



REPORT OF THE LEAD MEMBER FOR PLANNING
CABINET  28th July,2009
TITLE: Carbon Reduction Commitment
RECOMMENDATION:  

That Cabinet receive and note the Carbon Reduction Commitment.
EXECUTIVE SUMMARY: The Carbon Reduction Commitment is a new mandatory emissions trading scheme covering large non-energy intensive businesses and public sector organisations. 

The scheme is a central part of the UK’s strategy for reducing CO2 emissions and delivering the ambitious targets set in the Climate Change Act. It has been designed to provide participants with the financial and reputational incentives to reduce energy consumption and carbon emissions in the most efficient way.

The scheme will commence in April 2010, with the base year for consumption being 2008.
BACKGROUND DOCUMENTS:

ASSESSMENT OF RISK: Financial and reputational depending where we are on the national league table
SOURCE OF FUNDING: Any net cost of carbon trading will need to be met from the revenue budget and budget provision may need to be included in the revenue budget for 2010/11 to meet the cost of acquiring carbon allowances ahead of recouping them from April 2011 onwards, subject to further clarification of exactly how the trading scheme will work.
LEGAL IMPLICATIONS: Not applicable
Contact Officer and Extension No:


Date Consulted:
Comments:

FINANCIAL IMPLICATIONS: Firm details have yet to emerge and the final scheme could have differing financial consequences than is currently apparent. However, at this stage, based on an indicative cost of £12 per tonne of carbon allowance and the estimated carbon emissions in 2008 for Council owned property of approximately 34,000 tonnes, there may be an initial cost of acquiring allowances in advance of when they can be sold of £408,000 in 2010/11. This cost may be spread across various sources of funding, e.g. schools, Housing Revenue Account, General Fund, DSOs, depending upon the detailed accounting requirements that are yet to emerge. 
Contact Officer and Extension No: John Spink, 3230
Date Consulted: 2nd June 2009
COMMUNICATION IMPLICATIONS:  Not Applicable
VALUE FOR MONEY IMPLICATIONS: Not Applicable
CLIENT IMPLICATIONS: Not Applicable 
PROPERTY: Reducing CO2 emissions from all sources will be a critical factor in keeping down costs associated with the Carbon Reduction Commitment.  The Carbon Management Plan and its interplay with our Asset Management Plan, will therefore be critical here.
HUMAN RESOURCES: None
CONTACT OFFICER: 
          Julie Holmes                         Extension No: 3474
WARD(S) TO WHICH REPORT RELATE(S): All Wards
KEY COUNCIL POLICIES: Think Efficiency / Environmental Sustainability / Asset Management Plan/ Building Schools for Future/ Carbon Management Plan/ Unitary Development Plan/ Local Development Framework.
DETAILS:

	1.0
	Background

	
	

	1.1
	The Climate Change Act 2008 contains legally binding emissions reduction targets. The Government has committed the UK to deliver a 26% reduction in CO2 emissions by 2020. In the longer term the aspiration is to cut greenhouse gas emissions by 80% by 2050.

	
	

	1.2
	In May 2007 Government announced a number of new initiatives in the Energy White Paper, including a decision to implement the Carbon Reduction Commitment. The Carbon Reduction Commitment is a mandatory emissions trading scheme for large commercial and public sector organisations, including large Local Authorities. From 2010 the City Council will be a mandatory participant. The Carbon Reduction Commitment is still in development and the third draft legislation is currently under consultation until June 2009. This paper looks at the policy and budgetary implications of the proposals as currently drafted.

	
	

	2.0
	Details

	
	

	2.1
2.2
2.3

2.4
	Cap and Trade System The Carbon Reduction Commitment is a “cap and trade” scheme. The principal aim of a carbon trading system is to use market forces to reduce carbon emissions at the lowest cost to society. This objective is achieved by placing a “cap” on the CO2 emissions allowed from a predicted market place thereby creating a price for carbon.
Each tonne of CO2 allowed is converted into an ‘allowance’. At the beginning of a trading year all allowances are auctioned off in the knowledge that there are insufficient to cover all of the present emissions of the participants. This shortfall creates the market price. During the year those organisations that can implement emissions abatement projects at a lower cost than the market price will do so because it will be cheaper than buying allowances. Those organisations that do not have emissions reductions opportunities at or below the market price will be forced to buy additional allowances as this will be their cheapest option. Organisations that find themselves with surplus allowances during the year can sell them to organisations that need additional allowances. 
At the end of the trading year each participant must surrender allowances equivalent to their annual CO2 emissions. 

