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RESPONSE TO COMMITTEE LETTER ON ‘PRE-BUDGET REPRESENTATIONS OF THE
NET-ZERO, ENERGY AND TRANSPORT COMMITTEFE’

Dear Edward, 13 January 2026

| am writing in response to your letter dated 1 December 2025. | have detailed the
Government’s response to the various recommendations set out throughout the letter in
ANNEX A below.

Tackling the Climate Emergency remains one of the First Minister’s four main priorities and
our statutory commitment to achieve net zero emissions by 2045 remains unchanged. The
draft Climate Change Plan sets out the policies and proposals through which we will meet
our emissions reduction targets across all sectors, including energy, transport, buildings,
agriculture, and industry, for the period up to 2040. The draft Plan reflects our focus on
ambition, fairness, and delivery, ensuring that climate action supports sustainable economic
growth and benefits communities across Scotland.

We are clear that the transition to net zero must be just. Through the draft Climate Change
Plan and associated strategies, we are working to support workers, businesses, and
communities, while investing in renewable energy, low-carbon transport, energy efficiency,
and green skills.

| welcome the Committee’s ongoing scrutiny and engagement, which play an important role
in strengthening our approach to climate action. | look forward to continuing to work
constructively with the Committee as we deliver the necessary climate action and work to
finalise the Climate Change Plan.

Yours sincerely,

GILLIAN MARTIN
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ANNEX A: RECOMMENDATIONS AND RESPONSES

1. The Committee asks the Scottish Government to use the scrutiny period for the draft
Climate Change Plan as an opportunity to cross-check the Budget against the draft
Plan for consistency in both.

Investment is required across the years to ensure we achieve both the carbon budgets and
2045 net zero target as agreed by Parliament.

We worked very closely with Exchequer colleagues throughout the development of the draft
Climate Change Plan (CCP) to ensure the key policies are considered and accounted for in
Budget discussions, and that the quality of cost data is scrutinised and challenged where
needed.

This scrutiny work has continued during the draft CCP consultation period and will continue
pre- and post-Budget to understand the implications of the Budget on policies included in the
draft CCP. We will continue to explore opportunities for private investment to alleviate
pressure on public sector finances recognising that the cost of net zero cannot fall on
government alone.

2. The Committee asks the Scottish Government how the climate narrative section of
the Budget will utilise new sources of quantitative data to set out how spending in
each portfolio is contributing to emissions reduction, or other climate action goals
such as adaptation?

The Climate Change Taxonomy of the Scottish Budget sets out the estimated Budget
committed, broken down by Level 4 Budget lines, to ‘positive’, ‘neutral’ and ‘negative’ climate
action (for both mitigation and adaptation considerations). This quantitative assessment is
supported by the narrative which details some of the key climate positive spend across
portfolios.

Outside of the budget process, we continue to refine the Scottish Government’s approach to
identifying the costs associated with adapting to climate change and increasing the resilience
of our public services, economy, natural environment and communities. This will be an
ongoing task over the longer term.

3. Will the Scottish Government use the climate narrative section to set out relevant
information on the role of private capital in funding particular net zero goals, and its
expectations about securing this in the light of the “signals” provided to investors by
way of allocations made in the Budget and associated policy or legislative
interventions?

We know that the scale of change that will be needed for the next part of our net zero
journey is significant, and that delivering our 2045 target will require the transformation of our
economy and society, underpinned by sustained investment, both public and private. It is
vital that the public and private sectors work together if we are to achieve our climate
change ambitions. New investment models are consistently being investigated and analysed
to enable public and private finance to combine to achieve long-term value for communities.
To ensure private sector investment continues to support and take advantage of our climate

Scottish Ministers, special advisers and the Permanent Secretary are
covered by the terms of the Lobbying (Scotland) Act 2016. See
www.lobbying.scot

280

. Y, INVESTORS ; & disabili
St Andrew’s House, Regent Road, Edinburgh EH1 3DG o & IN PEOPLE | SCredited | RRC e p::'

WWW.gov.scot


http://www.lobbying.scot/

change ambitions, we continue to explore how ‘blended finance’ approaches can be utilised
to encourage greater levels of responsible private capital investment while maximising the
value of public spending. The Climate Change Taxonomy narrative will make reference to
these points.

As set out in the draft CCP, we aim to create the conditions for investment by giving clear
policy direction and signals of where public money will be invested to prompt and promote
the growth of key markets required to meet our decarbonisation objectives and transition our
economy. The Scottish Government will continue working towards a more integrated
approach to policy design and investment planning to ensure that public sector funds are
used to unlock, rather than replace, private capital and investment.

For example, the Scottish Government has been delivering a programme to attract private
capital investment that includes: launching the Invest Scotland portal which showcases
investment opportunities and provides a single entry point to government; undertaking
targeted engagement with key investors including pension funds; and focussing on policies
to leverage private investment in areas like offshore renewables and housing. We are also
engaging internationally on identifying and assessing models and opportunities, and sharing
good practice. Most recently, Scotland was recognised by the Bloomberg Philanthropies
Local Leaders Climate Awards for our work on the Woodland Carbon Code delivered by
Scottish Forestry. We continue to share intelligence and work with other countries, cities and
regions with similar ambitions and challenges mainly though our leadership roles in Regions
4 and Under 2 Coalition.

