basis on which it decides the level of its 2050
target.

35. International shipping emissions have received much less attention, both within the
UK and internationally. While projections of future growth are not quite as steep as in the
case of aviation, and shipping does not give rise to the added contributions to global
warming caused by flying at high altitude, the maritime sector is still a major and growing
source of emissions. The British Chamber of Shipping (BCS) rather downplayed this in
telling us “[the International Energy Agency] estimates that the share of CO, emission
from international marine bunkers will remain approximately 2% at least until 2030”.>> We
would observe that this is a relative measurement; and, given that the International Energy

34 Q693
35 CCB81
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Agency is forecasting a rise in global emissions to 2030, an equal relative share would imply
a rising absolute total. Indeed, according to research cited by the European Environment
Agency, emissions from maritime transport are projected to grow by 35-45 % in absolute
levels between 2001 and 2020.%¢

36. Separately, the BCS also stressed the practical difficulties in finding the right policy
levers to reduce shipping emissions, were they to be voluntarily incorporated into the UK’s
target, in advance of an international agreement. Mr Ashdown of the BCS, for instance,
outlined the difficulties in establishing the nationality of a ship: “the UK can compel flag
ships to perform certain measures. However, this is an intensely globalised industry and
the ships are free to reflag to whichever state they choose”.*”” We also heard of the inherent
difficulty in predicting fuel usage for ships (as opposed to aeroplanes). Furthermore, it is
clear that discussions on the future of international shipping emissions are far less
advanced than in the aviation field.

37. We recognise that both the methodology required to allocate international shipping
emissions to individual countries, and the policy mechanisms which individual
governments could use to constrain emissions from this sector, may need further
thought. We do not want to see progress held back by any coupling of ‘aviation and
shipping’, and therefore recommend that the Government press on with plans to
include international aviation within the UK’s targets, even if issues remain to be
resolved over international shipping. At the same time, the Government should make it
a priority to address these issues, and both it and the Committee on Climate Change
should include international shipping emissions within their annual projections and
reporting processes.

The 60% target

38. A key feature of the draft Bill is the long-term target of a 60% reduction in carbon
dioxide by 2050. This target was first announced in the Energy White Paper of 2003, and,
as the Government acknowledged in its oral evidence to us, was in response to a
recommendation by the Royal Commission on Environmental Pollution (RCEP) in its
influential report, Energy: the Changing Climate, published in 2000.*

39. The 60% target which the RCEP recommended was based on the adoption of the
‘contraction and convergence’” approach first advocated in 1990 by the Global Commons
Institute. Contraction and Convergence involves calculating the maximum global level of
emissions which could be regarded as ‘safe’, and apportioning these emissions to countries
on an equal per capita basis. Some countries, in particular the carbon-intensive developed
nations, would currently be well in excess of their apportioned amounts and would need to
radically reduce their emissions, while less developed countries would be allowed to
increase their emissions.

40. Since the RCEP made this recommendation in 2000, understanding of climate change
has increased significantly. Research carried out in recent years, most notably, as far as

36 Transport and Environment: Facing a dilemma, European Environment Agency EEA Report No.3/2006, p 16
37 Q368
38 Energy: The Changing Climate, Royal Commission on Environmental Pollution, 22nd Report, June 2000, Cm 4749
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many of those submitting evidence are concerned, the Tyndall Centre, has indicated that
the risks of climate change are greater than previously assumed, and that the ‘safe’ level of
carbon dioxide in the atmosphere is lower than previously thought. Box 2 highlights
research in the Stern Review which places the UK in the context of a division of global
emissions targets by different blocs of nations; it suggests that the UK and other developed
countries need to cut their emissions by at least 60%-90%. Indeed, much of the evidence we
received from experts consequently indicated that the target of 60% was insufficient, and
that a target of up to 80% would now be more appropriate. Amongst witnesses, with the
solitary exception of Lord Lawson of Blaby, there was a remarkable degree of consensus on
this point across environmental NGOs, scientific institutions, and even the Government
itself.

Box 2: The international context of the UK’s 2050 target

Chapter 22 of the Stern Review on the Economics of Climate Change cites research which attempts to
break down the worldwide effort required to stabilise global atmospheric concentrations of
greenhouse gases into different but equitable national targets, banded together in blocs of nations
according to their GDP and production of emissions.

Stern’s verdict is that: “In the end what matters is that total global effort matches the scale of the
problem, that the parties perceive the distribution of effort to be fair, the accompanying goal of
efficiency is not prejudiced, and public opinion across a wide range of countries is able to sustain co-
operation on those terms over a long period”.

Reviewing the different methodologies for distributing emissions targets among different countries,
he concludes:

There is no single formula that is likely to capture in a satisfactory way all relevant aspects of an
equitable distribution of effort between countries across the various dimensions and criteria — but
the criteria tend to point in similar directions.

[Flor all developed countries, action to meet a 450ppm COze goal would require quotas to be set in
line with a reduction in emissions of 70-90% on 1990 levels by 2050, and for a 550ppm COze goal the
reduction would be at least 60%. It is a similar story for the middle-income economies of Latin
America, Central and East Asia and the Middle East, where all methodologies allow for a modest
increase or very small decrease over current emissions by 2050.

We would note that for the high end of this range, 550ppm COze (carbon dioxide equivalent), Stern
gives a 63-99% probability of exceeding a warming of 2°C; in fact, he describes this as “a dangerous
place to be, with substantial risks of very unpleasant outcomes”. This underlines the evidence which
points towards 70-90% being the required range of emissions cuts for the UK and other developed
nations.

