Introduction: Emission Trading in the EU

The EU has agreed to establish a cap-and-trade system to limit CO2 emissions from large industrial sources. This socalled Emissions Trading System (ETS) came into effect on the 1st January 2005. CAN-Europe welcomes this framework that places absolute limits on these emissions while allowing companies in covered sectors to innovate. However, the effectiveness of the system depends critically on member states using the national allocation plans to impose credible and ambitious reduction targets. As the Directive makes clear, this process has to be transparent and open to public participation. Targets must be in line with the domestic implementation of each country's Kyoto commitment.

What is the Emissions Trading Directive

The Parliament voted on 2nd July 2003 to agree a compromise with Council on the Directive on emissions trading in the EU. This deal was adopted at the Environment Council on October 13th. The text of the directive as published in the Official Journal is available here European Commission's ETS pages INCLUDEPICTURE "http://www.climnet.org/images/pdf.gif" \* MERGEFORMATINET 


- see also the .The main elements of the EU Emissions Trading System (ETS) are as follows:

1. Sectors Covered
The system covers the power sector (all fossil fuel generators over 20 MW), oil refining, cement production, iron and steel manufacture, glass and ceramics, and paper and pulp production. The Commission will initiate a review in 2005 which may propose to include additional sectors. The system covers only CO2 emissions.

2. Outreach
From 2005-7 member states may "opt-in" smaller installations within the above sectors. From 2008-12 they may "opt-in" additional sectors, including non-CO2 greenhouse gases. From 2005-7 member states may apply to "opt-out" specified installations (subject to Commission approval), but from 2008 onwards all eligible installations must be covered.

3. National Allocation Plans
Member states had to develop their first national allocation plan (NAP) for the period 2005-7 by March 2004. These NAPs set targets for the relevant sectors and allocate allowances (each worth 1 tonne CO2) to installations for the relevant periods. All installations will effectively be set an absolute emission cap. The national allocation plan has to be put together in a way that is objective, transparent and OPEN TO PUBLIC COMMENT. It has to follow a number of criteria laid out in Annex I of the Directive. 

4. Compliance
Installations must meet their targets by reducing emissions or by buying allowances which can be surrendered against their target. A forthcoming proposal will also allow (with some limitations) for units from CDM and JI to be substituted for allowances. Installations without sufficient allowances to cover their emissions will pay a direct financial penalty (40 Euro per tonne CO2 from 2005-7, 100 Euro thereafter) and have to make up the deficit in subsequent commitment periods. For installations that have a surplus of allowances, member states may (and probably will) allow banking.

5. Grandfathering vs Auctioning Allowances
Allowances will be allocated mainly free of charge. Member states have an option to auction a small proportion (up to 5% 2005-7, up to 10% 2008-12).
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CAN-Europe’s View

CAN-Europe has welcomed the agreement on the cap-and-trade system. Many EU countries have not been active enough in constraining their greenhouse gas emissions, and most are not currently on track to meet their Kyoto commitments. By imposing absolute caps on industry emissions the EU can match its rhetoric with real emission cuts, while allowing industry flexibility to innovate and reduce costs. However, CAN-Europe believes that several points need to be borne firmly in mind if the system is to be a success.

1. The emission trading system is not a panacea. 
It is a very useful part of a broad mix of policies and measures needed to put the EU on a lower-emission trajectory. Other parts of this mix must not be neglected in the general enthusiasm for trading. Strong policies to limit emissions in the transport sector in particular are still missing, while too little is being made of the great potential for energy efficiency in buildings and appliances. Industry is a very important player, but must not be depended on to compensate for a lack of action in other sectors.

2. Importance of national allocation plans.
Although the architecture of the Directive is basically sound, its success depends critically on the national allocation plans to be developed by the member states. These plans must set targets that produce real emission cuts. They must be in line with each EU country meeting its target under the burden sharing agreement. However, countries which are well below their Kyoto targets, particularly Germany and the UK and most of the new EU Member States, should not be allowed to give their industry an "easy ride" for this reason. The process of setting these targets must be, as stated in the Directive, objective, transparent and open to public comment and feedback.

3. Links with CDM, JI and other systems 
Proposals are being presented to link the EU cap-and-trade system with other flexible mechanisms. Initially this is confined to the clean development mechanism (CDM) and joint implementation (JI) of the Kyoto Protocol, but the possibility of linking with other systems from Kyoto Parties is left open, the first concrete possibility under discussion being a link with Norway. While each of these proposals will be discussed separately, CAN-Europe sees the European cap-and-trade system as a policy tool for making domestic emission reductions inside the EU. This is in line with making domestic action the principle part of Kyoto compliance, which has always been the EU's position in international negotiations. Any links with other systems must not compromise the level of domestic action to be undertaken by EU companies. The fact that there is a link to CDM and JI for example, is a strong reason to strengthen the targets in the national allocation plans accordingly.

