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Report on Carbon Reduction Commitment Scheme 
What

The Government’s Carbon Reduction Commitment Scheme (CRC) will require organisations that consume more than 6,000 megawatt hours of electricity per year – an electricity bill of about £500,000 or more – to register self-certified statements on total energy use emissions, including gas and other fuels. Only stationary energy sources are covered – vehicles, i.e. transport emissions, are not included.  It is estimated that this will cover about 5,000 previously unregulated businesses but ultimately, it will be the larger organisations that will be affected, in order to “reduce the administrative burden” on smaller companies according to the government and ensure that “that the savings made will offset the cost of participating”.  
However, unlike the EU emissions trading scheme (EUETS), which targets energy-intensive industrial facilities and electricity generators, the CRC will affect organisations that have not necessarily seen themselves as major energy users such as supermarkets, retailers, larger local authorities, hotel chains and office-based businesses. It will present them with new challenges in data collection and reporting, and in reducing energy consumption, often across numerous and disparate operations. 

As each compliance year begins, sufficient carbon allowances must be purchased at auction to cover total emissions based on the previous year’s consumption. Further allowances can be bought – or sold by high-flyers – through a secondary market. Following the end of the compliance year sufficient allowances to cover emissions must be surrendered.   The government will recycle allowance revenues to participants depending on their position in a carbon performance league table. Good performers will be eligible for a bonus. Poor performers will face a penalty (see further detail below). 
When

The scheme will be in force from April 2010.  2010 is effectively a reporting year, with the first sale of allowances held in April 2011. 
Who
Any organisation that meets the minimum consumption of electricity figure set out above will be covered. For some bodies, meeting the CRC’s requirements will mean continuing and tightening strategies already in place. For others, it may well be more difficult. Public sector organisations are included and may struggle. For example, the decision to include state schools is likely to present resource-poor local authorities with huge challenges around data collection and verification, and coordinating efforts to reduce consumption. 

However, help is available from consultancies and the government-funded Carbon Trust, which offers information and services including site surveys. Organisations can also seek accreditation under the Carbon Trust Standard, which provides a framework for data collection and presentation as well as certifying that an organisation has reduced its carbon footprint and is committed to further improvements. Accredited organisations will also receive recognition in the CRC league table.

CRC league table

The CRC league table will be published each year after companies have reported their annual carbon emissions. CRC participants will be awarded bonus or penalty payments according to their placement in the league.  In the first year the repayment adjustments will be between +10 and -10 percent. This will widen significantly to +50 and -50 percent by year five.  The league table will be based on three metrics - an absolute metric, a growth metric, and an early action metric – to gauge the energy saving achievements of companies. 

Practicalities 

The first auction is due in April 2011, when bidders will be able to buy allowances to cover their 2010 emissions as well as for forecast 2011 emissions.  Subsequent auctions will only apply to the year immediately ahead. An allowance will need to be purchased 
for every tonne of CO2 emitted in the year. 


The government has indicated that the price of CO2 is likely to be set initially at £12 per tonne. Using DEFRA’s average electricity / carbon conversion factor (0.523 kg CO2/kWh), the threshold qualification of 6,000 MWh of electricity translates into mandatory carbon credits purchases of about £38,000. If the organisation uses more than the qualification threshold level, the cash outgoing will be more. While during the introductory phase, all carbon emission allowances will be sold at a fixed price of £12 per tonne of carbon dioxide, from April 2013, allowances will be auctioned by the government, with fewer available each year. 
Revenues from the sale of allowances will be recycled back to organisations within the scheme.  Each organisation will be repaid in proportion to their historic emissions with a bonus or penalty depending on the extent to which they have reduced their emissions 
compared with other organisations within the scheme.

In the event of excessive allowance prices within the CRC, a "Safety Valve" mechanism allows EU Emissions Trading Scheme (ETS) allowances to be purchased via the Environment Agency for use in the scheme.


Proper data management systems and accurate carbon assessments will be critical to CRC compliance as there will be penalties for under-reporting emissions. Penalties for under-reporting are expected to rise to £75 per tonne CO2 from 2013 onwards. 

Usage of electricity may become transparent to the regulator (as energy suppliers already have the data) and so it is unlikely that any organisations that should have qualified but did not register will go undetected. 

However, since qualification for the CRC is based on metered electricity in 2008, it may still be possible for organisations on the borderline to reduce their electricity consumption through energy efficiency to come in just under the 6,000 MWh threshold. 
Companies using just under 6,000 MWh, will have to prove it by putting together an “evidence pack”, which includes details of the organisation (contact names etc), electricity and fuel bills, automatic metering records, procedures used to collect data and check correctness, and information about special events, such as changes to energy suppliers and organisational subsidiaries.
Benefits 

Rather simply, cutting energy usage means cutting costs – a clear business incentive!  More importantly, the Scheme will hopefully go some way to helping the UK to reach the target set out in the Climate Change Bill for an 80% emissions reduction by 2050.  There will be fines for non compliance – see below.
Enforcement 

Those who fail to comply with the CRC scheme may be served with an Enforcement Notice requiring action to be taken within a set time. Failure to comply with an Enforcement Notice will be a criminal offence and fines may be imposed of up to £50,000 in the Magistrates’ Court or an unlimited fine on conviction in the Crown Court. 
In addition, individual directors and officers may be subject to personal liability where an offence is proved to have been committed with their consent, connivance or neglect. In extreme circumstances, they could be subject to imprisonment for a term not exceeding three months on conviction in the Magistrates Court, or for a term not exceeding two years on conviction in the Crown Court. 

Questions / Views  
· Why doesn’t it apply to all organisations, or at least those consuming a bit less than what seems like a rather whopping electricity bill of £500k a year?

· The Carbon Trust generally seems supportive and has issued some practical guidance on the practical issues for businesses: http://www.carbontrust.co.uk/publications/pages/publicationdetail.aspx?id=CTL081 
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