Note: The range which Stern refers to includes all greenhouse gases, expressed as carbon dioxide equivalent
(COze). In Stern’s calculations 450-550ppm COze would contain around 400-490ppm CO..

Source: Stern Review on the Economics of Climate Change, pp 474-5

41. Mr Mark Watts, of the Greater London Authority (GLA), stated “Where we would
wish to see change is really on the scale of the ambition. We do not think the targets are
consistent with where the science is at at the moment. Whilst a 60% reduction by 2050 is
rather aggressive compared to what other national governments are doing, it is not actually
consistent with where science has now got to”.*” The Secretary of State told us “the science
has gone only in one direction since 2000, which is to say that the situation is more grave
and that the need is more urgent, and it is absolutely right, therefore, that we say “at least

39 Q489
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60%” to signal that we know that, frankly, if the target is going to change it is only going to
change in one direction, and that is upwards”.*’

42. Business and industry were, however, more cautious and generally supported the target
as currently drafted, although also emphasised the provision in the draft Bill for moving
above 60% if necessary. The Association of British Insurers (ABI) said “We believe it is
important to make a start as soon as possible towards this, already ambitious, target and to
make any further adjustments with sufficient long term signals to enable new technologies
and investments to deliver the revised reduction”.*’ Mr Michael Roberts of the CBI told us
“there is a balancing act from the point of view of business which is that, whilst trying to
ensure a degree of stability and certainty, there needs to be an element of responsiveness to
changing knowledge and science, changing circumstances of the international scene”.*?

43. In considering these arguments, we note that some consider the achievement of even a
60% reduction a challenge, and query the implications for society. Others suggest that we
would be able to come close by maximising the potential in every possible policy area and
encouraging change on a significant scale. There is also an argument that we cannot at
present judge how achievable this, or any other target, is as we are unable to predict what
technology will develop to address carbon reduction. Dr Terry Barker, of Cambridge
Econometrics, told us “We are seeing already major opportunities being taken by business
even at low carbon prices, so there is an awful lot of potential there”.** We note that the
Kyoto target has been criticised for being too low, which failed to stimulate any high level
of action.

44. We understand, and sympathise with, the argument in favour of setting a higher
target for the long-term reduction of carbon dioxide emissions. But recognizing how
very demanding the target set out in the draft Bill for 2050 is, and facing up to both the
complexity of domestic budgeting and international requirements, we conclude that
the approach adopted by the Government is appropriate provided that it is understood
that this is but the first step along a path towards a low-carbon future for the UK. We
make further recommendations later about reinforcing this direction of travel. We also
recommend that the long title of the Bill should be amended to state explicitly, as the
Environment Secretary of State emphasised several times in his evidence to us, that the
target should be at least 60% and subject to review.

45. Bearing in mind however the weight of scientific evidence before the Committee
that a target of more than 60% is likely to be necessary, we believe that as soon as
possible after it is established, the Committee on Climate Change should review the
most recent scientific research available and consider to what extent the target should
be higher than 60%, with a view to making recommendations on the appropriate
amendment to the long term target.

46. A number of witnesses made the important point that the exact level of the 2050 target
mattered less than the shape of the trajectory and the level of the interim targets which

40 Q659
41 (CBB59, para 11
42 Q251
43 Q476
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define that shape. Dr Kevin Anderson of the Tyndall Centre argued persuasively that the
crucial issue was the cumulative amount of carbon emissions over the period from now to
2050, rather than the exact level of the 2050 target itself and performance against it in that
year. He pointed out that the Government could in principle meet the target by
maintaining emissions at their present level until 2049 and reducing them in the final year;
and that this would therefore have no impact on reducing global warming.** Figure 3
illustrates the importance of cumulative emissions in the context of the UK’s targets.

Figure 3: Some ways of reaching a 60% cut are worse than others:
delaying cuts until later years will lead to greater emissions overall
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Note: This graph illustrates the fact that delaying action to cut annual emissions will lead to higher
cumulative carbon in the atmosphere - even if the UK still reaches a 60% reduction target in 2050.

The shaded areas under the trajectories represent the volume of carbon emitted by the UK.

The darker shaded area represents the extra cumulative emissions that would be released by
delaying action to cut annual emissions, as opposed to following a straight line trajectory in
annual emissions cuts from 2007 to 2050.

Making even steeper cuts in early years would reduce the cumulative emissions from the UK still
further.

Higher cumulative concentrations of carbon in the global atmosphere will increase the probability
of global warming rising above 2°C, and with that the risks of very serious and irreversible impacts.

47. The draft Bill places responsibility on the Committee on Climate Change to
determine the optimal shape of the emissions trajectory to 2050, but it does not include
any target or specific provision for monitoring the level of cumulative emissions over
that period. We recommend that the Bill should be amended to require the Committee,
in recommending carbon budgets, to publish a forecast of the cumulative amount of

44 Q68
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emissions implied by the emissions trajectory it is recommending; and for the
Government to set out the impact on cumulative emissions if it fails to follow the
advice of the Committee.

48. Some witnesses suggested that it would be more appropriate for the 60% target to be
replaced by a target to contain global temperature rises to within 2°C on the grounds that
this is the desired outcome, and forms the overall objective on which EU climate change
policy is based. Climate science suggests that above this level of warming there would be
increased risks of triggering irreversible events — such as the melting of the Greenland ice
cap, and the burning of the Amazon rainforest — which would not just have very serious
consequences in themselves but would also accelerate further climate change.

