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Overview

In July 2023, the Minister of Environment and Climate
Change requested advice from the Net-Zero
Advisory Body (NZAB) on new incremental measures
that the Government of Canada could implement
to achieve its 2030 emissions reduction target of

40 to 45% below 2005 levels.

We do that, and we also offer advice on other

ways to close the gap that does not solely rely on
new measures. Over the past decade, the federal
government has created an increasingly complex
suite of climate policies that together form a federall
net-zero policy framework. This framework, built

out of existing, developing, and announced climate
policies is indicative of the evolving and consultative
approach to governing through the climate crisis.
Like any policy framework, it is not perfect, but it

can be improved. Our advice focuses on how to

do just that: finish what has been started, improve
what exists, and then implement new policies.

The Government of Canada has made significant
progress on climate action to reduce emissions
over the past eight years since signing the Paris
Agreement in 2016. However, more aggressive
and sustained action is necessary to reach our
2030 emissions target and to shift to a long-term
net-zero pathway. Even with ideal implementation
of announced policies and meeting of sectoral
goals, Canada will fall short of its 2030 target. The
first Progress Report on the 2030 Emission Reduction
Plan from the Government of Canada estimated
that even with full implementation and success

of existing plans Canada could miss its 2030
target of reducing emissions by 40 to 45% below
2005 levels by approximately 29 Mt CO,e, which
would result in a 36% reduction in emissions from
2005 levels. A failure to achieve the 2030 target
would mean that even greater and potentially
more costly efforts will be required in the future.

Closing the Gap: Reaching Canada’s 2030 Emissions Target

Our report identifies significant opportunities to
close the 2030 emissions gap. In short, we believe
it is more effective for the Government to focus
on a small number of the highest-impact actions
and to implement them quickly given the short
time until 2030 and the length of time it takes

to implement new policies. Through our analysis
and consultations, we reached consensus on

the opportunities most likely to close the gap:

finalize announced
measures

address negative
interactions

strengthen industrial
carbon pricing

secure additional
emissions reductions from
the oil and gas sector

evaluate and pursue
additional action
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@ Introduction Reaching the 2030 target for Canada

In July 2021, Canada submitted its enhanced
Nationally Determined Contribution under the Paris
agreement, committing to reduce emissions by
40-45% below 2005 levels by 2030'. This target,
along with the commitment to net-zero emissions
by 2050, is enshrined in legislation through the
Canadian Net-Zero Emissions Accountability Act.
Per the requirements of the Act, the Government
of Canada released the 2030 Emission Reduction
Plan in March 2022 providing details of how
Canada intends to reach the 2030 target.

The 2030 target, like all interim targets, helps ensure
Canada is on the right path to achieving net zero

by 2050, to course correct if needed, and to hold alll
orders of Government accountable to Canadians for
delivering on commitments. The Canadian Net-Zero
Emissions Accountability Act sets out a clear process
for the federal government to set national emissions
reduction targets and develop emissions reduction
plans every five years to help achieve these targets
with input from provinces and territories, Indigenous
Peoples, NZAB, and interested Canadians. The

Act also requires that the government explain

why it did not meet a target if that occurs.

In July 2023, the Minister of Environment

and Climate Change requested advice from
the NZAB on additional incremental measures
the Government of Canada could implement to
achieve its 2030 emissions reduction target and
are aligned with net-zero emissions by 2050.

Canada has made clear progress towards its

2030 emissions reduction goal. While emissions
have rebounded post-pandemic in most sectors,
climate policies and clean technology deployment
are contributing to long-term reductions. Since
2005, emissions have decreased in heavy industry,
waste, and notably in electricity, where emissions
have dropped 59%2

1. Environment and Climate Change Canada. 2021. Government of Canada confirms ambitious new greenhouse gas emissions

reduction target

2. Environment and Climate Change Canada. 2024. National Inventory Report, 1990-2022 (Part 1, PDF)
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https://laws-lois.justice.gc.ca/eng/acts/c-19.3/fulltext.html
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https://publications.gc.ca/collections/collection_2024/eccc/En81-4-2022-1-eng.pdf

For Canada to get
closer to achieving
its 2030 goal, more
must be done.

Closing the Gap: Reaching Canada’s 2030 Emissions Target



@ Introduction Reaching the 2030 target for Canada

The Government of Canada’s own estimates
indicate that it will miss the 2030 target by
around 29 Mt CO,e or only achieve 36% reduction
from 2005 levels even with full implementation

of existing planss. Canadian Climate Institute
modelling indicates 2030 emissions could

reach 34% to 36% below 2005 levels* While

each of these projections use slightly different
assumptions, both unequivocally indicate

that swift implementation of planned policies
that are not yet implemented is necessary to
come close to the 2030 emissions reduction goall.

In Fall 2023, the Commissioner on Environment and
Sustainable Development (CESD) examined the 2030
Emissions Reduction Plan, focusing on transparency
and accountability®. The CESD found that only 45%
of the measures in the Emissions Reduction Plan

had an implementation deadline and that 95% of
the measures noted in the plan lacked a target

or expected emission reductions. Consistent with

NZAB's advice in its first Annual Report, the CESD
identified the need to improve Environment and
Climate Change Canada modelling to address
overly optimistic assumptions, limited analysis
of uncertainties, and lack of peer review.

The Green Future Index, which ranks 76 nations
and territories on their progress and commitment
to a sustainable, low-carbon future, ranked Canada
6™ in terms of climate policy commitments, but
45t for energy transition progress, 51¢t for clean
innovation, and 57 for its track record at reducing
greenhouse gas (GHG) emissionse. Similarly, the
2024 Climate Change Performance Index ranked
Canada 59t out of a total of 63 countries and

the EU, factoring in GHG emissions, renewable
energy, energy use and climate policy’.

