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Brief overview

e Cap and trade system
e Operated in phases: 2005-07, 2008-12 etc.
e Approximately 50%) CO, emissionsin EU-

25 covered
e Approximately: 12,0001nstallations

® SECLors covered: combusiion mstallatiens
> 20 VI rENENIES;, COKE BYENS; IIfon and
steall, cement, glass, ceramies, pulp and
PERE




Building blocks of the EU ETS

e Monitoring and reporting guidelines...

o ...All 12,000 installations must have monitoring
instructions by 1 January 2005

e Registries regulation...

e ...Community Transaction Log and MS
fegistries acting aséelectronic banking|system for
allewanees; on-line by 26 Eebruary: 2005

e Allowance allocation guidance...

e ...Assessment ol notified allocation plans
cUrrently, engoeing; proecess aiming toihe
compleiea oy’ 26 Eelruary: 2005




What Is allocation about?

e Total quantity of allowancesunder EU ETS must be
seen In context of economy-wide Kyoto Protocol
targets under the “burden sharing agreement™

e [ herefore, national zero sum game: what you give to
One sector must be taken away: frrem anether

e Natioenall allecation plani setseut total guantity. fior

trading sectors and individual guantities per
installation

e INationalf alliecation plan pPrecessias iocUSedimore
atvention thianiever eioreon implicit-allocaionsior
AeN-tIFAAING SECLO SOl tIie econemy.

o Natienaifallecatienplan pe: pered

o Excantieprineciple:guanity e alloywances|pe
RsStalliatienie eEs B changewithiniapeled
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****: Allocation method: for free or auctioned?

e M ethod for 2005 to 2007 period

Ofiree ofi charge allocation of at least 95 %),
Member Statesmay auction up te 5 %

e |Vlethod for 2008/te/2012 period

Qffiree of cnarge allecation ef at least 901%,
Miember Statesimay’ auction tjpite 10/ %

e EC review in mid-2006/te ook at fuirthern
narmoenisatieniior 2013 enwards




Who can recave allowances?

e Only installationsthat emit CO, areeligibleto
receive allowances. So...

e ...No allowances to nuclear installations
e ...No allowances to renewvablesinstallations

e Only Installations that exist at the time of the
national allecation plan vangfinalised are
eligible to receive allowances. So...

e ...No allowances to planned installations

e ...Unless a reserve for new installations is

esianlisned withia thetetal guaniity ef
alleywanees




Thetotal quantity of allowances

Total guantity for trading sectors across EU-25is not set through
legislation (the Directive)

Instead, total quantity set through follewing 5 criteria establishing
relationsnip between total quantity for trading sectors and total
guantity fer whole economy under the Kyotoe Pretocol

VMl ost relevant criteria:

O Thetotal quantity for the trading sectors must put the MSon a
path to meeting its Kyoto Protocol target

O Thetotal quantity for the trading sectors must not be more than is
likely to be needed

O Thetotal quantity for the trading sectors must be consistent with
potential to reduce emissions and requirements of other
Community legidlation (e.g. SOx and NOx requirements)

[ifthediffierent criteria producediffieinonUmIENS, thE Most
constrainimg numver must hetaken fior theteral guantity

TThedeterminant eriterien may bea different onennraiferent M'S




Common char acteristics of NAPS

Most Member States have chosen 100% free allocation...

e ... With the exception of the few which are replacing a

CO, tax with auctioned allewances where the state
revenues can be roughly egual

Miest Member Stateswill be purehasing Kyote Protocol
project creditsin order totake the pressure off only.
domestic reductions beng required to reach ther Kyeto
Prretecol target ite; enabling/the tetal guantity, of
allowances that can be allocated to be increased...

.- But these purchases must be credible e.g.
Implementinaliegisiatien; dedicated itnds,
adminIstranvenedyin placeeic
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*,_~ Common characteristics of NAPS

T oreach atotal guantity of allowances which islower than
projected emissions, relatively more emission reductions
have been demanded frrom the electricity sector than from
other sectors...

... T'his is due to the higher emission reduction potential in
the eectricity sector compared to other Industrial sectors

Miember Siates have generally not explicitly set eut the
total guantity, of allowances fior the second pered (2008 12)
withi reference toymaking the decision for: the fixst period...

... Therefore it is difficult to know to what extent the
methoedelegy Wil be:consisient ever timeand tewnab extent
theterall quantity willFsarnmk

... This will be discussed in the context of the 2006 review
oft the Directive
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Common char acteristics of NAPS

*
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Moest Member States have opted to grandfather allowances
using historical data from most recent years available...

... Attempts by industry to use data older than 1998 (to
recognise early action) have generally failed sinceit 1s
unreliable and too many: structurall changes in the sector
have taken place

... I'he electricity sector is one exception to the
grandiathering rule, wherehenchmarking lhasiaesn
Implemented infa number of VIS, BUt It hias generally been
penchmarksior idividual fiues, net a sngle henchmark
fior thesector

Miest IViember Statesiiavenet epted te explicitly recegnise
early action since it 1S too) difficult to prove...

... Instead different_ sets_o_f historical_ data are us_ed for
adiiifierent seciers o mphicitly/ recennise early actien or
UnUSUallCirCURISIanCeS



* X
ve

*

*,_~ Common characteristics of NAPS

All Miember States have opted for building a new entrants
reserve..

.+ 50 opted for more complex set of procedures: allowances
ar e taken away upon cloesure of an installation, and anew
entrant

... I'his contrasts with the more simple option of allowing
cloesed Installations to keep allewances andl new: entrants
installations te purchasefirem|themarket until they are
Included 1n thenext NAP

Seme NV ember Staies have divided up thelr: new eatrants
[fesenvelnte severall iresarvesin erder teispeciiically
[FECOgNIISE expansion iin:a particuliar seciert e.0. comiaimed
eat and power

[De raulanen eirthee ectificity marker happenngalengside
thelNA P precess has complicated the pirecess o seme VIS




First package of NAP decisions

e On 7 July the Commission concluded the
assessment of 8 plans— 5 were approved without
conditions, 3 with conditions (AU, DE, UK)

e main problem areasidentified in the first
package
QO unsubstantiated use of Kyoto credits
Q Inadmissible ex-post adjustments
Q exagger ated growth rates
e SECONM packagelsiferthcoming lin ©cieker

http://eur opa.eu.int/eur -lex/en/com/cnc/2004/com2004 _0500en01.pdf




Progresson NAPS  Asof 12 October 2004

Notified Outstanding
Spain e Greece
Italy e Cyprus
France e NMalta

Finland

- uxembourg

Belgium

Pertugal

Slovak Repullic

- atviia

Cithuania

[ESteniia

Peland
Czech Republiic
HIURGERY

Denmar k
Netherlands
lreland
Austria
Slovenia
Sweden

HitpE//elrepael.int/commy/eavirenment/climat/enmissien. plansiitm




Conclusions

Europe hasthe instrument it needs - and an instrument
that Ishereto stay

Implementation Ison target, and the scheme will start on
time
TThere must lbe scar city fior thistowerk (If the instrument

does net werk, complyingwith Kyetewill be more
expensive fior Europe)

EU ETSfiorward market has growniin velume
significantly thisyear andwill centinue o d6)Se asstart
el thescheme inl January: 2005/nears

[Learming By denmag will start seen




Commission Climate Change Homepage

Http://eurepa.el.lint/comm/enviirenment/clim
at/heme._en.htm