49. In practice, it makes sense for the targets in the Bill to remain expressed in terms of
reductions in the UK’s net emissions budgets, given that this is something which the
Government can deliver through the introduction of various policy measures, and thus
also be judged against. At the same time, these targets must be informed by the overarching
objective of reducing UK emissions in line with a relatively ‘safe’ global stabilisation target.
To ensure that the UK’s statutory targets remain in line with the best scientific
understanding of the level of effort required, the Government should publish the
rationale behind them. This should make clear the stabilisation target for global
atmospheric concentrations of greenhouse gases, and the resulting projected
temperature rises, which the Government is aiming for, along with the central
assumptions used to correlate between these goals and the UK’s targets. The Bill should
also state that if the Secretary of State proposes to revise the 2020 or 2050 targets, he or
she must publish the rationale for the new target.

The interim target of a 26% to 32% reduction by 2020

50. We have referred above to the role of the Committee on Climate Change in terms of
determining the ‘optimal pathway’ to reaching the long-term 60% carbon reduction target.
The consultation document places considerable importance on this aspect of its work, and
indeed the determination of such a pathway is integrally linked to the main function of the
Committee in recommending the levels of carbon budgets for up to 15 years in advance.

51. We were therefore surprised that the draft Bill includes an interim statutory target of
“at least 26% but not more than 32%” reduction in CO, by 2020. This would appear
severely to compromise the independence of the Committee on Climate Change in terms
of determining the optimal trajectory and the level of successive carbon budgets. In
explaining why they had adopted this approach, the Government emphasised the need to
provide a useful signal to business and industry of the level of ambition required. Given the
lack of progress over the last seven years in reducing carbon emissions, we note that the
interim minimum target is also extremely challenging (though this depends crucially on
the extent to which the use of foreign carbon credits is restricted, an issue we return to in
paragraphs 78-93 below). On balance, therefore, we support the inclusion of a minimum
interim target to reduce the level of uncertainty about the direction of travel and to
stimulate investment in low-carbon technologies.

52. However, we were not convinced by the Government’s arguments over the need to set a
limit to the maximum carbon savings which could be achieved. We see no need for such a
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limit in view of the fact that the Government will itself be setting the first three carbon
budgets - including that covering the 2020 interim target — soon after the legislation is
enacted. In addition, should the EU greenhouse gas target which the UK is asked to take on
be increased to 30%, this could conflict with an interim target of 26-32% (see paragraphs 60
and 61 below). It is therefore not obvious to us why the Government should wish to restrict
the maximum carbon reduction in this way.

53. Although we support the inclusion of a minimum interim statutory target for 2020,
we note that it raises troubling issues about the independence of the Committee on
Climate Change in determining for itself the optimal emissions trajectory. We also
note that the target - as currently drafted - places a maximum level on the carbon
budget which might be set for 2018 to 2022. We see no compelling reason for such a
limit and therefore recommend that it be deleted from the draft Bill.

Revisions to statutory targets

54. The draft Bill allows for statutory targets to be revised subject to two conditions -
significant scientific developments in the understanding of climate change, and significant
changes in international circumstances. The draft Bill, in Clause 1(5), provides for revisions
to be made by an Order subject to the affirmative resolution procedure.*

55. Given the weight of scientific opinion and for the reasons set out above, it is clear to
us that the draft Bill should include provisions to increase the statutory emissions
targets for 2020 and 2050. However, to allow for reductions in the target seems to us
seriously to undermine the fundamental purpose of the Bill in terms of providing
greater certainty to business and industry on the scale of reductions required and
incentivising investment in low-carbon technologies. We therefore recommend that the
Bill be amended to restrict the order-making power in Clause 1 to increasing the target.
This could be achieved by replacing “amend” with “increase” in Clauses 1(3) and (3);
any reduction of the target for 2020 or 2050 should require primary legislation.

56. We are concerned that the affirmative resolution procedure contained in Clause 1 does
not offer a sufficient level of Parliamentary scrutiny, since it provides only a limited
opportunity for debate and no opportunity to amend. Any increase in the 2050 target
could have far-reaching implications for the economy and society as a whole. There should
be an opportunity for Parliament to consider the scientific or international reasons that the
Government considers are sufficient to justify a change and to reach a decision on whether
a different target to that proposed may be more suitable. The same applies to the power to
amend the target for 2020.

57.The “super-affirmative” resolution procedure provides for a higher level of
Parliamentary scrutiny of secondary legislation. It gives Parliament, including designated
committees in each House, an opportunity to scrutinise proposals contained in secondary
legislation and to recommend changes before the Government introduce a final order for
approval. The procedure is held to offer “all the advantages of pre-legislative scrutiny:
detailed, evidence based scrutiny and analysis; wide consultation and public access to the
legislative process; and the testing and amendment of proposed legislation to produce a

45 Clause 1(5)
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better quality of outcome”.*® The procedure has mainly been used to scrutinise the power
to amend primary legislation.*’

58. Alternatively, the draft Bill could allow Parliament to amend any Order that will amend
the targets for 2020 and 2050. Amendable statutory instruments of this kind are fairly rare,
but there are recent examples. For instance, section 27 of the Civil Contingencies Act 2004
allows the amendment of statutory instruments that introduce emergency regulations, and
there are a number of older precedents where such a power is provided.* Either way, we
recommend that the power to amend the target for 2020 and 2050 is made subject to a
greater level of Parliamentary scrutiny than is offered by the affirmative resolution
procedure.