Taken together, these analyses indicate a gap
in achieving the 2030 target. To reach the target,
we need to do more, and we need to do it now.

Environment and Climate Change Canada. 2023. 2023 Progress Report on the 2030 Emissions Reduction Plan

Sawyer et al. 2023. Canadian Climate Institute. Independent Assessment of Canada'’s 2023 Emissions Reduction Plan: A Progress Report

Office of the Auditor General of Canada. 2023. Report 6—Canadian Net-Zero Emissions Accountability Act—2030 Emissions Reduction Plan

MIT Technology Review. 2023. The Green Future Index 2023

Noosw

Burck et al. 2023. Climate Change Performance Index. Climate Change Performance Index 2024 (PDF)
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https://www.canada.ca/content/dam/eccc/documents/pdf/climate-change/climate-plan/erp-pr/2023 Progress Report - FINAL - EN.pdf
https://climateinstitute.ca/wp-content/uploads/2023/12/ERP-assessment-2023-EN.pdf
https://www.oag-bvg.gc.ca/internet/docs/parl_cesd_202311_06_e.pdf
https://www.technologyreview.com/2023/04/05/1070581/the-green-future-index-2023/
https://ccpi.org/download/climate-change-performance-index-2024/
https://www.nzab2050.ca/publications/compete-and-succeed-in-a-net-zero-future

@ Introduction Reaching the 2030 target for Canada

Advice grounded in values and principles

Early in our mandate, NZAB developed a series of
10 values and principles which we use to frame
our work and our advice to the Government. While
all are important, three guide us from incremental
action to the transformative change necessary to
reach Canada’s 2030 and net-zero by 2050 goals:

e Act early and urgently. We must move
now and keep innovating to effect necessary,
system-level changes.

» Be bold and proactive. We need to be
strategic and ambitious and understand
the magnitude of changes required.

* Beware of dead-ends. It is important to
avoid locking-in systems and technologies that
will become emissions liabilities before 2050.

Achieving the 2030 target will undoubtedly require
a society-wide effort. While our advice is focused
on the federal government, all Canadian society
has a role to play in helping Canada to reduce its

GHG emissions. Provinces, territories, municipalities,

Indigenous governing bodies, experts, including
Indigenous Knowledge Holders and scientists,

Closing the Gap: Reaching Canada’s 2030 Emissions Target

The third principle is of particular relevance

to our advice on closing the 2030 emissions
gap. Taking a narrow focus on incremental
emissions reductions or near-term goals, rather
than considering the transformational actions
and long-term goals, could result in taking

the wrong path. There are actions that could
reduce emissions incrementally (by 10% or less
in the near term) but are incompatible with
eliminating emissions in the long term. Those
actions risk locking us into technological systems
that will eventually need to be replaced, often
at great cost to taxpayers, and to workers.

the private sector, and civil society can all make
crucial contributions towards this important

goal. Many unrealized opportunities exist to align
efforts among these players, leverage existing
responsibilities, and grow capacity to achieve
climate targets and provide a clean environment,
human health, and economic prosperity.


https://www.nzab2050.ca/values-principles

Approach

To respond to the Minister's request to identify
opportunities to close the emissions gap to 2030,
NZAB solicited written submissions from 62 experts
and partners. NZAB's engagement mandate

is set out in the Canadian Net-Zero Emissions
Accountability Act, and includes conducting
engagement activities related to achieving
net-zero emissions. We work closely with other
advisory bodies, both in Canada and internationally,
engage with all orders of government, Indigenous
governments and organizations, youth, civil society,
industry, experts, including scientists and Indigenous
Knowledge Holders, and international bodies.

Closing the Gap: Reaching Canada’s 2030 Emissions Target

Specifically, we sought suggestions on new
emission reduction measures that the Government

of Canada should implement in the next two to
three years, on the identification of any major
outstanding gaps in design or implementation
of current or proposed federal climate policies,
and on how these measures could be designed
and implemented to advance reconciliation with
Indigenous peoples as well as a process towards
an equitable net-zero future. This stakeholder
input was published in our 2022-2023 What We
Heard Report. In short, respondents shared the
need to fully implement all proposed climate
policies, to focus new measures on public
transport and buildings, to strengthen existing
measures, and to create new measures that lay
the groundwork for additional emission reductions.



https://www.nzab2050.ca/publications/what-we-heard-report-2022-2023
https://www.nzab2050.ca/publications/what-we-heard-report-2022-2023

@® Approach

Supporting self-determined Indigenous climate action

Climate change directly threatens Indigenous
ways of life with its impact on plant and animal
harvesting, winter road “lifelines” and frequent,
widespread wildfire evacuations. The impact

of climate change on Indigenous Peoples is
disproportionate and requires a correspondingly
focused and self-determined response strategy.
Enabling meaningful partnership with Indigenous
Nations, governments, and communities is an
important step to advance reconciliation with
Indigenous Peoples, respecting their inherent,
constitutional, and international rights, and
increasing the likelihood that Canada can meet
its 2030 emission reduction objectives through
projects on or impacting Indigenous lands.

Two areas where we received clear input on is the
implementation of the United Nations Declaration

on the Rights of Indigenous Peoples Act and the
National Indigenous Loan Guarantee Program.

