	[image: image1.png]



	

	
	Subject:
	Carbon Emissions Reduction Target (CERT)

	
	To:
	Rhona Brown; Dr Alan Whitehead MP

	
	From:
	Louise Smith, Science and Environment Section

	
	Reference:
	1008-076

	
	Date:
	24 August 2010

	


Following a request from a constituent, you asked for some information about the Carbon Emissions Reduction Target (CERT) scheme, including the legislation underpinning it and plans to reform it in the forthcoming Energy Security and Green Economy Bill.

CERT overview

The Carbon Emissions Reduction Target (CERT) scheme was introduced by the previous Labour Government in April 2008 as one of the main schemes to encourage energy efficiency in homes. 

CERT obliges electricity and gas suppliers in Great Britain to help reduce carbon dioxide emissions from homes. Each supplier under the scheme must demonstrate that measures that it implements have led to a certain level of carbon dioxide (CO2) saving amongst its customers.  
CERT legislation

The CERT scheme was first implemented by the Electricity and Gas (Carbon Emissions Reduction) Order 2008, (SI No. 188) (the 2008 Order). The Order established a carbon emissions reduction target (set in terms of lifetime tonnes of carbon dioxide) for gas and electricity suppliers who have more than 50,000 domestic customers to meet household carbon emissions reduction targets certain electricity or gas suppliers for the period 1 April 2008 to 31 March 2011. 

The CERT scheme is a broad successor to the energy efficiency target imposed under the Electricity and Gas (Energy Efficiency Obligations) Order 2004 (SI 2004 No.3392) (the 2004 Order) for the period 1 April 2005 to 31 March 2008, known as the Energy Efficiency Commitment.

The authority to make the 2008 Order stems from 3 primary Acts, as amended:

· section 33BC of the Gas Act 1986; 
· section 41A of the Electricity Act 1989; and 
· section 103 of the Utilities Act 2000.
These Acts were amended in 2006 by the Climate Change and Sustainable Energy Act 2006, to enable the Secretary of State to set an overall carbon emissions reduction target for the promotion of any of the following:

(a) measures to improve energy efficiency (as under the current Energy Efficiency Commitment)

(b) if the Order so provides –

(i) microgeneration measures

(ii) any other measures for increasing the amount of electricity generated or heat produced using low-emissions sources or technologies

(iii) measures for reducing the consumption of energy.

Under the 2008 Order, energy suppliers were required to achieve at least 40% of their carbon emissions reduction obligation by promoting measures to a priority group, that is those in receipt of at least one of the benefits or tax credits listed in Schedule 2 to the Order, or to those who are aged 70 or over. This is known as the priority group obligation.

The scheme was then amended by the Electricity and Gas (Carbon Emissions Reduction) (Amendment) Order 2009 (SI No. 1904) (the 2009 Order) which came into force on 20 July 2009.
The 2009 Order was made following the Prime Minister’s Home Energy Saving Programme announcement in September 2008 which proposed a 20% increase in the Carbon Emissions Reduction Target.
 The main aim of the change was to increase the amount of help householders received to take up energy efficiency measures at a time of high energy prices, to help them save money, save energy and save carbon.
 This was set out in the accompanying explanatory memorandum to the 2009 Order:
In overview, the amending Order looks to increase the scale of the lifetime carbon saving obligation placed on energy suppliers from 154 million tonnes to 185 million tonnes; to introduce other smaller amendments to encourage energy suppliers to promote a range of more innovative measures such as solid wall insulation and micro generation, as well as those which impact the energy using behaviour of electricity and gas customers (i.e. real time displays and home energy advice); and to remove direct mail high efficiency light bulbs (CFLs) as qualifying measures from 1st January 2010 given the very large numbers already credited to CERT (i.e. approximately 200 million).

7.5 The estimated annual energy savings to consumers, after subtracting comfort taking, would reach a total of around £1.175 billion in 2012, an increase of £193 million as compared to the base case (as now analysed).

The CERT scheme was also amended again, most recently, by the Electricity and Gas (Carbon Emissions Reduction) (Amendment) Order 2010 (SI No. 1958), which came into force on 31 July 2010. The amendment was made following a consultation
 which was initiated under the previous Labour Government and which closed and was responded to by the new coalition Government.
 The changes are summarised by the explanatory note which accompanies the 2010 Order:
(i) increases the overall carbon emissions reduction target to 293 million lifetime tonnes of carbon dioxide (MtCO2) (from 185 MtCO2);

(ii) sets a new overall insulation target as part of the extension;

(iii) creates a super priority group of vulnerable households and sets a new overall super priority group target;

(iv) extends the target period so that suppliers must achieve their increased obligation by 31st December 2012 (superseding 31st March 2011);

(v) makes some changes to the way the Authority [Ofgem] must determine the carbon emissions reduction for solid wall insulation measures to incentivise this technology; and

(vi) makes some consequential amendments that are necessary as a result of the changes being made.