59. While the power to amend a carbon budget can only be exercised after consulting the
Committee on Climate Change, there is no obligation on the Secretary of State to consult
the Committee before amending the targets for 2020 and 2050. The Head of the Bill Team
at Defra justified this apparent anomaly on the basis that Government alone has power to
set the targets and the Committee’s role is confined to advising on the most suitable
trajectory.” We feel that the Committee would be ideally placed to consider whether such
an increase was appropriate. In the interests of producing a draft Bill that has maximum
credibility and a Committee that we hope will develop a level of respect that could lead to a
long-term consensus, we recommend that the Secretary of State be required to take
account of the views of the Committee on Climate Change before exercising the power
to amend the targets in Clauses 1(3) and 3(3).

60. We were particularly interested in the relationship of the interim target to the target set
by the EU at the 2007 Spring Council of a reduction of 20% in greenhouse gases by 2020
(or 30%, subject to the agreement on action by developed countries). We asked the Office
of Climate Change (OCC) what the UK share of this target might be if the EU employed a
similar approach to burden-sharing as it had previously done. The OCC pointed out that
the UK interim target of a 26 to 32% reduction in carbon dioxide would translate into a
greenhouse gas target of 32% to 37%. OCC officials expressed the view that this would be
within the burden-sharing target the UK would take on, but they were unable to provide a
definitive answer.” We also raised this issue with Mr Moser from the EU Commission.
While appreciating the potential conflict, he expressed the view that there would be no
difficulties provided that any domestic statutory targets exceeded those set by the EU.*!

61. It is unclear how the interim target will relate to the EU’s overall target of a 20% cut
in greenhouse gases by 2020 (or 30%, subject to other developed countries adopting
similar measures). It is possible that a burden sharing agreement could result in the UK
being asked to adopt a higher target than the maximum currently proposed within the

46 How Parliament Works, Rogers and Walters, Sixth Ed, page 262

47 Examples include the Northern Ireland Act 1998 (s 85), the Human Rights Act (Sch 2), the Local Government Act 1999
(s 17), the Local Government Act 2000 (s 9), and the Regulatory Reform Act 2006 (s 13 and 14).

48 Report from the Joint Committee on Delegated Legislation, Session 1971-72 (HL 184, HC 475) page 181; Erskine May,
23rd Ed, page 675.

49 Q719
50 Q619 (Mr Mortimer)
51 Q134
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draft Climate Change Bill. It will be important to ensure that any domestic targets set
will be at least as challenging as EU targets or those set internationally.
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3 Carbon budgets

62. A central feature of the draft Bill is the proposal to create a system of carbon budgeting
based on a five-year budgetary period. On advice from the Committee on Climate Change,
the Government will set carbon targets for three future budgetary periods covering up to
15 years in advance. These proposals raise various issues, including one of the most
important aspects of the entire Bill: the extent to which foreign carbon credits can count
towards the proposed UK budgetary targets. Carbon budgeting is covered mainly in Part 1
of the Bill (Clauses 2 to 18), and in paragraphs 5.14 to 5.46 of the consultation document.

The five year timeframe

63. The Government has advanced a number of arguments for adopting a five-year
budgetary period:

e The timescale of the first period (2008 to 2012) aligns exactly with the Kyoto Protocol
first commitment period and with the second phase of the EU ETS;

e It allows for unexpected annual variations in factors such as fuel prices and weather
conditions which have a direct effect on CO,, and it therefore promotes a more
continuous and cost-effective process for reducing carbon emissions;

e The concatenation of three budgetary periods provides an appropriate degree of
assurance to business and industry, balancing the need for long term targets against the
need to ensure a degree of certainty of progress in the short to medium term.

64. Organisations expressed a range of different views on the concept of a five-year
budgetary period. Some expressed reservations and argued for annual targets.”> Others
suggested shortening the budgetary period to three years, or else creating a system of
annual targets based on a five-year moving average.”> A number of witnesses emphasised
the need for a strong focus on annual monitoring and reporting, given the urgency of
reducing carbon emissions and the fact that the adoption of a five-year cycle means that
the first full report from the proposed Committee on Climate Change would not become
available until July 2014.*

65. In general, however, many organisations seemed to be content overall with the five-year
timescale proposed, provided it was combined with strong annual reporting. Indeed,
Friends of the Earth (FoE) and WWE-UK - both of which had previously campaigned for
a system of annual targets — have changed their stance and now acknowledge the need for
some flexibility. This was summed up in the views expressed by FoE:

We are perfectly happy to admit we have changed our position and thought that a
combination of this budget, which would do the averaging work for you, does away

52 CCB23,para9
53 World Development Movement CCB 26, para 3; Dr Fleming CCB 74, para 10
54  Friends of the Earth, CCB 58, para 3.2; Environmental Industries Commission, CCB 21; WWF-UK, CCB 63
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with the need for variability, but you need to hold the government to account each
year on whether it is on track for meeting that budget.”

66. While we accept that a system of statutory targets based on five-year budgets appears
reasonable, we do have a number of concerns. First, it will inevitably be the case that
external organisations will analyse future budgetary targets and calculate the proposed
trajectory in terms of annual emissions. These figures would become de facto annual
targets. Rather than leave this process to external forces, it would be preferable for the
Government to agree indicative annual milestones, based on the advice of the Committee
on Climate Change, against which performance could be assessed. This would also assist
both the Government and those scrutinising its work to check that progress towards the
five-year targets is satisfactory.

67. Secondly, no guarantee that future EU or international agreements will conform to a
five-year timescale is in place, and indeed Mr Moser acknowledged the degree of
uncertainty in this respect.”® The draft Bill allows for the possibility of altering future
carbon budgetary periods accordingly, and the Secretary of State stated explicitly that it
would be essential for the UK to maintain the alignment between carbon budgets and
international trading periods.”” However, any lengthening of future trading periods would
mean that comprehensive reporting on UK achievement and the Government’s own
reports on its carbon reduction strategy would become less frequent. This should give
considerable cause for concern.

