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The EU Emission Trading
Scheme

pased on Directive 2003/87/EC

%+ Brief overview
A cap-and-trade type scheme ...
operated in phases 2005-07, 2008-12 etc.

Coversinitially CO, emissions of major emitting
sector s (clese to half off CO;, emissions)

Allowances allecated! largely free eff charge up to
2012

M enitering; reperting and veriiication
Financial sanctiens on nen-compliance

L inkste preject ciedits esiablished andilinksto
other demesticicap-and-tirade schemesipossillie
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**m} What is at stake with ET?

I Set-up of an architecture

1 ... tofacilitate development of the largest
cap and trade programme world-wide

I ... toprovide European businesswith a
tool for low-cost compliance with Kyote

I ... tooffer ablueprint for internatienal
emissiens trading|/ other demestic
Sciemes

Preparing for Iimplementation
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Tasksfor the Commission

I Adopt monitoring and reporting
guidelines

I Adopt regulation and build electronic
registry system, incl. Community
Transaction L og

I Adopt allecationiguidance
I Assessnetifiied allecation plamns

ir Tasks for Member States

I Transpostion of the Directive
1 Installation permitting process
I Assign competent authority(ies)

I Prepare andinotify national allecation
plan

I Buildiallewance registry.
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Allocation

What is allocation about?

1 national zero sum game

I definesthe scarcity at EU leve inthe ETS
and isthe driver of the environmental
quality of the EU ET'S

I relevant fior all econemic sectors

I, dllecations” arermplicit 1R nany.
provisiensand policies

2004
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..~ Allocation

Thebasic questionsare...

I ... how many allewances ...
I ... gotowhom...

I ... how?

..~ Allocation method — how?

I Method for 2005 to 2007

mfree of charge allocation of at least 95 %,
Member States may auction up tos %

1 Method for 2008 to 2012

miree el charge allocation of at least 901%,
\Viember States may auction up te10%

1| EC review in mid-2006 to/lleok at further
har moenisation
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..~ Allocation — how many?

Ex-ante principle

deter mined periodically

national allecation plan

Adhering to common criteria

m see annex |11 of the Directive

Sulyject te serutiny by the Cemmission

m National allocation plan may bergected in part or
total

Processand outcome transparency.

Who can r ecelve allowances?

Existing installations with a greenhouse gas
permit (at the time the plan is submitted tothe
Commission) falling under the ET Directive

No allowances to nuclear installations
No allowances to renewables installations
Noallowances te planned installations ...

... Unless areservefor new installationsis
established ...

... Whichiwouldiimply fewer allewances fior
IncUmMbents
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Guidanceon Annex I Il criteria

Mix of ,, shall* and ,, may“ provisions
L eave leeway for Miember States

Commission guidance can and dees net change
the character of these criteria

... but illlustrates the scope how! they can be
implemented ...

... contains some recommendations

COM (2003) 830
http://eur opa.eu.int/comm/envirenment/climat/com(2008)830. pdf

*
* *
*

Purpose of the guidance document

1 toassist Member Statesin drawing up
thelr national allecation plans, by
indicating the scope of inter pretation that
the Commission deems acceptable

I to support the Commission assessment of
notiified natienal allecation plamns

Il to describe the cir cumstances under which
fiorcemajeure isidemonstraied
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.~ Structureof the guidance

1 introduction to categorise 11 criteria
mmandatory / optional
mapplicable at total / sector / installation level
I plan must comply with all mandatory.
criteriaand eiements, and those optienal
onesapplied

I guidance by eriterion withlinkagesto
ether ciltera

Mandatory Tota | Activity/ | Instalation
(M)/ Optional level Sector level
)
(1) Kyoto commitments (M)/(O)
(2) Assessments of emissions (M)
development
(3) Potential to reduce (M)/(0)
emissions
(4) Consistency with other (M)/(O)
legislation
(5) Non-discrimination (M)
between companies or
sectors
(6) New entrants ©)
(7) Early action (0)
(8) Clean technology ©)
(9) Involvement of the public (M)
(10) List of installations (M)
(11) Competition from ©) +
cutside the Union See page 3
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.~ Thetotal quantity of allowances

1 Most important element of the NAP - regulated
by 5 mandatory criteria
m likely to be needed is forward looking

m strict application understood ascriteria with a
mandatory character

m Allocate no mor e than what the most constraining of
thecriteriayields
1 [ he determinant criterion may be a diiferent
one Inindividuall Miember States

m Criterion 2 isof central importance for most
accession countries

*
***
*

e New entrants

1 |nformational obligation with nospecific action
Imposed on a Member State

Planned installations could be permitted up-
firont and assigned an allecationin the NAP

Guidance sets out three possible optiens to treat
new. entrants:; having| new: entrants buy;
auctioning; and setting aside a reserve

Recommendation not teiset aside dediicated
reserves er Specific technolegies, activities or
PUIFPESEsS

10
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Accommodating early action

Early action is understood as reductions beyond
Community or national legislation

Criterion may be applied at installation level —
I.e. within the toetal quantity fixed in line with
other criteria

Guidance sketches out thrree possible methods to
accommodate early action

m Choose early base period; Two-round allocation;
Benchmarking

Nerecommendatiion or preierred methed

Web resour ces on allocation

NAP Progress Table
Process non-paper

Evaluation of alternative initial allocation
mechanism in a Eurepean Union greenhouse gas
emissions allowance trading scheme, NERA,

M archi 2002

Allewance allecation within the Community~-wide
emissions allewance trading scheme, PW.C; April
20/0)¢)

http://eurepa.eu.int/comm/envirenment/climat/emission.plans.htm
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NAP assessment - timelines

EU-15 have to submit by 31 M arch 2004
new EU-10 have to submit by 1 M ay 2004

Incl. publication (full transparency) and
notification te other Member States

plans willf be considered by the Climate Change
Committee

final allecation decision at M S level needs toloe
taken by 301 September 2004

*
* *
*

Progresson NAPs Asof 13 April 2004

Notified Public drafts
Ger many 1 UK
Denmar k I Netherlands
Finland 1 Latvia
lreland 1 Portugal
Austria I Slovenia
L uxemieurrg I Belgium - Elanders

http://europa.eu.int/comm/environment/climat/emission_planshtm
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NAP assessment — process

within 3 months of the notification Commission
may. reject a plan or any aspect ther eof

If incompatible with Annex Il 1l criteria or Article
10

reasons need to e given for any. rejection
decision

VI Siamendmentsineed te e accepied by the
Commission

*
** **
* *
*

.~ Conclusons

2004 will' be dominated by allecation and
establishment of registries system to be ready for
20,055

Thereis“life after allocation”

EUET'S mar ket will fiurther emerge over the
months te come and scheme willl be lmplemented
as of January: 2005

Cearniing by deinepwiliFstart seon

2004

13
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* *
%+ Perspectivesfor Accession Countries

Kyoto compliance is generally no worry on
current trends

EU ETS mar ket is percelved asan economic
Oppor tunity.

Combating climate change I's efi majer and
|asting importanceto the EU

Vi ove te an increasingly: carbon consirained
werld meansthat “ carbon productivity: will
fiacter In compeiitive positionsin EU andiglelhal
markets

Commission Climate Change Homepage

http://europa.eu.int/comm/envirenment/clim
at/heme_en.itm
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