. Will it also use the narrative to set out its expectations as to the contribution towards
key net zero policies the Scottish Government expects the UK Government
contribution along with an assessment of associated risks; e.g. a failure to reach
agreement because of divergent policy approaches? Without making any substantive
comment on the risk of such policy divergence, an example might, for instance, be in
relation to land use change-based mitigation measures, which benefit both Scotland
and the UK in achieving net zero.

The Scottish Government’s expectations around UK Government contributions towards key
net zero policies are clearly set out in Scotland’s Draft Climate Change Plan: 2026—2040, as
well as the risks posed by any UK Government inaction. We do not intend to amend the
Climate Change Taxonomy narrative to replicate this information given there has been no
progress from the UK Government in these areas so far, therefore, it remains unchanged.

. Now that the narrative section has been embedded, the Committee also seeks
clarification that transparently setting out both improvements and backward steps
since the last Budget round will form part of the narrative?

Improvements to the Climate Change Taxonomy assessment process were made for the
2025-26 Budget which meant that the 2025-26 results were not comparable to previous
years. The changes in process were made to improve confidence in the assessment of
budget lines. The NZET Committee and Scottish Parliament were made aware of the
improvements to the process through correspondence and a GIQ (June 2025) and a
methodological paper was published at the same time (this can be found here.)
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However, the 2026-27 methodology for determining the taxonomy remains the same as last
year.

6. The Committee asks the Scottish Government to respond to our observations about
the need for further improvements to the taxonomy approach, such as to take a more
granular approach to classifying spending (especially “positive” spending), based
more on activities rather than broad spending categories, and to set out
quantification (or estimates/ confidence levels) of the actual emissions impact of
each spending line, with such level of accompanying narrative as is considered
necessary.

The Scottish Government shares the Committee's ambition to improve assessment of the
Budget and our ability to link our spending choices to our climate policies, including those set
out in the draft CCP. We will continue to consider whether changes could be made in the
future to facilitate improvements to the assessment process.

As the Committee is aware, the Joint Budget Review with the Scottish Parliament in 2022
recommended the development of “a Scottish Government-wide Net Zero Assessment
(NZA) to establish a dedicated carbon assessment process during early policy development
stages [to] provide increased depth and detail on the climate impact of individual policies and
their associated budget allocations.” The NZA tool has now been launched across the
Scottish Government and embeds quantitative carbon assessment in the early stages of
policy development, and this tool will help build a bank of emissions impact data over time
which can be drawn on.

a. Will all recommendations of the independent review be taken forward?

The NZA was launched by the end of 2025 after a period of further refinement following the
2024 pilot.

The independent expert peer review included recommendations to improve the NZA. Some
of these were implemented in the pilot report, for example a definitions section and greater
details on required resource and governance.

In addition, | can confirm that a number of refinements have been made to the NZA in
response to the peer review recommendations, as has been previously communicated to the
Committee, including:

e Simplified process: the earlier three-stage approach has been replaced with a
clearer two-stage structure (Stage 1 screening followed by Stage 2 assessment
where required); and

e Lower threshold: the de minimis threshold has been reduced from 0.1 MtCO2e/year
to 0.01 MtCO2elyear, so that potentially significant policy impacts are captured
earlier;

e Flexible horizon: the fixed 10-year assessment horizon used during the pilot has
been removed. Time horizons must now reflect when impacts occur and be agreed
with analysts; and
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¢ Improved accessibility: the updated methodology has been designed to support
non-specialists. The screening process is descriptive and qualitative; quantification is
only needed where the de minimis threshold may be exceeded.

These changes strengthen proportionality, improve clarity, and ensure consistent application
across the Scottish Government.

We continue to consider additional recommendations from the independent review relating to
further applications of the NZA.

b. What policies were tested as part of the pilot? The report states that 30 were
tested, from diverse portfolios. The Committee would welcome these being
listed, alongside 2-3 short case studies, outlining how the Net Zero
Assessment was used to help inform development of the policy.

The NZA pilot initially tested 30 policies. Because only one policy from the original sample
required a full in-depth assessment, the pilot was expanded to a further 170 policies derived
from the Programme for Government 2024-2025, bringing the total number of policies
assessed to 202.

The portfolios covered in the pilot included: Health and Social Care, Education and Skills,
Net Zero and Energy (as previously designated), Social Justice, Justice and Home Affairs,
Transport, and Rural Affairs, Land Reform and Islands.

c. Going forward, what policies and interventions will be put through the
Assessment? Will there be a threshold test to ensure the Assessment is used
in a proportional way and that all major policies are tested? Can the Scottish
Government assure the Committee that there will be no Scottish Government
practice (formal or informal) of only applying the Assessment in relation to
policies or interventions that look likely to be carbon neutral or positive? If so,
please set out how the Scottish Government will avoid this.