In June 2023, the Government of Canada
released the Action Plan to support the United
Nations Declaration on the Rights of Indigenous
Peoples Act. Measures 46 to 50 of this plan aim

to support self-determined climate action for
Indigenous Peoples. Implementation of the United
Nations Declaration on the Rights of Indigenous
Peoples Act and ensuring acceptable consent is
a long-standing concern of First Nations, Inuit, and
the Métis. To achieve net-zero objectives, net-zero
projects will need to continue to be implemented
across Canada in and/or through Indigenous
territories (for example, build access roads). All
governments must consistently and meaningfully

Closing the Gap: Reaching Canada’s 2030 Emissions Target

implement the United Nations Declaration on the
Rights of Indigenous Peoples Act, particularly as

it relates to free, prior, and informed consent. The
Government of Canada’s Budget 2024 proposed
up to $5 billion towards the creation of a Nationall
Indigenous Loan Guarantee Program to reduce
the barriers to Indigenous participation in energy
projects, including co-ownership. In part due to the
colonial legacy of the Indian Act, many Indigenous
Peoples face challenges to access the level of
at-risk capital needed to engage capital markets
on reasonably priced loans. Expanding access to
financial services is crucial for increasing Indigenous
participation in equity investment in projects.

Beyond advancing economic reconciliation,
Indigenous ownership of net-zero projects

can accelerate the achievement of Canada’s
net-zero goals in a socially just manner. It opens
new sources of net-zero project capital, speeds
up impact assessments, and positions Canada'’s
economy to succeed in a decarbonized future.
Ultimately, expanding access to capital can
increase the share of Indigenous-owned clean
energy projects that respect and recognize

the unique perspectives, rights, responsibilities
and needs of Indigenous Peoples.

As the federal government implements this
new program, we encourage the federal
government to strategically work with First
Nations, Inuit and Métis partners on how the
National Indigenous Loan Guarantee Program
could support Indigenous participation or
ownership of net-zero aligned projects.


https://www.justice.gc.ca/eng/declaration/about-apropos.html
https://www.justice.gc.ca/eng/declaration/about-apropos.html

@ Approach

In addition to seeking written input from experts
and partners, NZAB partnered with the Canadian
Climate Institute to evaluate potential policies

that could help close the 2030 emissions gap.

This evaluation used existing and new modelling
to explore the potential opportunities for additional
emission reductions in Canada. The Canadian
Climate Institute provided us with a series of policy
measures for how to close the 2030 gap based

on its modelling and qualitative analysis of the
policy measures’ strengths and weaknesses. With
the Institute analysis in hand, we deliberated on
which measures could form part of our advice,
taking into account the range of stakeholder input
received along with our own expert knowledge.

Closing the Gap:Reaching Canada’s 2030 Emissions Target

Our 2030 modelling, analysis, and advice is
restricted to the existing climate policy framework
and did not consider alternative pathways, based
upon substantially different policy frameworks. We
assumed that policies which have already been
announced will be implemented. In the future, as
we examine long-term pathways to net-zero, we
will further evaluate the existing policy framework.

Ll




@® Approach

Methods

A phased approach was taken to this collaboration
with Canadian Climate Institute. The first phase
was conducted before the release of the 2023
Progress Report on the 2030 Emissions Reduction
Plan to provide preliminary advice to the Minister
in advance of COP28 in December 2023.. Working
with Navius Research Inc. (Navius), the Canadian
Climate Institute modelled a backcasting scenario
that identified the sectors and end-uses with
economically-efficient reductions to meet the
2030 target. They then leveraged existing data
(440 Megatonnes Emissions Pathway Tracker
Database and Navius Research’s Emissions
Reduction Plan scenarios) to identify sectors
where existing policies could be strengthened,
and new policies could be applied.

Following the initial modelling and stakeholder
feedback, we shared our preliminary advice on
closing the 2030 emissions gap with the Minister
in November 2023. Our advice focused on a)
ensuring developing policies are fully finalized
(that is, investment tax credits, Clean Electricity
Regulations, light-duty zero-emission vehicle
sales mandate), b) developing and executing
announced policies (that is, oil and gas sector
emissions cap, post-2026 light-duty vehicle GHG
standards, Green Buildings Strategy, medium-
and heavy-duty vehicle emissions and sales
mandates, landfill methane emissions regulations,
United Nations Declaration on the Rights of
Indigenous Peoples Act), and c) strengthening
existing and implementing additional measures
(that is, strengthen federal carbon pollution pricing
through carbon contracts for difference, tighten
output-based pricing systems, finalize post-2030
carbon price schedule; strengthen oil and gas
sector methane reduction mandate; develop a
National Indigenous Loan Guarantee Program).

Subsequent to submission of NZAB's preliminary
advice and publication of the 2023 Progress
Report on the 2030 Emissions Reduction Plan,
the Canadian Climate Institute and Navius
updated the Emissions Reduction Plan policies in
the model and revised the backcasting scenario,
resulting in minor changes to the size, by sector
and end-use, of the economically-efficient
emission reductions to meet the 2030 target.

Next, the Canadian Climate Institute undertook
two rounds of bottom-up modelling, simulating
several policy packages that could potentially
achieve the 2030 target. We worked closely

with the Canadian Climate Institute to develop
these policy packages, which simulated different
approaches to reducing emissions (for example,
heightened focus on subsidies or stronger
methane regulations for the oil and gas sector).
The Canadian Climate Institute first modelled two
policy scenarios that tested NZAB's preliminary
advice and the impact of increased subsidies
and regulations. These scenarios did not meet
the emissions target, so the Institute tested three
additional scenarios that increased stringency and
included additional policies. These three scenarios
were each able to close the gap. The Institute
then qualitatively assessed policies considering
six dimensions: GHG reduction effectiveness,
cost-effectiveness, implementation risk / doability,
technological feasibility, competitiveness, and
affordability. Lastly, the Institute provided us with

a series of options for how to close the 2030 gap
based on its modelling and qualitative analysis.

A summary of the Canadian Climate Institute’s methodology, scenario assumptions, results, and analysis are
published in this report’'s annex. The Institute has published a separate technical annex with additional details

on the modelling.

