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24 July 2025
Dear Deputy First Minister,

| am writing in response to your letters dated 16 May 2024 and 28 May 2025 requesting the
Committee’s advice on:

* The level of Wales’ Fourth Carbon Budget (2031 to 2035).

*  Whether the current legislated levels of Wales’ Third Carbon Budget (2026 to 2030), the 2030
interim target, and the 2040 interim target are supported by the latest evidence.

¢ The definifion of carbon units established by the Carbon Accounting (Wales) Regulations
2018.

e The limit of carbon units (also known as international carbon credits) for Wales’ Third Carbon
Budget.

e  Whether Wales should adopt a notional share of the UK Emissions Trading Scheme (UK ETS)
cap for the traded sector for carbon accounting purposes and how such an approach
could be enacted.

The level of Wales’ Fourth Carbon Budget

On 14 May 2025, the Committee published our advice on the level of Wales' Fourth Carbon
Budget. We recommended that the Fourth Carbon Budget should be set to require average
annual emissions over the five-year period from 2031 to 2035 to be at least 73% lower than the 1990
baseline, including Wales' contribution to international aviation and shipping.”

Our Fourth Carbon Budget advice is based on our Balanced Pathway: an ambitious but
deliverable pathway from 2025 to reach Net Zero by 2050.

“ The baseline year is 1990 for CO2, methane, and nitrous oxide and 1995 for F-gases. We refer to this as ‘the 1990 baseline’
throughout our advice.
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e QOur advice is based on the latest technological, social, and economic evidence; extensive
sector modelling; and engagement with stakeholders.

¢ OQur pathway is consistent with the pace of Welsh emissions reductions required to meet the
UK-wide Net Zero by 2050 target and the UK’s Nationally Determined Confributions (NDCs)
under the Paris Agreement.

Wales’ Third Carbon Budget and the 2030 and 2040 interim targets

In March 2021, the Senedd Cymru approved the levels of Wales' Third Carbon Budget and the 2030
and 2040 interim targefs.

The Balanced Pathway developed for our Fourth Carbon Budget advice meets all of Wales'
existing emissions targets. Therefore, the Committee’s view is that the currently legislated levels of
Wales’ Third Carbon Budget, the 2030 interim target, and the 2040 interim target remain credible
and are supported by the latest evidence (Table 1).

Table 1
Welsh emissions targets and the CCC's Balanced Pathway

Current legislated level Balanced Pathway Level of

overperformance

(reduction in average (reduction in average againstthe farget

annual emissions on annual emissions on
1990 levels) 1990 levels)

Third Carbon Budget 58% 58.1% 0.3 MICO2¢ (0.1
(2026-2030) percentage points)

2030 interim target 63% 66.7% 2.1 MICOze (3.7
percentage points)

2040 interim target 89% 89.2% 0.1 MtCO2e (0.2
percentage points)

Source: Welsh Government (2021) Climate change targets and carbon budgets; CCC analysis.
Notes: The levels of emissions required to meet Welsh targets calculated in this advice are based on the NAEl's Greenhouse Gas
Inventories for England, Scofland, Wales and Northern Ireland: 1990-2022.

There are arange of uncertainties that could affect Wales' pathway to Net Zero. It is therefore
important to continuously monitor progress to enable early identification of delivery risks and to
develop contingency plans that can be implemented to respond to such risks.

¢ The Welsh Government should monitor the emissions trajectory, underlying indicators of
progress, and wider relevant contextual factors to identify risks fo emissions targets.

¢ In our Fourth Carbon Budget advice, the Committee described a number of contingency
options that could be considered.
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Achieving Wales' emissions targets will require a focus on key near-term actions, particularly in
buildings, surface fransport, and agriculture and land use. These sectors have significant policy
powers devolved o the Welsh Government. Key near-term actions include:

¢ Supporting households to install low-carbon heating. Wales needs to rapidly transition to
low-carbon electrified heat. While the Net Zero transition should lead to lower energy bills
for consumers, support is needed to address barriers in upfront costs, especially for
low-income households. It is also important to support households, particularly those on low
incomes, to install home insulation measures. These can reduce emissions before heating
systems are replaced, reduce bills, and provide more comfortable homes.