The 2010 Order sets energy suppliers two new additional targets to be achieved by the end of the scheme:

i) That suppliers meet 15% of the increase in target (16.2 MtCO2) in a Super Priority Group of lower income pensioner and family households who are regarded as those least likely to currently benefit but are considered the most vulnerable to fuel poverty and the detrimental health impacts of a poorly heated house (article 3, 4).

ii) That suppliers meet 68% of the increase in target (73.4 MtCO2) through professionally installed insulation measures. The insulation obligation can be met through qualifying insulation measures promoted in any part of the scheme (article 4, 9).

Original versions of primary legislation, statutory instruments and explanatory notes are available from the legislation.gov.uk website.  
CERT changes in the forthcoming Energy Security and Green Economy Bill
The Government announced in the Queen’s Speech on 25 May 2010 that an Energy Security and Green Economy Bill would be introduced in this session. One of measures that the Department of Energy and Climate Change (DECC) said would be included in the Bill was a “Green Deal”. The green deal appears to be in two parts. The first part involves plans whereby households can borrow money to install energy efficient technologies in their homes and then pay the loan back with the money saved in subsequently reduced energy bills.
 
The second part to the green deal is a new supplier obligation on energy companies, to replace CERT when it comes to an end in December 2012. This was set out by the Government in the Annual Energy Statement published on 27 July 2010:
ACTION 3: The Government will include powers in the forthcoming Energy Security and Green Economy Bill to introduce a new obligation on energy companies from 2012, to take over beyond CERT. 

This new obligation will underpin the Green Deal, and focus particularly on those householders (e.g. the poorest and most vulnerable) and those types of property (e.g. the hard to treat) which cannot achieve financial savings without a measure of support. We will consult publicly on the detail of the new arrangements. 

This sector accounts for a quarter of carbon emissions and offers further potential for cost-effective emissions reductions through energy efficiency. The Government wants to see demand for such measures to be maintained until the process of improving the UK’s old housing stock is complete and will use these policies to deliver this objective.

Not much is known yet about the new green deal or the new supplier obligation. In July 2010 DECC published a timetable of its forthcoming work which made clear that the new obligation would be designed between July – November 2010.
 As such, it is too soon to know what the new legislation will look like.
The suggestion so far however, is that primary legislation, the Energy Security and Green Economy Bill, is likely to provide at least the broad powers to form the new obligation. This was made clear by DECC Minister Gregory Barker in the Second Delegated Legislation Committee debate on the Electricity and Gas (Carbon Emissions Reduction) (Amendment) Order 2010. He set out that the focus of the new obligation was likely to be on helping those in fuel poverty and said that new legislation would be needed:
I think that it is worth saying that the extension of CERT is not ideal. We want to do more, particularly for the fuel-poor, and we think that a supplier obligation is a significant tool for achieving that. We anticipate that, as part of a focused series of measures that will work as part of the green deal, a key lever will be an ongoing supplier obligation. We will work closely with stakeholders during the coming months to ensure that when the CERT extension finishes at the end of 2012, there is a new bespoke supplier obligation, designed to work with the green deal, which will focus far more on those who are in the worst fuel poverty.  

Within the constraints of this type of obligation as laid out in legislation—constraints with which the right hon. Lady will be familiar—we think that we have probably pushed the envelope as far as we can without breaching the terms of the original legislation. We will therefore introduce new proposals in the Energy Security and Green Economy Bill to lay the groundwork for a future supplier obligation, which will take further the work done in the CERT extension.
   

The Minster also went on to explain that thinking on the new obligation was “still evolving” but said that the existing obligation would be “rewritten”:
Gregory Barker:  I will be very honest with the right hon. Lady. Our thinking on this is still evolving and we will listen to her arguments and those of stakeholders across the board. As it stands, CERT is not an option. As I said in my opening remarks, we are considering completely rewriting the nature of the supplier obligation post-2012 to ensure that it reaches those parts, particularly in relation to the fuel poor, where the vanilla green deal will not work. I fully accept that some properties or households will not be able to reach the optimum level of thermal efficiency, carbon abatement or quality of life—to put it in layman’s language—that we would hope and expect them to receive simply through a pay-as-you-save model.  

The pay-as-you-save model will serve the majority, if not the lion’s share, of people. Nevertheless, a significant element, particularly among the fuel poor and people with hard-to-treat homes, will need additional support, which we will primarily tackle through an enhanced supplier obligation. We are talking about more than £1 billion a year in the supplier obligation—considerably more than the Warm Front budget this year, which is a little in excess of £300 million. The sums and scale of money are very large. We are designing a new architecture, which will be far more sustainable than the hand-to-mouth, annual Treasury-capped grants.
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