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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Advice

FINalize announceo
mMeqgasures

The Government of Canada should complete the
GHG emission reduction policies that have already
been announced or are partially developed:

A) Clean economy investment tax credits

B) Oil and gas sector emissions cap

C) Clean Electricity Regulations

D) Canada Green Buildings Strategy

E) Landfill methane regulations

F) Medium- and heavy-duty zero-emission vehicle sales standard

G) Post-2026 light- and heavy-duty vehicle GHG emissions standards

Closing the Gap: Reaching Canada’s 2030 Emissions Target



@ Advicel Finalize announced measures

While the Government of Canada has already
implemented many measures to help meet the
2030 climate target, several key policies that

can further close the emissions gap are in earlier
stages of development having been announced
or are under development but not yet finalized.
Given the existing policy architecture and the
short window for additional action to meet

the 2030 target, NZAB recommmends the federall
government complete policies that have already
been announced or are partially developed to
close the gap. These announced and partially
developed policies represent an expedient

route to securing significant additional emissions

reductions, even though NZAB has some concerns

about the design features of certain policies.

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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Our advice to implement announced policies does
not constitute an endorsement of those policies in
every case nor does it necessarily represent how
we would advise the government to proceed if we
were designing the climate policy approach from
scratch. That said, adjusting current policies based
on the best information available is good practice
in terms of adaptive management, and can help
secure emissions reductions in the near-term.




@® Advicel Finalize announced measures

Clean economy investment tax credits

Advice 1A:

The Government of Canada should finalize all clean economy investment tax credits.
Many of the projects that these investment tax credits intend to unlock will take five years
or more to build. Immediate action is required to have an impact on 2030 emissions.

Governments frequently use tax measures

(or tax incentives/supports), such as tax credits for
a percentage of investment in targeted sectors, to
achieve policy objectives by encouraging private
sector investment. Investment tax credits permit
companies to reduce or postpone tax liabilities,
shrinking public sector tax revenue. Canada

has a long history of using tax measures as an
effective industrial policy tool. We see investment
tax credits as a necessary complementary
mMeasure to carbon pricing and a key measure

to promote net-zero capital investment in the
country, meet more ambitious decarbonization
goals, and grow important private sector
coalitions supportive of net-zero goals.

Closing the Gap: Reaching Canada’s 2030 Emissions Target

Since 202], the federal government has announced
a series of clean economy investment tax credits
to support Canada’s emission reduction and
economic competitiveness goals. These tax credits
will spur clean energy deployment, new jobs and
technological innovations through investment,
while the labour requirements associated with
these investment tax credits (for example, higher

tax credits provided to companies paying prevailing

wages) will help ensure well-paid jobs. Investment
tax credits for carbon capture, utilization and
storage, and clean technology were finalized with
the passing of the 2024 Budget Implementation
Act. However, several investment tax credits

have yet to be finalized: clean hydrogen, clean
technology manufacturing, clean electricity,
biomass, and electric vehicle supply chain.

Innovative companies are constantly creating
new technologies that can reduce costs and
GHG. The federal government should establish

a standard and regular process to evaluate new
technologies and if these technologies should be
added to the list of eligible technologies under
the clean economy investment tax credits.

15



@® Advicel Finalize announced measures

Case study 1: Growing renewable and non-emitting energy production and investment

The clean technology investment tax credit will
rapidly accelerate the deployment of renewable
energy and energy storage—technologies that are
experiencing rapid growth in Canada. The installed
capacity of wind, solar and energy storage grew
by 11.2% in 2023, reaching a new total of 21.9 GWs&.
Alberta captured 92% of the growth, despite the
provincial moratorium on new projects proceeding
in the latter part of 2023, and some growth was
also seen in parts of Atlantic Canada and the
Territories. While Canada’s renewables growth

is not on par with global growth, more capacity
is under development or expected, particularly with
many provinces announcing net-zero pathways
and green procurement plans®. The number of
major clean technology projects currently under
construction or planned continued to grow with
a total investment of $159 billion in projects in
2023°. The new clean technology investment tax
credit will help Canada attract further investment
and more swiftly deploy technologies that

can help close the 2030 emissions gap.

8. Canadian Renewable Energy Association. 2024. New 2023 data shows 11.2% growth for wind, solar & energy storage

9. Ibid.
10. Natural Resources Canada. 2023. Energy Factbook 2023-2024

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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https://renewablesassociation.ca/news-release-new-2023-data-shows-11-2-growth-for-wind-solar-energy-storage/
https://publications.gc.ca/collections/collection_2023/rncan-nrcan/M136-1-2023-eng.pdf
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Oil and gas sector emissions cap

Advice 1B:

The Government of Canada should finalize the oil and gas sector emissions cap
regulations no later than 2025 or ensure stringency of other policies applied to the oil
and gas sector. Oil and gas sector emissions reduction targets should be coherent with
national targets and represent a fair share of emission reductions relative to other sectors.

Oil and gas emissions increased 1% from 2005

to 2022, more than any other economic sector, and
represent 31% of national emissions. NZAB's previous
advice on the Emissions Reductions Plan noted
that the 2030 target will not be achieved without

a substantial reduction of oil and gas emissions.

To ensure the necessary emission reductions from
this sector occur, the federal government has
proposed a new national GHG emissions cap and
trade system for the oil and gas sector that would
complement existing climate policies such as
industrial carbon pricing and policies that cover the
refining and combustion of oil and gas (for example,
Clean Fuel Regulations, vehicle GHG emissions
standards, federal fuel Chorge). The implementation
of an ambitious emissions cap for Canada’s

largest source of energy-related emissions would
e one of the principal drivers of additional 2030
emissions reduction beyond existing measures.
Recent analysis from the Canadian Climate Institute
estimates that the proposed oil and gas emissions
cap could be responsible for 7% to 34% of total
incremental emissions reductions between the
baseline and full Emissions Reduction Plan Progress
Report policy scenarios in 2030" Cap and

trade systems are a proven and widespread
economically efficient policy to limit pollution

by providing companies a financial incentive

to find cheaper, less polluting alternatives.