¢ Expanding electric vehicle (EV) charging and travel infrastructure. The number of public EV
charge points per capita in Wales is similar to the UK average but will need to continue to
increase in line with EV uptake. With prices for new and second-hand EVs falling, there is an
opportunity for rapid take-up provided the right infrastructure is in place and people are
provided with accessible, accurate information on their benefits. Wales should also invest to
improve public and active fravel infrastructure.

* Providing certainty on farming and nature. Long-term certainty is needed on public funding
for farming practices and technologies to reduce emissions from management of crops
and livestock. Incentives and markets should be provided for farmers and land managers to
diversify their incomes for actions including woodland creation, peatland restoration, and
renewable energy.

Emissions reductions are also required in sectors where powers are mostly reserved to the UK
Government.” Emissions in these sectors will need to fall to achieve Welsh and UK-wide targets,
including the 2030 NDC. The Welsh Government should use the powers it does have in these areas
(for example, planning policy) and work with the UK Government to ensure that UK-wide policies
are aligned with action required to meet Welsh targets.

e Wales has a number of large point sources of emissions in mostly reserved sectors, including
Pembroke Power Station, Pembroke Refinery, and Connah’s Quay Power Station.

* Asthe UK continues to decarbonise and demand for high-carbon activities falls, emissions
at these sites are very likely to fall. Individual site owners are expected to take operational
decisions to either convert to low-carbon operation or cease production.

— In the electricity supply sector, continued deployment of renewables and other low-
carbon technologies across Great Britain will reduce load factors at Welsh unabated
gas power plants. In our pathway, the average load factor of Wales’ unabated gas
power plants falls from 46% in 2025 to 15% by 2030 and 7% by 2040. This is comparable
to the reduction in load factor assumed at unabated gas power plants across the rest
of Great Britain.

" Mostly reserved sectors include aviation, electricity supply, engineered removals, F-gases, fuel supply, industry, and shipping.
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¢ The timing of these decisions is uncertain and could pose arisk to the achievement of
Wales' emissions fargets, but the impact on the achievement of the Third Carbon Budget
and the 2030 inferim target is likely to be small.

— Electricity supply emissions fell faster than we assumed in our pathway in 2023, falling to
4.7 MtCOqe. Electricity supply emissions are now lower than they were assumed to be
in 2028 in our pathway.

— Connah’s Quay emiftted 0.7 MtCO2e in 2024 and the plant operator has plans to
convert to low-carbon operation as soon as 2030. If the plant were to remain operating
without carbon capture and storage out to 2030, emissions would be expected to
differ from our pathway by 0.3 percentage points over the Third Carbon Budget period
and by 1.3 percentage points in 2030.

¢ This reflects the expected reduction in load factors during the Third Carbon Budget
period as renewables confinue to be deployed at scale.

* It is important to note that slightly higher than expected emissions in one sector do
not, of themselves, imply that any given emissions target will be exceeded. There
are likely to be deviations, both positive and negative, from the pace of emissions
reduction currently expected across a number of sectors throughout the transition.

— Itis too early to say whether operations at large point sources will significantly deviate
from our expectations in a way which risks achievement of the 2040 interim target. We
will therefore review the appropriateness of this farget at a later date if required.

The Welsh and UK Governments also have an important shared role to deliver key enablers of
Wales' transition to Net Zero, including effective public engagement and proactive transition
planning.

¢ Engagement: the Welsh Government should work with the UK Government to develop and
implement an engagement strategy to provide clear, trusted information about the most
effective actions for households and businesses in Wales to reduce emissions and the
benefits of low-carbon choices, signposting to available sources of advice and support.

¢ Jobs and skills: the Welsh Government should publish a Net Zero skills action plan to identify
and address barriers to enable growth of the workforces needed to deliver the Net Zero
fransition. The Welsh Government should work with businesses and communities that may
be affected by the Net Zero fransition fo develop proactive transition plans that enable
access to secure employment and business opportunities.

