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9 September 2025
Dear Shadow Secretary of State,

Thank you for your letter and your kind words on my appointment. | know you have longstanding
relationships with other Committee members, and with our CEO, Emma Pinchbeck.

The statutory role of the CCC is to offer advice to Government on the level of the UK's carbon
budgets. We provide supporting evidence for our advice to meet our obligations under the
Climate Change Act to show that the budget level is feasible and has considered social and
economic factors. We give our advice over a decade out from the actual carbon budget period,
so it is fo be expected that the exact mix of technologies and their costs might vary.

A strength of the carbon budget system is that it allows for uncertainties and gives room for
households, businesses and Government to respond to market developments, whilst sfill offering
clear, long-term direction for investors. For example, estimates of UK offshore wind costs today are
around 60% lower than in our advice on the Fourth Carbon Budget which covers the period 2023 -
2027. We dedicate a chapter to discussing uncertainties in the Seventh Carbon Budget advice.

In your letter you query the difference between the levelised cost of energy (LCOE) for offshore
wind in 2030, given in our Seventh Carbon Budget advice, and the Contract for Difference (CfD)
strike prices from last year's CfD auction. LCOE and strike prices are not the same measure. The
LCOE reflects the underlying cost of generating electricity over a project’s full lifetime. The strike
price is a policy-determined revenue guarantee for a contract period. Further details on the
differences are set out in the November 2023 document ‘Electricity Generation Costs’, published
by the last Government.

The CCC publish estimates on an LCOE basis because this enables us to give comparisons between
renewable, other low carbon, and fossil fuelled technologies. LCOE is a widely accepted global
metric for technology costs, which also allows us to show comparators from other countries which
have different policies and markets. Our estimates are in real terms, in 2023 prices. Prices
experienced by participants in specific markets, such as CfD strike prices for offshore wind or
Capacity Market clearing prices for gas-fired power stations, are not comparable due to factors
including different confract lengths, risk allocation, and other aspects of policy design. Estimates
may also be in different price years or use different inflation assumpftions.

The Committee considers market conditions in our evidence. We adjust individual technology costs
where appropriate to reflect these. In the Seventh Carbon Budget, we applied a temporary 25%
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uplift to our estimates for the real cost of offshore wind projects to reflect supply chain constraints in
line with the best available evidence at the time. Our fechnology cost estimates then decline as

we apply expected efficiencies that come with deployment atf scale (i.e. learning rate effects); we
sourced learning rates using published evidence and sources like the International Energy Agency.

The analysis for the Seventh Carbon Budget power sector costings was conducted using an energy
system model. This means that our analysis considers wider cost assumptions beyond the costs of
individual technologies. These include costs such as necessary grid upgrades, storage, and system
balancing for the mix of generation included in the power system.

These energy costings then feed into the economy-wide net costs for the Seventh Carbon Budget.
We calculate these social costs of delivering the 2050 Net Zero target following the Treasury's
Green Book method, which will be familiar to all Parliamentarians. These net costs included
calculations of savings from using electricity efficiently across the system, as electrification of
demand helps halve energy waste across the energy system. We looked at the costs of electrifying
vehicles, buildings, industry and other sectors. Overall, we estimate the net costs to meet Net Zero
will be around 0.2% of UK GDP per year on average. We expect savings to start outpacing costs
during the Seventh Carbon Budget period and to grow to 2050.

The Committee also completed analysis to quantify costs and savings from the energy transition
that are not captured in the Green Book aligned social costs. For example, based on central
Government projections of oil and gas wholesale prices, avoided fossil fuel imports would be worth
£45 billion in 2050. We estimate that if gas costs were 1o spike to 2022 levels in 2040, the average
household’s energy bill would increase 15 times more in a high-carbon energy system than a low-
carbon one.

You note in your letter the importance of low electricity costs in the shorter term, to support the
fransition to electric cars and electric home heating. Making electricity cheaper, through the
removal of levies and policy costs, is our primary recommendation to this Government (the previous
Government had accepted this recommendation). We have consistently expressed our concern
that sufficient measures have not been taken to reduce electricity costs for people, and we
welcome your focus on this issue.

We agree with the need for public bodies to be transparent. We have published costs assumptions
both in our main advice, which you refer to in your letter, and in our Methodology report. | also
understand that my predecessor met with the interim Shadow Secretary of State, Andrew Bowie
MP, to discuss the Seventh Carbon Budget advice at the time of publication. | would be delighted
to meet with you to discuss our work. As one mathematician to another, I'm sure we will have a lot
to talk about! We will contact your office to set up an appropriate time.

Yours sincerely,

Nigel Topping, CMG
Chair, Climate Change Committee
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