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Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 20/10/2008

The Council held an in-depth discussion of the three draft legislative measures within their competence, i.e. the review of the EU greenhouse gas

emission allowance trading system (EU ETS); effort sharing outside the EU ETS and the Directive on the capture and storage of carbon.

The discussion brought out the clear will to succeed in arriving at an agreement with the European Parliament by the end of 2008 so that a first-reading
could be reached before the end of the current legislature.

The Council intends to step up its discussions in close collaboration with the Commission so that the EU may continue to have a leading role in
combating climatic change at international level. With this in mind, the Presidency instructed the Permanent Representatives Committee to prepare the

negotiations on the package with the European Parliament without delay, in order to come to an agreement at first reading.

Discussions related principally to the following:

e measures applicable to the energy sector within the EU ETS: discussions showed that an auctioning rate of 100 % in the energy sector was
accepted by most delegations. However some specific situations might justify derogations of limited duration and extent, in particular because

of insufficient integration of the energy sector at European level;
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e pre-allocation of the income from auctions: the discussion showed that although some Member States thought that the use of the income from
auctions was a matter for national competence, voluntary commitments could be given consideration;

e financing capture and storage of CO2: the Council was prepared to examine the possibilities of combining several options, including national
and Community financing, to supplement the contribution of the private sector;

o the risk of "carbon leakage" (i.e. relocation of energy-intensive under takings outside the EU), and the measures to be taken to protect both
the environment and the competitiveness of industry in Europe: the Council showed its determination to provide clear answers to the problems
which might arise from "carbon leakage". In this connection, it examined the need to lay down quantitative and qualitative criteria within
appropriate periods of time, and arrangements for the sectors which were the most exposed to world competition.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 03/03/2008

The Council held a policy debate on key aspects of the climate action and energy legislative package with a view to the adoption of political guidelines
to be given by the European Council on 13 and 14 March 2008. The European Council conclusions will provide guidance for further examination of the
package.

Other questions related specifically to the EU emissions trading system (ETS), the non-ETS sectors and to the proposed framework for geological
storage of carbon dioxide. At the end of the meeting, the presidency summarised the outcome of the debate as follows:

e the presentation of the climate action and renewable energy package by the Commission is a welcome response to the objectives and targets
endorsed by the EU heads of state and government last year;

o Ministers welcome the direction of the proposed new design features of the EU ETS, such as the increased harmonisation of allocation,
including the use of auctioning, as a way of enhancing the cost-effectiveness of the required emission reductions. In this respect, the need to
anticipate greater flexibility for the realisation of different objectives was identified;
carbon leakage remains a key concern that should be addressed appropriately;
it will be important to clarify the methodology used to determine the reduction of emissions and the objectives in terms of renewable energies;

e work on the ETS review by the EU, the sharing of the non-ETS effort, the framework for storage of carbon dioxide and renewable energy
sources must progress at the same rate;

e there is a need to make headway on the technical issues as quickly as possible in order to reach a final agreement with the European
Parliament in early 2009 at the latest.

Ministers held an exchange of views on the international aspects of the package with Mr Yvo de Boer, Executive Secretary of the UN Climate
Convention. The package contains the following proposals:

a Directive amending Directive 2003/87/EC in order to improve and extend the EU greenhouse gas emission allowance trading system;
a Decision on the effort of EU Member States to reduce their greenhouse gas emissions to meet the Community's greenhouse gas emission
reduction commitments up to 2020;

e a Directive on the promotion of the use of renewable energy sources;

e a Directive on the geological storage of carbon dioxide.

The legislative package, to be examined under the Parliament-Council codecision procedure, was presented by the Commission with a view to
implementing the objectives, targets and commitments undertaken by EU heads of state and government in March 2007:

® a 20% reduction of greenhouse gas emissions by 2020 compared to 1990;

a 30% reduction in greenhouse gas emissions by 2020 compared to 1990 as its contribution to a global and comprehensive post-2012
agreement;

saving 20% of the EU's energy consumption compared to projections for 2020;

a 20% share of renewable energies in overall EU energy consumption by 2020;

a 10% minimum target for the share of biofuels in overall EU transport petrol and diesel consumption by 2020;

to develop and define the necessary technical, economic and regulatory framework to bring environmentally safe carbon dioxide capture and
sequestration to deployment with new fossil-fuel power plants.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 23/01/2008 - Legislative proposal
PURPOSE: to improve and extend the greenhouse gas emission allowance trading system of the Community (EU ETS).
PROPOSED ACT: Directive of the European Parliament and of the Council.

BACKGROUND: on 10 January 2007, the Commission adopted an integrated package of measures in the area of energy and climate change, inviting
the Council and the European Parliament to approve:

e an EU commitment to reduce greenhouse gas emissions by at least 20% by 2020 compared to 1990 levels, as well as the aim for a 30%
reduction by 2020, subject to the conclusion of an international agreement on climate change;
® a binding target for the EU of a 20% share of renewable energy sources in energy consumption by 2020, and a 10% target for biofuels.
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This strategy was approved by the European Parliament and EU leaders during the March 2007 European Council. The European Council invited the
Commission to present concrete proposals, particularly on the provisions for sharing the effort between Member States to achieve this objective.