In Fall 2021, the Minister of Environment and
Climate Change and the Minister of Natural
Resources asked the NZAB to provide key guiding
principles to inform the development of an oil

and gas sector emissions cap. In our advice on
the 2030 Emissions Reduction Plan, we indicated
that Canada needs an oil and gas emissions

cap and detailed 13 principles that can shape its
development. Crucially, the cap must be set in

the context of broader efforts to reduce emissions
from the Canadian economy by 40% to 45% below
2005 levels by 2030. Should the oil and gas sector
not proportionally meet Canada’s 2030 target or
meet its own sectoral cap, other sectors would be
required to do even more for Canada to achieve
its target, or other approaches like carbon removal
would need to be deployed at a wider scale.

Members agree that oil and gas sector emissions
reduction targets should be coherent with
national targets and should be made legally
binding, though have a range of views on how

to address emissions from the sector. Additional
advice on how to strengthen the oil and gas
emissions sector cap or other mechanisms to
achieve emissions reduction from the sector

can be found in Advice 4A in this report.

As indicated in Advice 2, the oil and gas emission
cap must be designed to mitigate potential negative
interactions with other policies. Otherwise, there is

risk that the cap will reduce the effectiveness of other
policies like the industrial pricing system and not lead
to the desired whole economy emissions reductions.

1. Beugin et al. 2024. 440 Megatonnes: Tracking Canada’s path to net zero. Canadian Climate Institute. Which Canadian climate policies

will have the biggest impact by 2030?

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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Clean Electricity Regulations

Advice IC:

The Government of Canada should finalize the Clean Electricity Regulations

in 2024. Swift implementation sends a clear signal that will encourage and enable
the investment needed now to meet the 2035 regulatory objective while making

a significant contribution to Canada’s 2030 emissions reduction target.

To meet Canada’s net-zero goals, we need
to electrify transportation, home heating,
and many other industries. This increased
energy demand, alongside many energy
efficiency measures, means that electricity
generation capacity will need to increase 2.2
to 3.4 times by 2050 compared to today™.

In August 2023, the federal government published
the draft Clean Electricity Regulations. They

send a regulatory signal to provinces, territories,
and power producers to discourage further
investment in emissions-generating assets
without carbon capture and storage. The intent

is to drive the emissions intensity of existing
assets towards net-zero, while maintaining
electricity affordability and grid reliability.

In February 2024, the federal government published
an update on the Clean Electricity Regulations

for consultation on additional flexibility measures
under consideration based on the comments
received on the first draft, including concerns
about the impact on affordability and reliability.
We underscore the importance of providing
flexibility within the Clean Electricity Regulations

to ensure system reliability and affordability; we
believe this can still be prioritized if the Regulations
are structured in a way that ensures that all
non-emitting options are fully considered prior

to allowing the use of emitting generation to
support peaking and emergency needs.

This advice reaffirms our views in our first
Annual Report, Compete and Succeed in a
Net-Zero Future, that the regulations must:

e Prevent new unabated gas plants from
being built per NZAB's principle to “be
aware of dead-ends” (that is, by avoiding
locking-in systems and technologies that
will become emissions liabilities before 2050).
To avoid dead end pathways, “abated”
systems must ultimately achieve a 90% or
more capture rate to operate in 2050 and
support Canada’s net-zero commitment.

* Encourage early emissions reductions
and strictly limit the use of offsets
and compliance flexibilities that only
operate as time-limited support where
absolutely needed to help transition.

The federal government anticipates finalizing
the Clean Electricity Regulations by the end of
2024. This timing was also recommended by
the Canadian Electricity Advisory Council in
their final report Powering Canada: A blueprint
for success, provided the federal government
undertakes the necessary consultations and
incorporates greater flexibility to covered
entities than in the draft regulations®.

12. Dion et al. 2022. Canadian Climate Institute. The Big Switch: Powering Canada’s net zero future

13. Canadian Electricity Advisory Council. 2024. Powering Canada: A blueprint for success

Closing the Gap: Reaching Canada’s 2030 Emissions Target


https://climateinstitute.ca/wp-content/uploads/2022/05/The-Big-Switch-May-4-2022.pdf
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https://cdn.prod.website-files.com/64ef3fd141170da059cb6d80/65172c0363ff6814d9e13c2f_e2d538e427a10f032f50859e216a2293_NZAB_2022_Annual_Report_Final_-_EN-corr.pdf
https://cdn.prod.website-files.com/64ef3fd141170da059cb6d80/65172c0363ff6814d9e13c2f_e2d538e427a10f032f50859e216a2293_NZAB_2022_Annual_Report_Final_-_EN-corr.pdf
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Canada Green Buildings Strategy

Advice 1D:

The Government of Canada should implement the Canada Green Buildings Strategy.

Accelerate implementation of the Canada Greener Homes Affordability
Program by letting provinces and territories determine regionally
appropriate eligibility and operational requirements.

The buildings sector—both residential and
commercial—remains a particularly difficult
decarbonization challenge given the long-lived
nature of energy infrastructure for buildings and the
distributed nature of the problem. It also is a sector
where significant additional emission reductions
are possible. For example, recent analysis by the
Canadian Climate Institute found that a system-
wide shift from gas to electric heat is the lowest
cost path to decarbonize the building sector'.

In July 2024, the federal government published

the Canada Green Buildings Strategy; however,

a comprehensive set of policies to achieve the
vision has not yet been implemented®. Building

on our previous advice, we recommend full
implementation of the Canada Green Buildings
Strategy, as well as pursuing additional measures
related to phasing down fossil fuel heating and
cooling and creating a building performance
standard for new commercial buildings (Advice 5).