Carbon units

Carbon units, also known as international carbon credits, represent a reduction or removal of
greenhouse gases from the atmosphere. Under the Environment (Wales) Act 2016 (‘the Act’), the
Welsh Government has the option to purchase international credits to help meet Wales’ emissions
targets.
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Our advice is that the Welsh Government should plan to deliver the emissions reductions required
to meet Wales' emissions targets through domestic decarbonisation action within Wales. This is
consistent with our advice to the UK Government, the Scoftish Government, and the Northern
Ireland Executive.

Planning to use credits to achieve Wales' targets carries risks. This includes the potential fo reduce
the clarity of domestic sectoral action and fail to deliver carbon budgets if credit supply proves
unreliable.

e For any consideration of credits, it is essential that principles for robust credit purchase are
followed. These are set out in the Committee’s 2019 advice on Net Zero - The UK’s
contribution to stopping global warming. These principles include ensuring credits lead to
genuinely additional and permanent emissions reduction, avoid incentivising weaker
domestic ambition in selling countries, and align with wider sustainability goals.

¢ While international credits should not be part of Wales’ decarbonisation plans at this stage,
there are potential future circumstances which might warrant their consideration, such as
funding international direct air carbon capture and storage and high-quality international
aviation and shipping offset mechanisms.

¢ The Welsh Government should seek advice from the Committee prior to any use of carbon
units.

Definition of carbon unifs

Section 3 of the Carbon Accounting (Wales) Regulations 2018 defines carbon units as ‘a unit issued
under Article 12 of the Kyoto Protocol and the decisions adopted under the United Nations
Framework Convention on Climate Change (UNFCCC) or the Kyoto Protocol’. Each carbon unit
has a value of one tonne of carbon dioxide equivalent.

The second commitment period of the Kyoto Protocol ended in 2020. Article 6 of the Paris
Agreement sets out new mechanisms for countries to pursue voluntary cooperation to reach their
climate targets, including through carbon markets. At COP29 in Baku in 2024, the rulebook for
Article 6 was finalised.

* Arficle 6.2 of the Paris Agreement provides the basis for countries or other entities to frade
credits bilaterally for use towards their emissions reduction targefs.

* Article 6.4 establishes a new centralised mechanism, the Paris Agreement Crediting
Mechanism, which can be used to tfrade carbon credits. This is conceptually similar to the
Clean Development Mechanism established under Article 12 of the Kyoto Protocol.

* Article 6 offers two potential routes for the Welsh Government to purchase carbon units,
both of which could be used under either Article 6.2 or 6.4. These routes are:

— Nationally Determined Contribution (NDC) route. If the Welsh Government wishes to
purchase international credits that contribute fo the UK-wide NDC, they will need to
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engage with the UK Government, as Party to the Paris Agreement, to facilitate the
purchase of credits and their assignment to the Welsh emissions account.

— Other international mitigation purposes (OIMPs) route. If the Welsh Government wishes
to purchase international credits that do not contribute to the UK-wide NDC, they will
need to engage with project developers willing to sell credits and develop appropriate
governance arrangements to facilitate the purchase.

While we are clear that the Welsh Government should not plan to use international credits, we
recognise that the Welsh Government may wish to have the flexibility to purchase credits in the
future should this become appropriate. The Committee therefore recommends that the definition
of carbon units in Welsh regulations should be updated to allow the purchase of credits under
Article 6 of the Paris Agreement.

Limit on the use of carbon units for the Third Carbon Budget

Under Section 33(4) of the Act, the Welsh Government must set a limit on the use of carbon units to
meet Welsh carbon budgets.

As set out above, our advice remains clear that the Welsh Government should plan to deliver the
emissions reductions required to meet the Third Carbon Budget through domestic decarbonisation
action within Wales.

e In our Fourth Carbon Budget advice, our Balanced Pathway demonstrated a feasible and
cost-effective pathway to meet the Third Carbon Budget without the use of carbon units.