The ‘cap’ is placed on the market not on an organisation. Therefore, carbon trading reflects a fundamental shift from target-based carbon abatement to action based on the cost-effectiveness of projects.

	
	

	2.5
	Start Date A three year introductory phase will commence in April 2010. The first ‘capped phase’ will commence in April 2013.

	
	

	2.6
2.7
	Qualification year and threshold The qualification year is 2008. The qualification threshold is based on annual electricity consumption being in excess of 6,000 MWh through half-hourly meters, including street lighting. If you are above this threshold then all energy usage for all operations will have to be included in the Carbon Reduction Commitment. 

With the inclusion of schools, except Private Financial Initative and Academies, the Authority’s qualifying electricity consumption is approximately 11,000 MWh, and the Council will therefore be a mandatory participant.

	
	

	2.8
	Emissions Coverage. The scheme will cover fixed point CO2 emissions only. Transport emissions are excluded. Based on 2007/2008, the City Council’s total qualifying carbon footprint was 34,000 tonnes of CO2. It should be noted that the legislation is under consultation and the types of property included may change.

	
	

	2.9
	Cost of Allowances. In the introductory phase the price of carbon will be fixed at £12 per tonne of CO2. Therefore, the total cost to The City Council of allowances is estimated at £408,000. In the capped phase allowances will be distributed by auction which will determine the market price.

	
	

	2.10
2.11
	Financial Considerations. The scheme is revenue neutral to the Exchequer. The cost of allowances will be recycled to participants based on the position achieved in the Carbon Reduction Commitment performance league table. The bonus penalty rates will start at +/- 10% and increase by 10% per annum for the first 5 years. An average performance would recycle the cost of the allowances purchased. Therefore, if the City Council performs as well as the average organisation there will be a net nil cost to the Authority.
There is no sale of allowances in the first year. Instead the sale will take place in April 2011, when the Authority will have to purchase allowances retrospectively to cover recorded Carbon Reduction Commitment emissions in the financial year 2010/2011 and to cover projected Carbon Reduction Commitment emissions in the financial year 2011/2012. This is the only time there will be a double sale and the City Council may wish to budget ahead for this double sale.

	
	

	2.12
2.13

2.14


	Implications for The City Council. The Carbon Reduction Commitment will require a corporate approach to carbon trading that delivers carbon reduction measures based on cost effectiveness. Failure to reduce emissions will place a financial penalty on the Council.
Under the terms of the Carbon Reduction Commitment The City Council will be required to:
· Calculate its emissions responsibly under the scheme;
· Purchase allowances to cover its emissions;
· Monitor and report its annual energy consumption and surrender sufficient allowances to cover its stated emissions; and
· Keep an evidence pack that will provide an audit trail to demonstrate how it has calculated its total energy use.
The City Council has made good progress in setting targets for carbon reduction through the Carbon Management Programme. There are now additional incentives through Carbon Reduction Commitment, in ensuring that the projects through this programme are implemented.

	
	

	2.15
	Sustainability Considerations Climate change and energy are identified as one of four priorities in the Government’s Sustainable Development Strategy. The introduction of Carbon Reduction Commitment is a tool to ensure the cost of carbon is factored in to decision making processes of all large organisations.

	
	

	3.0
	Conclusion

	
	

	3.1
	The introduction of the Carbon Reduction Commitment and the City Council’s response to it represents a significant challenge. Our current Carbon Management Programme has laid a good foundation on which to build. However, the scope of emissions covered by Carbon Reduction Commitment means that this activity will need to be taken to the next level.

	
	


Paul Walker
Strategic Director for Sustainable Regeneration
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