68. Thirdly, and arising from such considerations, it is apparent that the Government’s
view of carbon budgets is integrally linked to the concept of carbon trading. Given the
extent to which the Government anticipates relying on foreign credits (a subject we discuss
later in our report), it may become less meaningful to assess progress on an annual basis. In
this respect, it will be crucially important to ensure total clarity when setting budgets and
monitoring performance against them in terms of the reductions to be achieved by
domestic effort. We therefore welcome the fact that the draft Bill makes adequate provision
for this.

69. We support the proposed system of five-yearly budgets provided there is a strong
system of annual reporting on progress. We recommend that, in setting the level of
future budgets, the Government should also provide indicative annual milestones to
help assess progress on an annual basis. More generally, we would be concerned if the
budgetary period were lengthened to maintain alignment with international reporting
and emissions trading periods, given that this could reduce the frequency of the
Government’s strategy reports and outturn assessments. Clause 12(4) gives the Secretary
of State power to make “necessary or expedient” amendments to the proposed Act where
the length of the budgetary period is altered in line with similar periods under any
international agreement. We recommend that the draft Bill compels the Secretary of
State to make an order under Clause 12(4) that requires strategy reports under Clause 6
to be prepared at least every five years in the event that the existing five-year budgeting
period is lengthened. The Government’s desire to maintain this alignment appears to be
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based on an expectation that emissions trading and the use of foreign credits will provide a
substantial proportion of the effort required to achieve UK carbon reduction targets.

The setting of carbon budgets

70. The draft Bill envisages the setting of three future carbon budgets covering a period of
up to 15 years. Some organisations, such as EDF and the Energy Saving Trust (EST), were
concerned that the overall length of time envisaged was too short. Ravi Baga, the Director
of Environment and Market Regulation at EDF, told us:

“If you look at a number of low carbon technologies that we are going to be investing
in, they are not going to be online before 2017 and they will be operational for 25 or
26 years after that. We think the Bill should allow for five five-year budget periods so
that we have some visibility of a 25 year timespan”.”®

However, most organisations appeared content with the proposed length of the
framework.

Factors to be taken into account in setting budgets

71. The draft Bill sets out a range of economic, social, and environmental factors which are
to be taken into account by both the Government and the Committee on Climate Change
in setting and advising on successive carbon budgets. The consultation document,
published alongside the draft Bill, explains that: “The aim in considering all such relevant
factors when setting carbon budgets is to achieve the optimal pathway to the 2020 and 2050
targets; a pathway which is consistent with the environmental outcome we want whilst
maximising benefits and minimising costs”.*

72. Conceivably, there might be some danger in such use of the phrase ‘optimal pathway’
(or trajectory), if this were interpreted by the Committee on Climate Change as being
dependent on the calculation of the ‘Social Cost of Carbon’ (SCC). The SCC is a concept
much used by environmental economists in the attempt to work out what would be the
most cost-effective trajectory of carbon reductions, i.e. one which follows the best available
trade-off at all times between the costs of carbon abatement and the future costs which
would be avoided by reducing the extent of global warming. We would not want the
Committee’s advice on the level of carbon budgets to hinge on its use of the SCC, however,
for the reason that it is intrinsically difficult to calculate, and might provoke controversy
given that it would involve assessing the future damages of global warming in purely
economic terms. We are therefore reassured that the draft Bill itself does not mention the
SCC, nor the phrase ‘optimal pathway’. The draft Bill has it right in simply instructing
the Secretary of State and Committee on Climate Change that they must take a range of
issues, including climate science and economic and social circumstances, into account
when considering the level of UK carbon budgets, without prescribing the means with
which they do so. At the same time, in order for the statutory injunction that these
disparate factors be taken into account to be meaningful, both the Government and the
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Committee on Climate Change should clearly document how in practice they have
balanced these issues in making their decisions.

Box 3: The Social Cost of Carbon

A recent report by the National Audit Office defined the Social Cost of Carbon as follows, and
explained why the Government chose not to rely on it in choosing which carbon reduction policies to
implement as part of the 2006 Climate Change Programme Review:

The social cost of carbon is a value which aims to quantify the damage to health, environment and
the economy caused by each tonne of carbon emitted - for example through poorer health
outcomes, loss or damage to biodiversity, and economic impacts on agricultural, timber, water and
energy industries as well as the loss or damage to coastal resources. The key point about these costs
are that they are not felt by the immediate parties to any economic transaction — they are
“externalities” in economists’ terminology — but are borne by wider society. ...

In theory, at least, the indicator could be used to assess whether society will be better off if the
policy is undertaken (if the cost per tonne is lower than the primary benefit —i.e. the social cost of
carbon). So if a social cost of carbon of £70 per tonne is accepted, a policy that reduces emissions by
one tonne at a cost of more than £70 would be rejected.

However, the social cost of carbon has been criticised as being too uncertain to provide the basis of
policy decision-making. It has been argued that monetisation of climate change damage, such as loss
of ecosystems and large-scale population displacement, cannot be assessed because an upper limit of
the cost is so difficult to establish. Recent research carried out on behalf of Defra concluded that a
single monetary estimate of the social cost of carbon should be avoided for policy decision-making.

In practice, the 2006 Review placed little outright or explicit reliance on the social cost of carbon to
inform policy choices: the data was just part of the information available to policy makers. Policies
were not selected purely by comparison with the social cost of carbon, although policies which came
at very significant cost were rejected.