* The Welsh Government has raised concerns about the risk of slower than expected
decarbonisation progress in mostly reserved sectors, particularly the electricity supply
sector. As discussed above, we assess this risk to the Third Carbon Budget and 2030 interim
target to be low. Instead, the focus should be on action to deliver emissions reductions in
mostly devolved areas, particularly buildings, surface transport, and agriculture and land
use.

¢ The Act does afford some flexibility to the Welsh Government should decisions outside its
control risk the achievement of an emissions target. This includes the option to request
advice from the Committee on whether an existing target is still appropriate and the ability
fo carry up to 1% of a future carbon budget back to the preceding budgetary period.

The Committee therefore recommends that the maximum limit on the use of carbon units for the
Third Carbon Budget is set at 0% of the total emissions allowed over the Third Carbon Budget
period.

We recommend that the Welsh Government seeks further advice from the Committee before
setting any limit on the use of carbon units for the Fourth Carbon Budget period.
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Carbon accounting of the traded sector
There are broadly two different approaches to accounting for emissions in Wales' traded sector.
¢ Actual emissions accounting: only emissions reductions occurring within Welsh territory

count towards meeting Wales' emissions targets.” This is the approach currently used,
following the Committee’s 2017 advice on the design of Welsh carbon targets.

* Notional share accounting: for sectors within the UK ETS, an adjustment is made to the
actual level of emissions to account for net frading by Welsh installations within the UK ETS.
These net emissions essentially reflect Wales' share of the UK ETS cap (a ‘nofional share’).
Adopting this approach would effectively reduce the scope of Welsh emissions targets to
only cover the non-fraded sector.

A carbon accounting approach based on actual emissions has clear advantages.

¢ Transparency: it is important that emissions targets provide a clear signal to policymakers,
investors, and the wider public about the extent of emissions reductions that are required.
The most transparent method is to account for actual emissions in all sectors.

¢ Policy focus: the carbon budgets framework is designed to drive policy action to reduce

emissions. The Welsh Government has some policy powers in the fraded sector. Currently,
this includes areas such as the ability of planning policy to influence investment decisions
but, as the scope of the UK ETS is expanded, it will also include other areas such as energy
from waste in future. The Welsh Government also has an important role to work with the UK
Government to ensure that UK-wide policies are aligned with the action required to meet
Welsh targets. The actual emissions approach requires appropriate action from the Welsh
Government across all sectors.

e Consistency: the UK, Scotland, and Northern Ireland all report based on actual emissions, so
maintaining this approach has value in allowing consistent understanding of each nation’s
relative conftribution to decarbonisation. It also provides consistency in accounting
between the fraded and non-fraded sectors — emissions accounting approaches that freat
some sectors differently may distort decarbonisation strategies.

The actual emissions approach also has risks, including the possibility that emissions targets are
missed due to decisions outside the direct control of the Welsh Government. However, we judge
that these risks are small and can be mitigated.

* Asdiscussed in the section above on Wales' Third Carbon Budget and the 2030 and 2040
interim targets, we assess that the impact of slower decarbonisation in the fraded sector on
the achievement of the Third Carbon Budget and the 2030 interim target is likely to be
small.

“ Wales' share of international aviation and shipping emissions are also included as per Section 34(2) of the Act.
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e Asdiscussed in the section above on carbon units, the Act affords some flexibility to the
Welsh Government should decisions outside its control risk the achievement of an emissions
target.

Therefore, the Committee recommends that the Welsh Government should continue to use actual
emissions for carbon accounting purposes across all sectors of the Welsh economy.

In May 2025, the European Commission and the UK Government announced their commitment to
link the UK and EU emissions tfrading schemes. When the details of this linkage are clearer, the
Committee will consider whether it would be appropriate to revisit our advice on carbon
accounting of the tfraded sector.

The priority for the Welsh Government should now be to focus on the key near-term actions
identified in our Fourth Carbon Budget advice, particularly in the largely devolved buildings,
surface transport, and agriculture and land use sectors.

I would be very happy fo meet with you to follow up any points for discussion.

Yours sincerely,

N P (W —~A

Nigel Topping CMG
Chair, Climate Change Committee
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