The series of measures here presented is the response to this invitation. It includes a proposed set of key interdependent measures to be taken, as
outlined below:

® a proposal for a directive amending Directive 2003/87/EC, to improve and extend the European Union Greenhouse Gas Emission Trading
Scheme (the subject of this document);

® a proposal for a decision on the effort to be made by Member States to reduce their greenhouse gas emissions, in order to respect the
Community’s commitments to reduce these emissions by 2020 (see COD/2008/0014);

® a proposal for a directive aiming to promote renewable energy (see COD/2008/0016).

Included among the proposals that make up this set of measures are: a proposal for a regulatory framework on carbon capture and storage (see COD
/2008/0015); a communication on the demonstration of carbon capture and storage; and a new Community framework on State aid in the area of the
environment.

CONTENT: On 1 January 2005, the European Emission Trading System (EU ETS) started operation. It represents the spearhead and “one of the most
important instruments” of EU climate policy due to its ability to achieve absolute emission reductions in an economically efficient manner.

The EU ETS developed into the world’s largest single carbon market accounting for 67% in terms of volume and 81% in terms of value of the global
carbon market and also worked as the driver of the global credit market and in that triggered investments in emission reduction projects today indirectly
linking 147 countries to the EU ETS through JI/CDM projects. However, a review of the EU ETS showed that it is necessary to reinforce and update the
system so that it can respond to the new targets assigned to it.

The proposed amendments to the EU ETS Directive are guided by three overall objectives to be achieved:

1. Fully exploiting the potential of the EU ETS to contribute to the EU's overall greenhouse gas reduction commitments in an economically
efficient manner;

2. Refining and improving the EU ETS in the light of experience gathered;

3. Contributing to transforming Europe into a low greenhouse-gas-emitting economy and creating the right incentives for forward looking low
carbon investment decisions by reinforcing a clear, undistorted and long-term carbon price signal.

The scope of the EU ETS: under the proposal, the scope of the EU ETS would be extended and would cover greenhouse gases other than CO2, as
well as all large, polluting industrial installations. According to the Commission, the emissions trading system should only be extended to emissions
which are capable of being monitored, reported and verified with the same level of accuracy as applies under the monitoring, reporting and verification
requirements currently applicable under the Directive.

To ease the administrative burden, industrial installations which emit less than 10 000 tonnes of CO2 will not be included in the system, subject to
equivalent measures being implemented to ensure an adequate contribution by these installations to reduction efforts.

Furthermore, installations which undertake the capture, transport and geological storage of greenhouse gases should be covered by the system. Note
that the current proposal does not include emissions due to shipping and road transport.

Monitoring, Reporting and Verification: the proposal contains measures aiming to improve monitoring and reporting rules, to harmonise rules for
verification and accreditation and to update compliance provisions, in order to ensure that the penalties for non-compliance remain sufficiently high to
ensure that the market functions properly. It also aims to increase confidence in and credibility of the EU ETS with a simple and robust registry system.
With this in mind, EU ETS allowances issued from 1 January 2013 onwards should be held in the Community registry.

Further Harmonisation and Increased Predictability: the current system based on national cap-setting does not provide sufficient guarantees that the
emission reduction objectives endorsed by the European Council will be achieved. It is therefore proposed to establish an EU-wide cap in the Directive.
It also provides a long-term perspective and increased predictability, which is required for long-term investments in efficient abatement. This can be
best achieved by an 8-year trading period until 2020 and a linear reduction of the cap that continues the reduction path beyond 2020, thereby giving a
clear message to investors. The linear reduction which is consistent with this principle amounts to 1.74% per year, arriving at a reduction of 21% below
reported 2005 emissions.

The Commission considers that auctioning should be the basic principle for allocation. In the power sector — responsible for a large proportion of
emissions — full auctioning of quotas should be the rule from the launch of the new system in 2013.The majority of other industrial sectors, as well as
aviation, will gradually be included in the auctioning system, which will be achieved by 2020.

Member States will be responsible for the auctions and the revenue will be transferred to their respective Treasuries. These auctions will, however, be
public: all European operators will have the right to buy quotas in any Member State. Auctions will generate significant revenue for the Member States
and will contribute to the process of adjustment to a carbon-free economy by supporting research and development and innovation in fields such as
renewable energy and carbon capture and storage, by supporting developing countries and by helping those with lesser means to invest in more
efficient energy measures. Member States should commit to dedicating at least 20% of their revenue from auctions.

Finally, the proposal contains measures aiming to establish links with emission trading systems in third countries, and on appropriate means to involve
developing countries and countries in economic transition.