Source: National Audit Office, Cost-Effectiveness Analysis in the 2006 Climate Change Programme Review,
January 2007

73.Some environmental organisations, notably the RSPB, have criticised the range of
factors that the Bill sets out that the Government and Committee on Climate Change must
take into account, on the grounds that these do not place enough weight on sustainable
development, and that an exclusive focus on carbon reductions might lead to adverse
effects in other environmental areas.®® For instance, when deciding on major renewable
energy projects, such as wind farms and tidal barrages, certain trade-offs may need to be
considered, between the need to reduce carbon emissions, the impacts on local wildlife,
and the financial costs of minimising such impacts. We were interested to note that the
Californian state government will be required to report on the wider environmental
impacts of its emissions reductions policies.®" While we have some concerns that the tasks
allotted to the Committee are already complicated enough, we have some sympathy with
this view - especially given that, as the draft Bill stands, the Government and Committee
will be required to take the economic impacts of carbon budgets into account. Therefore
we recommend that impacts on the environment, especially biodiversity, be added to
the list of factors which the Secretary of State and the Committee on Climate Change
must take into account.
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Sectoral budgets

74. The draft Bill also provides for a limited breakdown of the overall target into one target
for those sectors covered by emissions trading schemes and another for all other sectors.
But it was initially unclear to us whether the latter would be broken down any further into,
for example, targets for transport, domestic housing, etc. Some witnesses clearly assumed
that this was the intention. For example, Professor Sir David King told us:

“I am not in a position to give you chapter and verse on the difficulties sector by
sector in setting targets 15 years ahead. I would say that I think setting targets 15
years ahead is critically important. Each sector needs to know where it is expected to

go and that justifies private investment funds going into these sectors”.®*

75. However, the Office of Climate Change told us that it was not the intention of the draft
Bill that either the Committee on Climate Change or the Government should set sectoral
targets, though it acknowledged that the Committee would be free to publish any detailed
analysis on the basis of which it had recommended an overall target.

76. If budgetary targets are to have any credibility, they must be based on a detailed
analysis of the scope and potential for carbon reductions in specific sectors. To that
extent we recommend that the Government, as a minimum, both makes publicly
available the detailed analyses and forecasts which underpin the targets which are
recommended and set, and lays out indicative figures for reductions in each sector.

The revision of budgets

77. Clause 13 allows the Secretary of State to alter a carbon budget where there has been a
significant change affecting the basis on which it was set. We accept there may be
circumstances where it is necessary or desirable to amend a carbon budget, particularly
where there have been scientific or international developments in the years that will pass
before the budgetary period begins. However, the House of Lords Delegated Powers and
Regulatory Reform Committee was troubled that Clause 13(5) permits a budget to be
amended retrospectively up to 15 months after the period has come to a close.® The Head
of the Bill Team told us that an ex-post power to amend carbon budgets was necessary
given that final emission figures will not be known until after the period comes to a close.**
Nevertheless, we feel that any alteration after the close of a period would undermine
investor confidence and the credibility of the draft Bill. Should the Government fail to hit a
five-year target for clear reasons, we would expect this to be explained to Parliament, and
made up for in the next budgetary period, rather than see the budget changed to reflect the
reduction actually achieved. We recommend that Clause 13 be amended so as to prohibit
any alteration to a carbon budget after the budgetary period has ended.
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The inclusion of foreign credits

78. A central feature of the budgetary process is the concept of the ‘net UK carbon
account’. This is introduced in the very first clause of the draft Bill, as it is the basis on
which the long-term target is set. Clause 2 goes on to equate it to the concept of the carbon
budget and the budgetary target for a five-year period. Clause 18 formally defines the net
UK carbon account for a period as:

“...the amount of net UK carbon dioxide emissions for a period: (a) reduced by the
amount of carbon credits used in accordance with regulations under section 16 to
offset those emissions; and (b) increased by the amount of carbon debits that in
accordance with regulations under that section are to be added to those emissions”.

79. The term ‘net UK carbon dioxide emissions’ is defined in Clause 14 of the draft Bill. It
corresponds to the internationally agreed basis for reporting CO, emissions and takes
account of removals of CO, through land-use, land-use change, or forestry. Carbon credits
and debits are defined in Clause 16 for the purposes of this Bill, and involve three elements:

e areduction in an amount of greenhouse gas emissions;
¢ the removal of an amount of greenhouse gas from the atmosphere; or

e an amount of greenhouse gas emissions allowed under a scheme or arrangement
imposing a limit on such emissions.

80. The key difference between credits and debits is that carbon credits relate to sources,
and removals occurring, outside the UK, whereas carbon debits relate to sources in the UK.
But, as the Explanatory Notes to the draft Bill make clear, both debits and credits need to
be understood in relation to the use of international emissions trading, including the use of
the EU ETS.® To illustrate this practically, if UK entities purchased EU ETS allowances or
Clean Development Mechanism (CDM) credits from other countries, this would count as
a carbon credit. If, however, they sold UK allowances which had been allocated to them to
entities in other EU member states, this would count as a carbon debit. (We consider the
provisions in the draft Bill which deal explicitly with trading schemes in detail in Section 6.
Here we consider the principle of allowing international credits within UK carbon
budgets.)

