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Diear Ms Bakhshi
The Sterm Revicw discussion paper {31 January 2008) brings inte sharp focus a number of issues:

«  The climale change problerr s global inils causes 2nd consetUuences arc requires an
international responss,

= Doveloped countries such as tha UK should shiw leadership.

= O lhe other hand, coundries such as the UK are nervouz about cormitting to eary Wl scale
aclion in case thoir efferts and competitiveness are undermined by & failure of others 1o follow
suit.

The chalienge of how o lind 8 way ibrosgh thess conflicting pressures is exacernated in the LK by tne
required timing of invesmmanl decisions. Doe Lo enviconmesntal regulations and natursl lifetime
limitawons, a largs volurme ol plantis likely lo need raplacing rom arc.end 200180 in order to maintain plar
marging. This means investrmer! decizions need to be made immeadiately. However, the internations:
cavironmenlal lrmmoework applying beyore 2012 iz unlikely to e confrmed bafore 2010 at the earliest.
This combinalion of circumstances and pressures piaces particy ar importance on a measured respons
iy Lhe UK government.

A5 noted in yodr papes e private sectar can daliver Ihe changes reedad o achieve a stabls climale
orovided elear, loag term and crodible signals are provided. Wwoa'c be anderslizndable i the LK wag
Jawilling to unilaterally apply EU £15 phase 3 lype measures in Tull for Tear of damaging UK
competiivencss. On the othor hand, if we do nething, e reésuliing uncerlziely may stymie Lhe
napartunity to adopt low casbon technologios wdhich would Fave Been wiable should post Kyolo
nechanisms eventuaily be agreed.
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Tiur conclusic: is that thie goversment neeads <o fill the gap by signalling a cormmitrment @ a3 low carbon
reqgime consistent with what the country can unilaterally afford.  This should reduce the tizsk of oo much
highear carbien replacemeant generation, 1§ would also cemoastrate the Uk's continued leadership in
tackling climate change. in oor view. what is required is “or the governmenl to work lor Lhe earliest
ohase 3 clarly regarding long term reduction targets and the allecation mechanism for existing end sew
plant. A fifteer year duration is alse required to bring the system maore closely nto dine with generation
invesiment cycles. In addition, the Government must lake upfront actions that sdeguately mitigatle the
risk of stranded developmenl costs in the svent hat phase 3 fails to proceed. We have icentified severs:
passible selutions for thts, the mast practical of which being arendments to the curFent fax regime.

We would walcome e opportunity to discuss these izsues mara fuily,

Yours sincarahy T
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