From 2026 onwards, all early-stage policy proposals across the Scottish Government will be
required to consider a NZA. The NZA will be applied in a proportionate way, through a two-
stage process.

The first stage is a screening assessment. The NZA has a de minimis of +/- 0.01 MtCO2e
per annum (10,000 tons). Any proposal that might exceed this de minimis for positive or
negative emissions impact will proceed to stage two and complete a full NZA. Guidance is
provided to support policy teams to carry out a NZA.

The de minimis has been set to improve the proportionality of the NZA and ensure only
proposals with a significant emissions impact are required to quantify this impact and
consider further mitigation options.

The de minimis will be reviewed at a six-monthly stage to ensure it remains appropriate.

d. Linked to this, the final report indicates that the Assessment is to apply to
“individual policies” and not “programmes”. Can the Scottish Government
confirm this is its position? If so, what will this mean in practice: is there a risk
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of major new government interventions not being caught by Assessment
because they are not “policies”? Is Scottish Government procurement or
support for or investment in a public infrastructure project a “policy”?

The initial roll out of the NZA across the Scottish Government is solely focused on early-
stage policy proposals as per the commitment from the Joint Budget Review with Parliament.

e. How will Net Zero Assessments “translate” to the Budget and associated
document? Will it be possible to see in the Budget (for instance in the climate
narrative) how the Assessment has produced a tangible spending outcome?

The NZA is designed to improve transparency in relation to how Scottish Government
spending commitments align with our climate goals. Where the result of an NZA shows a
policy proposal is likely to significantly increase emissions, this will be communicated to
Ministers at an early stage in policy development, alongside potential mitigation options for
consideration. Similarly, where a NZA shows a policy proposal is likely to significantly reduce
emissions, this will again be communicated to Ministers alongside potential options for
further reductions where available. Should emissions impact and mitigation/reduction options
be implemented, this will be reflected in the Climate Change Taxonomy of the Budget
through either an increase in ‘positive’ spend or a decrease in ‘negative’ spend.

f. Will the Net Zero Assessment be applied to preparation of the CCP? Was it
applied in the preparation of the draft CCP?
Yes. Given the draft CCP proposals were assessed prior to the NZA launch across
Government, it was not badged as such but it followed the same process as a stage 2 NZA.

dg. The Committee requests an overview of how the Net Zero Assessment will be
rolled out across the Scottish Government at a practical level? What additional
resources and training will be provided?

The NZA is already being rolled out across the Scottish Government. Significant
engagement and awareness-raising will continue through early 2026. Resources include:

e Guidance on how and when to conduct a NZA published on the SG intranet. This
guidance is designed to be clear and accessible to all staff, providing step-by-step
instructions on how to complete and report a NZA.

e Positioning the NZA on the Scottish Government intranet alongside the established
Strategic Environmental Assessment. The two assessments will remain clearly
distinct, but guidance will link to and reference each other when appropriate.

e A dedicated NZA team will be on hand to provide support to officials conducting NZAs
and will respond to queries via a dedicated mailbox.

e From January 2026, the NZA team will continue ‘NZA socialisation’ to raise
awareness of the NZA. This includes ‘drop-in’ sessions for all staff, led by the NZA
team alongside climate change analysts and targeted engagements directed towards
high emitting sector policy teams.

In addition, Ministerial submissions are required to provide evidence of consideration of
the need for a NZA and detail the outputs of any assessment.

h. Will the Net Zero Assessment be rolled out to arms-length public bodies with a
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key role in some aspects of environmental policymaking (e.g. NatureScot,
SEPA) or to local government?

As with the response to Item 7d, the initial roll out of the NZA is to focus solely on Scottish
Government policy proposals.

We are keen to learn from the success and challenges of this initial roll-out. Consideration
will be given to the expansion of NZA to Scottish Government procurement and business
cases. We will also assess the appropriateness of the application of NZA to public sector
bodies, specifically Local Authorities.

i. What mechanisms and governance arrangements are in place to “assess the
assessment”: to check its methodology and, in due course, its accuracy and
success rate? Will there be an expert external element to any of this?

The results and outputs of all will be monitored and collated by the NZA team.

Officials will report on the performance of the NZA to the Global Climate Emergency
Programme Board every six months after launch, and to the NZET Committee annually. The
first progress report to the Committee is expected for winter 2026/27. This reporting will help
to determine where changes to the NZA may be needed and to inform any expansion of the
NZA.

A six-month review of the application of NZA will take place in Summer 2026.

The intention is for NZAs to be conducted by policy officials in collaboration with analytical
colleagues. Analysts will have the skills to apply the NZA methodology to Scottish
Government policy proposals. In cases where inhouse analysts cannot complete the NZA,
officials are encouraged to seek external expertise. Feedback on the methodology will be
communicated to the NZA team and this will be considered in the further development of
NZA.
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