CoalPro’s response to consultation on
Simplification of CRC Energy Efficiency Scheme

The Confederation of UK Coal Producers (CoalPro) represents member companies who produce over 90% of UK coal output.  Coal production in the UK has increased by some 8% over the last three years with a commensurate increase in employment and investment.  There is potential to increase output, employment and investment further and to reduce the level of imports.
The CRC Scheme risks bringing that growth, first to a halt, and then sending it into reverse and at the same time creating a situation where coal imports will be higher than they would otherwise be.  However, among the simplification options being considered are proposals which would avoid these unintended consequences whilst maintaining the essential integrity of the Scheme.  CoalPro is pleased to be able to respond to these consultations.  The detailed responses to each of the individual consultation documents are set out below, prefaced by some general remarks.

The price of coal is wholly determined by international competition.  Cost increases incurred by UK coal producers cannot be passed on to customers in a situation where these increases do not have to be borne by our international competitors.  Industrial sectors within the EU ETS which are subject to international competition and hence carbon leakage have some relief from the cost of purchasing carbon allowances.  No such relief is available within the CRC.  Furthermore, coal production, as an energy industry, cannot have a Climate Change Agreement.  The CRC will therefore result in wholly unjustifiable discrimination and competitive distortion between indigenous UK production on the one hand and coal imports on the other.
The energy cost of producing coal amounts to up to 30% of total costs, primarily diesel for off-road transport.  The CRC Scheme will thus add significantly to costs in a market in which they cannot be passed on to customers.  Some sites will simply become uneconomic, extracting the deeper reserves at all sites will become uneconomic and some producers may be forced out of business.  Output and employment will be reduced, investment will be adversely affected, and coal imports will increase.
Furthermore, some UK coal producers currently fall outwith the scope of the Scheme because they fall below the threshold.  There is therefore a competitive distortion both vis-à-vis imported coal and within the UK industry.

Coal produced in the UK has a lower carbon footprint than imported coal due to the lower carbon emissions associated with transport.  As a proportion of emissions from burning coal, transport related emissions are 0.1% - 0.4% for UK produced coal, 4% - 5% for South African coal and up to 9% for Russian coal.  Russia is currently the UK’s largest source of imports.  Any replacement of UK produced coal by imports is thus a clear case not only of carbon leakage, but carbon leakage plus.  As such, the consequences of the CRC Scheme in this respect are directly contrary to the Scheme’s objectives.

It is CoalPro’s understanding that the CRC Scheme was targeted primarily at the electricity and gas usage of larger retail, wholesale and office-based businesses originally on the basis of reputational drivers.

The late inclusion of fuel for off-road transport and the withdrawal of the recycling element of the Scheme means that the scope of the Scheme has been extended and the main driver is now financial.  This has led to potentially catastrophic consequences for UK coal producers in an energy intensive industry which operates in an internationally competitive market.  CoalPro not only believes this to be an example of the law of unintended consequences but also feels that the consultation process prior to the finalisation of the scheme to be flawed.
It is particularly annoying that CoalPro was given specific assurances, on two separate occasions, that fuel used for off road transport would not be included.  The inclusion of such fuel, which is already taxed, results in double taxation.  The cumulative impact of this and other existing and proposed energy taxation measures could be catastrophic.
Because of its high energy usage, particularly fuel, the coal industry already has the maximum possible incentive to minimise energy consumption.  Neither the reputational nor the financial driver in the CRC Scheme will make any difference whatsoever to the way producers operate, assuming they remain in existence.

Some coal producers have invested heavily in conveyor installations to remove HGV traffic from local roads and reduce carbon emissions overall.  It is the metered electricity usage associated with these installations that results in them falling above the CRC threshold and, as a consequence of the extended scope of the Scheme, brings their fuel usage for off-road transport within the Scheme.  They would have been better off not investing in such environmentally beneficial installations.  This represents an utterly perverse outcome.
CoalPro is pleased that DECC are now consulting on the CRC with a view to simplifying its application.  CoalPro believes that the opportunity that these consultations provide to remove the unintended and perverse consequences set out above should be utilised fully and our response to the individual consultations is set out below.

(i) Private sector organisational rules

CoalPro supports the proposals in general terms as they offer both flexibility and a means of aligning the responsibility for managing emissions with wider business responsibilities.
In particular, CoalPro favours Option 2.  This should enable companies within a group that do not qualify in their own right for inclusion in the CRC to be exempted.  At the same time, the facility for individual companies to participate in their own right will avoid small, low energy users within a group being burdened by the need to apply the Scheme.  The overall reduction in administrative costs may be significant.

CoalPro recognises the principle behind the view that this should be coupled with a lower qualification threshold but urges that the impact on SMEs in particular be carefully considered.

There is a further matter that CoalPro believes should be considered.  In Annex 1, under the heading “designated changes”, it is stated that “these rules act to transfer responsibility for participating in the CRC with the sale of divestment of a SGU or a participant”.  CoalPro agrees that the designated changes rules should operate in that way but understands that, in terms of the CRC Order as currently drafted, that is not how the designated changes rules operate.