See: Position Papers and relevant documents
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Position Papers and Relevant Documents

CAN-Europe position papers and briefings

· Application of the emissions trading directive by EU Member States (Technical report No 2) - EEA 
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· CAN Europe Summary for policy makers: National Allocation Plans do they deliver? Key lessons for Phase II of the EU ETS - March 2006
 

· CAN-Europe position paper on the NAPs for phase 2 (2008-12) 1st June 2005 [image: image4.png]



· Open letter from CAN-Europe and CAN-CEE to President Prodi on the NAP review process, 2nd July 2004 [image: image5.png]



· Environmental groups alarmed by lack of progress on targets for EU industry emission trading, Press Release, 5th February 2004 [image: image6.png]



· The Directive linking the EU greenhouse gas emissions trading scheme with the Kyoto project mechanisms - NGO briefing on negotiations with Council for a First Reading agreement, March 2004. 


· Public participation in the national allocation plan process, letter to EU and Accession States Environment Ministers. [image: image8.png]


(14th November 2003) 


· The proposed linking of CDM/JI with the EU emission trading system [image: image10.png]


(24th October 2003) 

· Seven reasons to reject the Linking Directive - Greenpeace Position Paper on CDM/JI proposed linking directive. [image: image11.png]


(24th October 2003) 

· Atraso do dossier sobre alterações climáticas é inadmissível - Comunicado Comércio de Emissões, Quercus [image: image12.png]


(PT) (24th October 2003) 

· Proposal for a Directive amending the Directive establishing a scheme for GHG emission allowance trading within the Community, in respect of the Kyoto Protocol's project mechanisms - COM (2003)403 [image: image13.png]


(27th July 2003) 

· Impact Assessment on the Commission proposal for a Directive amending the Directive establishing a scheme for greenhouse gas emission allowance trading within the Community, in respect of the Kyoto Protocol's project mechanisms [image: image14.png]


(23rd July 2003) 

· Impacts of Linking JI and CDM credits to the European Emission Allowance Trading Scheme - Technical Report [image: image15.png]


(May 2003) 

· Commission welcomes final adoption by Council of EU Emissions trading Directive (22nd July 2003) 

· 
Emissions Trading Directive a significant step forward, say NGOs

 HYPERLINK "http://www.climnet.org/EUenergy/ET/NGO_ET_081002.pdf"  
(02.07.03) 

· NGO briefing for 2nd reading EP vote [image: image17.png]


(24.06.03) 

· Letter from CAN-Europe re CDM/JI and ET draft proposal 

(28/02/2003 

· NGO briefing on EP vote on 10th October [image: image19.png]


(08.10.02) 

· NGO letter to EU ministers [image: image20.png]


(04.10.02) 

· Summary of key demands for an environmentall effective system [image: image21.png]


(29.09.02) 

· NGO briefing just before ENVI vote [image: image22.png]


(06.09.02) 

· NGO briefing on European Parliament amendments 
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(27.08.02) - Deutsche Fassung [image: image24.png]



· CAN-Europe position paper on emissions trading in the EU (Oct 2000) [image: image25.png]



· For further information contact Matthias Duwe 

Commission Documents

EU Commission's Guidance on the National Allocation Plans 


Documents and studies on NAPs, NAPs Available - Climate Section of DG Environment of the European Commission website
Proposal for a Directive amending the Directive establishing a scheme for GHG emission allowance trading within the Community, in respect of the Kyoto Protocol's project mechanisms - COM (2003)403, 27th July 2003 


Commission welcomes final adoption by Council of EU Emissions trading Directive, 22nd July 2003

Directive on emissions trading 23rd October 2001 COM(2001)581 Final 


Green Paper on emissions trading

· English version (pdf) 

· French version(pdf) 

· German version (pdf) 

European Parliament

· Recommendations for Second Reading at the European Parliament, Final A5-0207/2003 [image: image29.png]


(06/2003) 

· Report by MEP Moreira da Silva 

· EP Amendments (210 pages) 

Other resources

· The European Refinery Industry under the EU ETS - IEA 
· EU Emissions Trading - Challenges and Implications of National Allocation Plans, RIIA, November 2003.

· The EU Emissions Trading Scheme: How to develop a National Allocation Plan, German Federal Ministry, April 2003. 

· Annual European Community greenhouse gas inventory 1990-2001, EEA, 2003

· IEA Key World Energy Statistics 2003 - Accession Countries Data [image: image30.png]



· European energy and transport – Trends to 2030, Emission Projections, European Commission, 2003 

· Greenhouse gas emission - projections for Europe, EEA, 2003 

· UNFCCC data
· UNFCCC 3rd National Communications (additional info)
· National Allocation Plan (NAP): Overall concept, criteria, guidelines and fundamental organisational options, Oko-Institut, July 2003.

· National Allocation Plan Progress Table - 14th November 2003, Eurelectric.

· Atraso do dossier sobre alterações climáticas é inadmissível - Comunicado Comércio de Emissões, Quercus, 24th October 2003 [image: image31.png]


(PT) 

· National Allocation Plan (NAP): Overall concept, criteria, guidelines and fundamental organisational options, Oko-Institut, july 2003. 

· National Allocation Plan Progress Table - 14th November 2003, Eurelectric. 

· Impact Assessment on the Commission proposal for a Directive amending the Directive establishing a scheme for greenhouse gas emission allowance trading within the Community, in respect of the Kyoto Protocol's project mechanisms, 23rd July 2003 


· Impacts of Linking JI and CDM credits to the European Emission Allowance Trading Scheme - Technical Report, May 2003 


· UK emissions trading scheme Backgrounder from UK Ministry for Environment 