81. Paragraphs 5.26 to 5.35 of the Government’s consultation document discuss the use of
foreign credits and the extent to which they should be eligible in contributing towards UK
emissions reductions. In referring to the Kyoto flexible mechanisms and the EU ETS, the
Government states: “It is important that the targets and budgets in this Bill do not restrict
the UK or UK organisations from using these mechanisms. We therefore propose that the
Bill should allow emissions reductions achieved overseas but paid for by UK entities to be
counted towards the targets and budgets”.*

82. We note that the draft Bill represents an important development in the nature of
UK targets for carbon reduction. The concept of the net UK carbon account includes
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emission reductions arising from non-UK sources; therefore, the carbon targets for
budgetary periods which the Bill defines cannot be regarded simply as UK domestic
targets. This contrasts with the original definition of the Government’s 2010 target, to
reduce UK CO, emissions by 20% from a 1990 baseline.

83. There are several potentially positive aspects of providing for the use of international
carbon credits in this way. As the consultation document on the draft Bill explains:

“the Stern Review pointed to the environmental and economic advantages of
international carbon trading in ensuring that ambitious reduction targets can be
delivered at least cost, and noted the advantages of distinguishing between the overall
level of responsibility for reducing global emissions that each country undertakes,
rather than the emissions reductions that are required to physically occur within its
borders, commenting that this distinction can drive investment flows globally that
can make it possible for developing countries to limit their emissions far below the
levels they would otherwise be expected to reach. This is one of the reasons the
Government believes it appropriate to adopt a target based on the “net UK carbon
account”.”?’
Indeed, the Partial Regulatory Impact Assessment on the draft Bill suggests that the costs of
mitigation could be reduced by around 25% if one third of the effort required was met by
purchasing credits from overseas.® Additionally, purchasing credits from abroad would be
an important source of funding for projects to forestall the growth of emissions from the
developing world.

84. At the same time, we have some concerns about the use of carbon credits as provided
for under this legislation. The first regards transparency: it is essential that the contribution
of carbon credits in meeting UK targets is clearly reported, otherwise this risks fostering a
false sense of assurance as to the progress in reducing emissions from within the UK. The
issues over transparency can be illustrated by the way in which the Government has
reported the contribution of the EU Emissions Trading Scheme to its 2010 carbon
reduction target. When the 2010 target was first established, it was clearly understood to
refer to emissions reductions taking place within the UK. As late as the 2003 Energy White
Paper the Government was projecting that this target would be met almost in full, and this
wholly through domestic measures. Only since the revised Climate Change Programme
was published in 2006 has the Government begun to count the use of carbon credits
purchased from abroad (through the EU Emissions Trading Scheme and Clean
Development Mechanism) against this target, and those in the future. The Environmental
Audit Committee (EAC) has been very strong in its commentary on the transparency with
which this has been reported:

“without the expected contribution of Phase II of the EU ETS, UK carbon emissions
in 2010 are projected to be only just over halfway to the 20% target, a very significant
shortfall. Treating Phase II as though ... all 8 million tonnes of carbon reductions are
going to take place within the UK, therefore makes a very significant difference to the
credibility of this target.
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. [Clonsidering the political capital that the Government has made out of its 2010
target, and the fact that it has featured as a repeated manifesto commitment, the
Government has a democratic duty to be more transparent in its reporting of
progress against this and future targets. As it stands, presentation of the UK's
progress towards its carbon reduction targets is apt to mislead.”®

85.The EU Emissions Trading Scheme also illustrates a second major concern: the
robustness of the schemes which issue such credits, and thus the extent to which they
actually represent a genuine contribution to reducing global emissions. In Phase I of the
EU ETS (2005-2007) all 25 Member States were able to set their own cap (National
Allocation Plan, or NAP) on the emissions allowed from their industries. Some Member
States were more generous in allocating allowances to their industries than others, and the
United Kingdom has proved to be one of the few Member States whose NAP has been set
below its actual emissions. In order to cover the emissions in excess of its cap, the UK was a
net buyer of some 34 million allowances from the rest of the Scheme in 2006. However,
because most Member States over-allocated their industries, there is an overall surplus of
allowances across the Scheme throughout Phase I. Thus it appears that, rather than
funding emissions reductions elsewhere, the UK’s purchase of ETS credits has merely
bought what has been described as “hot air” — a notional saving that does not actually
represent any reduction in global emissions. 7 Notwithstanding this, the Government has
decided to treat these credits as representing real carbon reductions, and furthermore to
report them as reductions of emissions taking place within the UK. For instance, a recent
Defra press release states:

“Our provisional estimate of CO, emissions in 2006 is that they were about 5.3%
below 1990 levels. However, when the effect of the EU ETS is taken into account, UK
emissions were about 11.0% below 1990 levels, the same as in 2005.7"”

86. The Environmental Audit Committee concluded that Phase II of the EU ETS (2008-
2012) looks set to be more robust and to deliver some real carbon reductions. > However,
Phase II will also allow the use, within limits (which vary by Member State), of credits
generated under the Clean Development Mechanism (CDM) or Joint Implementation (JI)
mechanism. One issue here is that CDM credits are issued against emissions saving
projects in developing countries which do not themselves have binding emissions caps
under Kyoto; thus one cannot be certain as to their overall contribution to reducing global
emissions. Even more than this, the EAC drew attention in particular to concerns over the
robustness of certain CDM projects. These applied especially to projects which involve
reductions in greenhouse gases other than CO, (so-called “exotic gases”) such as
hydrofluorocarbons (HFCs). Not only does such investment not do anything to forestall
the growth of carbon-intensive energy infrastructure in the developing world, but, as the
EAC heard, there are suspicions that many of these HFC reduction projects are essentially
bogus. For instance, the economic incentives offered by the CDM appear actually to be
encouraging the building of refrigerant plants in the developing world, simply in order that
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the HFC by-products from the plant can be incinerated, and the credits generated from
this sold at a large profit.”