The federal government, along with provinces
and territories, has an important role in
providing funding to low-to-moderate income
homeowners and renters to ensure affordable
access to energy for basic residential needs.
The right to adequate housing is a right in

the Universal Declaration of Human Rights.

Budget 2024 proposed $800 million over five
years, starting in 2025-2026, to launch the Canada
Greener Homes Affordability Program which will
support the direct installation of energy efficiency
retrofits for Canadian households with low- to
median-incomes. This program is urgently needed
to improve energy affordability for lower-income
households. Unlike the previous Canada Greener
Homes Grant, the new targeted program will not
require any upfront payment from households.

However, we are concerned about potential job
losses for energy auditors arising from the year lag
between the end of the Canada Greener Homes
Grant program and the new program. This loss
can be somewhat mitigated by requiring energy
audits for new federal affordable housing funding.

14. The Canadian Climate Institute. 2024. Heat Exchange: How today’s policy choices will drive or delay Canada’s transition to clean,

reliable heat

15. Natural Resources Canada. 2024. The Canada Green Buildings Strategy
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https://www.un.org/en/about-us/universal-declaration-of-human-rights
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The new Canada Greener Homes Affordability
Program will be delivered by an expansion of existing
provincial and territorial programs. We strongly
encourage the federal government to empower
provinces and territories to develop exact eligibility
criteria. Motivated by our foundational value of
recognizing and respecting regional differences

and circumstances, provinces and territories

should determine the exact income cutoff, design
components, and delivery or outreach requirements.
Otherwise, more federal restrictions will likely result in
implementation delays. As provinces and territories

20

seek to expand their low-income energy efficiency
programs with this new funding, they could consider
how energy affordability is highly influenced by other
social factors. For example, gender, Indigeneity,

and other identity factors could be considered

in the administration of this program. California’s
Weatherization Assistance Program provides
preference to low-income households with people
over 60 years of age, families with one or more
members with a disability, or families with children
that could serve as a model for an expanded
program in Canadar.

16. California Department of Community Services and Development. Weatherization Assistance Program
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Landfill methane emissions regulations

Advice 1E:

The Government of Canada should finalize the landfill methane emissions
regulations as soon as possible to increase the likelihood of emission reductions

being achieved by 2030

Regulating methane emissions from landfills is
a cost-effective way to limit near-term globall
warming and Canada can do more to reduce
this significant pollution source. In 2022,
methane emissions from Canada’s municipal
solid waste landfills represented 19 Mt CO,e

or 2.8% of total emissions, with a 4.4% decrease
since 2005". Currently, 58% of landfill methane
emissions directly vent to the atmosphere®®.

Canada’s 2022 Methane Strategy committed

to developing new regulations to increase the
recovery and destruction of methane from large
municipal solid waste landfills by about 50% by
2030 from 2019 levels?. The federal government
released a proposed regulatory framework in
April 2023 and draft regulations in June 2024.
We advise the federal government to finalize
these regulations as soon as possible.

Prioritizing benefits beyond emissions reductions

Beyond the climate impacts, landfills can also cause
negative impacts for neighbouring communities
through water pollution. Indigenous, Black, and

other underprivileged communities in Canada are
disproportionately affected by landfills in terms

of proximity, exposure, and lack of representation
in related decision-making bodies. Enhanced
management of landfills can purposively improve
the day-to-day lives of local communities.

17. Environment and Climate Change Canada. 2024. National Inventory Report, 1990-2022 (Part 1, PDF)

18. Winter. 2023. University of Calgary (School of Public Policy). Comment on ‘Reducing Canada’s landfill methane emissions: Proposed

regulatory framework

19. Dobson et al. 2023. International Review of Environmental and Resource Economics. If It Matters, Measure It: A Review of Methane

Sources and Mitigation Policy in Canada

20. Environment and Climate Change Canada. 2022. Faster and Further: Canada's Methane Strategy
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https://publications.gc.ca/collections/collection_2024/eccc/En81-4-2022-1-eng.pdf
https://www.policyschool.ca/wp-content/uploads/2023/11/EFL60-ReducingCdaLandfillMethane.Winter.Nov27.pdf
https://www.policyschool.ca/wp-content/uploads/2023/11/EFL60-ReducingCdaLandfillMethane.Winter.Nov27.pdf
https://www.nowpublishers.com/article/Details/IRERE-146
https://www.nowpublishers.com/article/Details/IRERE-146
https://publications.gc.ca/collections/collection_2022/eccc/En4-491-2022-eng.pdf
https://www.canada.ca/en/environment-climate-change/services/canadian-environmental-protection-act-registry/publications/reducing-landfill-methane-emissions.html
https://canadagazette.gc.ca/rp-pr/p1/2024/2024-06-29/html/reg5-eng.html
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Medium- and heavy-duty zero emission
vehicle sales mandate

Advice 1F:

We recommend that the Government of Canada implement a medium- and heavy-
duty zero-emission vehicles sales mandate by 2025. This mandate should reflect, at
minimum, the federal government'’s goal that 35% of medium- and heavy-duty vehicles
sold in 2030 be zero-emission vehicles, increasing to 100% by 2040, where feasible.

Medium- and heavy-duty vehicles emissions are
growing steadily and now account for 34% of all
road transportation emissions. Emissions from
these vehicles have increased 8% since 2005

and are on track to surpass those of passenger
vehicles by 2030, becoming the largest emissions
source in the transportation sector?. While existing
climate policies such as carbon pricing and the
Clean Fuel Regulations will reduce these emissions,
strengthened or additional policies will be needed
to meet 2030 emission reduction targets.