As currently drafted, where an undertaking divests an SGU or an asset and that divestment leads to that undertaking falling below the qualifying threshold, that undertaking is still required to participate in the CRC for the duration of the phase for which it qualified on the basis of its ownership of the SGU or asset transferred.  We consider that, in certain circumstances, where the transfer of an SGU or an asset leads to an undertaking falling below the qualifying threshold, the transferring undertakings should no longer be required to participate in the CRC.
CoalPro appreciates that such provision would require to be carefully worded and qualified.  For example, transfers of assets might only lead to the transferring undertaking’s removal from the CRC where: (i) the transfer is to another CRC participant undertaking (so that the emissions from those assets remains within the CRC), (ii) that the electricity consumed by the transferred asset is significant (for example 3000 MWh or greater); and (iii) where transfer leads to the transferring undertaking’s electricity consumption falling significantly below the qualifying threshold (for example such that the transferee undertaking’s electricity consumption falls below 4000 MWh).

Such provision would prevent undertakings from simply reducing their qualifying electricity to just below the qualification threshold.

As currently drafted, the rules prejudice businesses who wish to transfer electricity intensive assets for business reasons.  Following such transfers, such undertakings may fall well below the qualification threshold such that, following such transfer, they are not of the category of undertaking which the CRC was required to address.  There is currently no mechanism by which such undertakings can exit from participation in the CRC.

(ii) Review of CRC supply rules

CoalPro strongly supports Option 4, the removal of fuels as defined under Schedule 1 from the definition of supply.  Indeed, CoalPro believes that this was the original intention when the Scheme was initially drawn up.  This would greatly simplify the Scheme and avoid some of the unintended and perverse consequences.
If Option 4 is adopted, CoalPro recognises the need to adjust the applicable percentage from 90% to 100% for electricity and gas to avoid loss of emissions coverage.

It is extremely unlikely that organisations will be incentivised to switch to such fuels from electricity and gas because of the high cost of oil.  On the contrary, the Scheme as it stands incentivises a switch from electricity to avoid qualification.  Overall, CoalPro believes that Option 4 will reduce such perverse incentives.

CoalPro also supports Option 5 as it would remove off-road transport from the Scheme, greatly reduce the administrative cost, and also serve to eliminate some of the perverse and unintended consequences.

In terms of defining a building-related supply, CoalPro suggests that a building be defined as one whose primary use is as an office, workshop, factory, retail unit, warehouse, hotel or hospital.  For “industrial” premises, e.g. workshops, factories, warehouses, CoalPro suggests that those covered by the Factories Act may be appropriate.

For the further avoidance of doubt, and to ensure that transport is excluded, CoalPro would propose that all buildings within the curtilage of a mine or quarry under the Mines and Quarries Act are included in the exemptions.

CoalPro also finds favour with Option 8 (i) when coupled with Options 4 and 5.  The administrative burden would be greatly simplified whilst the removal of the 90% applicable percentage would maintain coverage at a consistent level.

(iii) Review of CRC qualification criteria

CoalPro has no specific views on these proposals but recognises the value of avoiding disincentives to smart metering.

(iv) Reducing the overlap between schemes

CoalPro has no views.

(v) Timing and frequency of allowance sales

Organisations with a relatively high energy consumption may face cash flow difficulties as a result of the CRC Scheme and any proposal which reduces these difficulties is to be welcomed.

Introduction of Rule Changes

CoalPro notes that it is not proposed to introduce any changes until Phase 2.  This is unacceptable, particularly as an extension of Phase 1 from two to three years is also under consideration.  There will still be adverse impacts in Phase 1 with, at the very least, severe disruption to businesses in certain sectors, including coal production.  In some cases, this disruption may not be retrievable.

Changes should be introduced as soon as possible.  If this cannot be done, for whatever reason, during Phase 1, then the Scheme should be delayed until they can be introduced.
Further Simplification Options

As an alternative to supporting certain proposals as set out above, CoalPro urges DECC to consider exempting sectors with high energy usage which are subject to significant international competition and carbon leakage.  This would mirror the approach adopted under the EU ETS and recognise that there are sectors and organisations outwith the EU ETS which are equally subject to international competition.  CoalPro believe that is should be possible to define appropriate criteria and would be keen to work with government to do so.

CoalPro remains concerned that there is inadequate recognition for growth within the Scheme.  It is vital in the current economic climate that sectors with the capacity to grow are not in any way disadvantaged by higher tax burdens.  The CRC will have precisely that effect.  High energy users which are able to increase their output will be penalised.

CoalPro also considers that the issues of double (or triple) taxation and the cumulative impact of different tax measures should be carefully analysed, particularly in sectors subject to international competition.

Conclusion

CoalPro welcomes the opportunity to respond to these consultations.  Some of the proposed options will both simplify the Scheme and avoid perverse and unintended consequences.  We will look forward to a positive outcome and will be pleased to enter into further discussion.
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