87. Given our concerns about the use of international emissions credits to meet UK carbon
budgets, we are to some extent reassured that Clause 21 of the draft Bill imposes on the
Committee on Climate Change a duty to report on the amount and type of credits that
were used in each preceding budgetary period. However, we believe that these provisions
should be strengthened, and therefore we recommend that Clause 21 be amended, to give
the Committee on Climate Change a duty to report annually on the use of carbon
credits in the preceding year. In doing so, the Committee should be required to give an
opinion on the robustness of the schemes under which these credits have been issued,
the effectiveness of these credits in reducing global greenhouse emissions, and the
transparency with which the Government has reported their use. Additionally,
regulations (under Clause 16) which define the types and values of different carbon
credits, and the circumstances in which they are to be set against the UK carbon budget,
ought to be added to the features subject to the super-affirmative resolution procedure.

88. A third issue is that an excessive use of credits could, by forestalling the pressure on the
UK to reduce its own emissions, enable ‘Business As Usual’ decisions on major
infrastructure projects to continue, and thus in effect lock us into a high carbon economy
for decades to come. The Government partly acknowledges this concern in the draft Bill
consultation document, which, having set out that international credits may be set against
UK carbon budgets, stresses: “This does not mean that all (or an unlimited amount of)
emissions reduction effort should or would be achieved overseas™*. To this end it
acknowledges the principle of supplementarity set out in the Marrakesh Accords — namely
that “...the use of the [Kyoto project] mechanisms shall be supplemental to domestic
action and ...domestic action shall thus constitute a significant element of the effort made
by each Party...”.”

89. However, the consultation document points out that there is a lack of clarity over what
precisely the supplementarity principle means in terms of a quantitative limit on emissions
reduction effort which can be achieved overseas, and that the principle does not in any case
apply to EU ETS allowances. Indeed, it specifically acknowledges that “there is no limit on
the degree to which organisations within the EU ETS system can reduce their emissions
through purchasing allowances, many or all of which could come from other EU Member
States”.”®

90. At present, the draft Bill does not include any limit on the use of foreign credits, though
it does provide for the Committee on Climate Change to advise the Secretary of State on
the extent to which targets should be met by the use of carbon credits. The consultation
document makes it clear that “the Government is .... seeking authorisation in the Bill to
spend money on overseas credits and allowances, to help the UK to remain within budget
if necessary”. 77 Evidence presented by the Environment Agency also revealed that the
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Government is anticipating that 70% of the savings to be achieved by the UK in Phase 2 of
the EU ETS are expected to come from the purchase of foreign credits.

91. Organisations and individuals expressed a considerable range of views on this issue in
their evidence to us. Climate Change Capital, for example, along with other witnesses
suggested that, while there was no formal definition of the supplementary principle, it was
widely interpreted as implying that the use of foreign credits should not exceed 50% of a
country’s target savings.”® A number of organisations called for the government to set a
specific limit on the proportion of the UK carbon budget that could be delivered by the use
of overseas effort. The Environment Agency proposed 30% as a possible cap.” The NGOs
we spoke to felt that even this was too high, although Mr Kronick from Greenpeace
suggested it could be a good starting point for negotiations, while emphasising “what is
important to remember is the whole point of the exercise is to reduce emissions, it is not to
buy in the credits that show the emissions were reduced somewhere else”.** We were also
interested to note that the Californian state government is likely to set a limit on the
amount of emissions credits which it would accept against its targets; as Mr Skopec put it:
“we will most likely have an element of that, but it will not be overwhelming”.®'

92. Regarding the issue of ‘supplementarity’, it is important to bear in mind that the
fundamental basis of the Kyoto protocol is the principle that developed nations should
take primary responsibility for the problem of climate change and should lead the way
by setting themselves targets to reduce emissions. However, by not specifying an
absolute cap on the use of foreign emissions credits in order to meet UK carbon
budgetary requirements, the Bill as currently drafted would still theoretically allow all
the savings to be made externally to the UK, notably in developing countries, and
thereby postponing the decarbonisation of the UK economy. We are somewhat
surprised that the Government appears to be relaxed that 70% of the UK emission
savings anticipated under Phase 2 of the ETS are likely to be derived from international
credits. As the Environment, Food and Rural Affairs Select Committee says, there
would be “serious implications of over-utilising this facility in terms of the UK’s
credibility on the international stage”.*

93. We are somewhat reassured that Clause 20 gives the Committee on Climate Change
a duty to advise the Secretary of State on the extent to which each carbon budget should
be met by the use of carbon credits. However, we recommend that these provisions be
strengthened, with the Secretary of State being given a duty, under this advice, to set
caps on the use of international credits against the UK’s carbon budget for each
budgetary period.

94. We still remain concerned by the absence in the Bill of any firm principles to guide
the Committee’s advice in this respect. As we understand it, the scope for the use of
international credits should reduce, tending towards net zero as we move towards 2050
under any successful global emissions reduction regime, given that in order for any
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nation to have surplus credits to sell it must be over-achieving its own targets -
something which will prove necessarily more and more challenging for all nations as
binding caps become ever more stringent. Therefore, in addition, we recommend that
the Bill should place a duty on the Secretary of State, on advice from the Committee, to
publish the rationale on which the cap on the use of international credits is based. This
should make clear the proportion of emissions cuts that must be made from within
developed nations such as the UK - or to put it the opposite way, the extent to which
richer nations can buy their way out of making emissions cuts - in order for the world
as a whole to stay w