The federal government’s goal is that 35% of
medium- and heavy-duty vehicles sold in 2030
be zero-emission vehicles, increasing to 100% by
2040, where feasible. Modelling by the Pembina
Institute indicates that a sales standard could
successfully encourage higher adoption levels?2
This sales mandate would help to realize the
federal goal by requiring manufacturers to increase
the supply of zero-emission vehicles. The 2023
Progress Report of the 2030 Emissions Reduction
Plan notes that a draft medium- and heavy-duty
zero emissions vehicle sales mandate will be
published in 2024 with final regulations published
in 2025. We urge the federal government to meet
these targets. We support the development of this
mandate but do note that any mandate must
carefully consider the technology availability

and the cost impacts on consumers.

21. Environment and Climate Change Canada. 2021. Discussion paper for heavy-duty vehicles and engines in Canada: transitioning

to a zero-emission future

22. Kasteel et al. 2022. Pembina Institute. Medium- and heavy-duty vehicle (MHDV) Recommendations
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Case study 2: Canada'’s rapid increase in zero emission buses

Between 2022 and 2023, the number of zero emission buses in Canada increased 346% from 1,214 to 5,4262.
This rapid adoption enabled the federal government to surpass its goal of introducing 5,000 zero emission
buses by 2026 two years ahead of schedule. This rapid adoption has enabled fuel savings for bus operators

and economic growth for bus manufacturers.

Road transportation is the most commmon mode of
freight transport in Canada, both for internal trade
and with the United States. The federal government
should ensure that any potential barriers to efficient
supply chains within Canada and with the United
States be removed. Now that a major block of

US. states (that is, California, Massachusetts, New
Jersey, New York, Oregon and Washington) have
adopted a medium- and heavy-duty zero emission
vehicle sales mandate, adoption of a similar
mandate in Canada would encourage not only

the reduction of emissions but also the build out of
charging, refuelling and maintenance infrastructure
necessary to service the growing number of zero
emission medium- and heavy-duty vehicles.

Implementing a sales mandate for medium- and
heavy-duty zero emission vehicles would result

in incremental emission reductions but requires
careful attention to potential policy interactions
(for example, with the Clean Fuel Regulations and
the fuel charge) and to supplementary policies
that will aid manufacturers to achieve the sales
targets. Since high-up front costs and access to
charging stations remain key barriers to update
of medium and heavy-duty zero-emission
vehicles, the federal government should continue
purchase incentives and support for public and
private charging infrastructure for these vehicles.

23. Canadian Urban Transit Research & Innovation Consortium. 2023. Canadian ZEB Database™ report - Current ZEB landscape 2023
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Light- and heavy-duty vehicle GHG

emissions standards

Advice 1G:

We recommend that Canada match the United States’ post-2026 light-duty vehicle GHG
emissions standards and the new U.S. Heavy-Duty Phase 3 CO, Emissions Standards as

soon as possible.

Since 2010, Canada has regulated the amount

of GHG emissions that light-duty vehicles (that

is, passenger automobiles and light trucks) can
emit. Canada’s current light-duty vehicle GHG
standards, which apply to all new cars sold in
Canada and are aligned with the United States,
are set to stop increasing following the 2026
model year. Unlike the Electric Vehicle Availability
Standard which mandates the percentage of new
vehicles for sale which must be electric vehicles
to ensure availability, GHG standards help reduce
the emissions from all new fossil-fueled vehicles,
which currently make up most light-duty vehicle
sales in Canada. Given the deep integration of the
North American automobile industry, Canada has
historically had similar emissions standards as
the United States, since most vehicles produced

in Canada are sold into the U.S. market.

Closing the Gap: Reaching Canada’s 2030 Emissions Target

Canada'’s standards have not been finalized
although the 2023 Progress Report on the 2030
Emissions Reduction Plan relied on modelling of
post-2026 light-duty vehicle GHG standards that
aligned with the U.S. Environmental Protection
Agency's proposed standards. The 2023
Progress Report also noted that draft Canadian
regulations are expected in 2024, following the
U.S. Final Rule publication. The U.S. Final Rule

was published in March 2024, and will result in
nearly a 50% drop in tailpipe CO, emissions from
model year 2027 (170 g CO,/mile) to model year
2032 (85 g CO,/mile). The federal government
should follow through on its stated commitment
to share its draft regulations in 2024 and those
regulations should match the US standard.
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Canada’s Heavy-duty Vehicle and Engine
Greenhouse Gas Emissions Regulations increase
stringency between model years 2021 and 2027
and are aligned with existing U.S. Heavy-Duty
Phase 2 CO, Emission Standards. In March 2024,
the U.S. Environmental Protection Agency finalized
more stringent U.S. Heavy-Duty Phase 3 CO,
Emission Standards (model year 2027-2032)%.
These new standards will be up to 60% stronger for
heavy-duty vocational (or job-specific) vehicles
such as delivery trucks, school buses, or refuse
haulers, depending on vehicle type, compared

to the previous Phase 2 standards for model

year 2032. Emission standards for tractor-trailer
trucks will be up to 40% stronger, depending

on the vehicle type, compared to the previous
Phase 2 standards for model year 2032. The 2023
Progress Report of the 2030 Emissions Reduction
Plan indicates that heavy-duty vehicle emission
regulations will align with the U.S. regulations and
will be finalized after the medium- and heavy-duty
sales mandate. Given its deep trade integration
with the United States, Canada should not wait
until a sales mandate is finalized to harmonize its
GHG emissions standards with the United States.

Case study 3: Accelerating adoption of electric vehicles

The market share of electric vehicles in 2023 was
1.7%, up from 8.9% in 2022 with electric vehicles
accounting for 1in 9 new vehicles registered in
Canada?. In line with the global trend for electric
vehicles, the Canadian Climate Institute reported

that gas-powered vehicle sales have peaked in
Canada, as their sales have been declining at an
average annual rate of 6.3% since 2017, as zero
emission and hybrid vehicle sales have continued
to grow?s.

24. US. Environmental Protection Agency. 2024. Greenhouse Gas Emissions Standards for Heavy-Duty Vehicles: Phase 3 — Regulatory

Announcement

25. Standard & Poor’s Global Mobility. 2024. Automotive Insights — Q4 2023 Canadian EV Information and Analysis

26. Zhang. 2024. 440 Megatonnes: Tracking Canada’s path to net zero. Canadian Climate Institute. Gas-powered vehicle sales have peaked

in Canada
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https://www.epa.gov/system/files/documents/2024-04/420f24018.pdf
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Advice 2

Address negative
INnteractions

The government should proactively address the negative
interactions between some federal climate policies and output-
based pricing systems.

As part of an effort to decarbonize all sectors, addressing these
interactions can result in additional emission reductions from oil
and gas, electricity, and heavy industry beyond those currently
contemplated and further close the 2030 emissions gap.

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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As Canada'’s climate policy architecture responds
to the deepening climate crisis, the volume

and ambition of policies that help Canadians
to reduce emissions will correspondingly
increase. There is potential for positive, mutually
reinforcing interactions among these policies
(for example, clean economy investment tax
credits and Clean Fuel Regulations both provide
incentives for the installation of zero-emission
vehicle charging or refueling infrastructure) or

a range of co-benefits (for example, improving
affordability and human health outcomes).

Conversely, there is also a risk for negative policy
interactions, where one policy can weaken

the effectiveness of other policies or create
unnecessary and cumbersome policy overlap.

Our analysis indicates that the suite of climate
policies included in the 2030 Emissions Reduction
Plan has negative interactions that should be
addressed. In particular, the proposed oil and gas
sector emissions cap and the Clean Electricity
Regulations could vastly increase the number of
credits available in large emitter trading systems,
which could reduce the effectiveness of these
trading systems. Another example is that, if the
light-duty zero-emission vehicle sales mandate,
the proposed Clean Electricity Regulations and
the oil and gas sector emissions cap drive fuel
carbon intensity reductions greater than the
Clean Fuel Regulations, the compliance credits
created under the Clean Fuel Regulations could
weaken the price signal in these adjacent policies,
resulting in fewer reductions for each policy than
if each policy was implemented in isolation.

Large-emitter trading systems are a form of industrial carbon pricing that uses
emissions credit trading to lower the cost of reducing emissions while achieving
emission reduction goals. In Canada, provinces and territories have the choice between
using the federal output-based industrial carbon pricing system, explained in Advice 3,
or their own output-based systems that meet or exceed the federal standard.

Well-designed policy should minimize the risk

of negative interactions and maximize the
likelihood of positive interactions and co-benefits.
Negative interactions introduce unnecessary
uncertainty and diminish the incentives in some
of the federal government's flagship emission
reduction policies. As a result, industrial emitters
may have reason to discount the anticipated
price signals created by these policies and
reduce decarbonization investments. Eliminating
or minimizing these negative interactions can
therefore create more certainty for large emitters
and reduce GHG emissions. Similar to finalizing

Closing the Gap: Reaching Canada’s 2030 Emissions Target

announced policies, modifying existing policies
to rectify negative interactions would take less
time than introducing new policies and would
require fewer public sector resources than
creating new emission mitigation policies.

The Canadian Climate Institute’s analysis shows
that addressing credit oversupply in Canadian
large-emitter trading systems, including

by setting stricter performance standards,

can reduce economy-wide emissions by an
additional 15 Mt CO,e in 2030, equivalent to

the annual energy use of 3,512,881 homes.
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Advice 3

Strengthen inadustrial
caron pricing

The Government of Canada should take actions to strengthen
industrial carbon pricing:

A) confirm the 2026 assessment of the Output-based pricing system
will be part of a systematic, transparent, and regularized process
that monitors credit creation and adjusts benchmarks to guard
against credit oversupply and negative policy interactions

B) begin consultations on options for tightening the Output-based
pricing system before the end of 2024

C) signal that further strengthening of performance benchmarks
can be expected and will tighten the credit market

D) base the 2026 federal assessment of provincial and
territorial large emitter trading systems upon compatibility
with the 2030 emissions reduction target

E) implement a broad-based carbon contract for difference
program as soon as possible to achieve emissions reductions
prior to 2030 and counter concerns about policy uncertainty
that risks undermining investment decisions in decarbonization

Closing the Gap: Reaching Canada’s 2030 Emissions Target
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Output-based pricing system

Established under the Greenhouse Gas Pollution
Pricing Act, the federal output-based pricing
system provides a price incentive to large
industrial emitters to reduce their GHG emissions
and promote innovation while ensuring these
companies remain internationally competitive
and dissuading companies from moving to
jurisdictions to avoid paying for carbon pollution.

The Output-based pricing system applies to
industrial operators of facilities that emit 50 kt CO,e
or more per year—equivalent to the annual energy
use of 11,710 homes—in provinces or territories that
do not have their own equivalent carbon pricing

While the already announced policies are important,
they will be insufficient to close the gap to meet

the 2030 target. Some policies, like industrial

carbon pricing, will have to be strengthened in
implementation.

The Canadian Climate Institute identifies industrial
carbon pricing as the single biggest contributor to
Canada’s 2030 target in its analysis of Canadian
climate policy effectiveness to date and projected
impacts on emissions out to 2030%”. However, credit
oversupply and weak performance benchmarks
threaten to undermine this contribution. Thankfully,
there are steps the federal government can take

to shore up this important climate policy. As the
federal carbon pollution pricing system matures,

it is incumbent upon policymakers to evaluate
progress and, if necessary, offer course corrections.

Recent analysis by Climate Change Institute
indicates fut