Greenhouse gas emission allowance trading scheme of the Community
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2008/0013(COD) - 17/12/2008 - Text adopted by Parliament, 1st reading/single reading

The European Parliament adopted by 610 votes to 60, with 29 abstentions, a legislative resolution on the proposal for a Directive of the European
Parliament and of the Council amending Directive 2003/87/EC so as to improve and extend the greenhouse gas emission allowance trading system of
the Community.

The report had been tabled for consideration in plenary by Avril DOYLE (EPP-ED, IE), on behalf of the Committee on Environment, Public Health and
Food Safety.

The amendments — adopted in 1st reading of the codecision procedure — are the result of a compromise between Parliament and Council. The
proposal to send the report back to the committee was rejected by 514 votes to 118, with 24 abstentions.

The main elements of the compromise are as follows:

Purpose: under the compromise, the Directive provides for the reductions of greenhouse gas emissions to be increased so as to contribute to the
levels of reductions that are considered scientifically necessary to avoid dangerous climate change. It also lays down provisions for assessing and
implementing a stricter EU reduction commitment exceeding 20%, to be applied upon the approval by the Community of an international agreement
leading to emissions reductions exceeding those required by the Directive (as reflected in the 30% commitment as endorsed by the Spring 2007
European Council).

Integration of maritime shipping and aviationinto the EU ETS: all sectors of the economy should contribute to achieving these emission reductions,
including international maritime shipping and aviation. In the event that no international agreement including international maritime emissions in its
reduction targets has been approved by the Member States, the Commission should make a proposal to include international maritime emissions,
according to harmonised modalities, in the Community reduction commitment with the aim of its entry into force by 2013.

Greenhouse gas emissions permits: Member States shall ensure that, from 1 January 2005, no installation undertakes any activity listed in Annex |
resulting in emissions specified in relation to that activity unless its operator holds a permit issued by a competent authority, or the installation is
excluded from the Community scheme. The operator shall inform the competent authority of any changes planned in the nature or functioning, or an
extension or a significant reduction of capacity, of the installation which may require updating of the greenhouse gas emissions permit.

Community-wide quantity of allowances: the Community-wide quantity of allowances issued each year starting in 2013 shall decrease in a linear
manner beginning from the mid-point of the period 2008 to 2012. The Commission shall, by 30 June 2010, publish the absolute Community-wide
quantity of allowances for 2013. It shall review the linear factor and submit a proposal, where appropriate, to the Council and the European Parliament
as from 2020, with a view to having a decision by 2025.

Auctioning of allowances: from 2013 onwards, Member States shall auction all allowances which are not allocated free of charge in accordance with
the Directive. By 31 December 2010, the Commission shall determine and publish an estimated amount of allowances to be auctioned. The total
quantity of allowances to be auctioned by each Member State shall be c omposed as follows:

® 88% of the total quantity of allowances to be auctioned being distributed amongst Member States in shares that are identical to the share of
verified emissions under the Community scheme for 2005 or the average of the period 2005-2007, whichever one is the highest, of the
Member State concerned;

e 10% of the total quantity of allowances to be auctioned being distributed amongst certain Member States for the purpose of solidarity and
growth within the Community;

® 2% of the total quantity of allowances to be auctioned being distributed amongst Member States whose greenhouse gas emissions in 2005
were at least 20% below their emissions in their levels in the base year applicable to them under the Kyoto Protocol.

At least 50% of the revenues generated from the auctioning of allowances should be used for one or more of the following:

e to reduce greenhouse gas emissions, including by contributing to the Global Energy Efficiency and Renewable Energy Fund and to the
Adaptation Fund as operationalised by UNFCCC COP 14 in Poznan, to adapt to the impacts of climate change and to fund research and
development as well as demonstration projects for reducing emissions and adaptation, including participation in initiatives within the
framework of the European Strategic Energy Technology Plan and the European Technology Platforms;

e to develop renewable energies to meet the commitment of the Community to using 20% renewable energies by 2020, as well as to develop
other technologies contributing to the transition to a safe and sustainable low-carbon economy and to help meet the commitment of the
Community to increase energy efficiency by 20% by 2020;

o for measures to avoid deforestation and increase afforestation and reforestation in developing countries that have ratified the future
international agreement; to transfer technologies and to facilitate adaptation to the adverse effects of climate change in these countries;
for forestry sequestration in the EU;
for the environmentally safe capture and geological storage of carbon dioxide, in particular from solid fossil fuel power stations and a range of
industrial sectors and sub-sectors, including in third countries;

® to encourage a shift to low emission and public forms of transport;
to finance research and development in energy efficiency and clean technologies in the sectors covered by the scope of the directive;
for measures such as those intended to increase energy efficiency and insulation or to provide financial support in order to address social
aspects in lower and middle income households.

By 30 June 2010, the Commission shall adopt a Regulation on timing, administration and other aspects of auctioning to ensure that it is conducted in
an open, transparent, harmonised and non-discriminatory manner. To this end, the process should be predictable, in particular as regards to the timing
and sequencing of auctions and the estimated volumes of allowances to be made available.

Auctions shall be designed to ensure that:



operators, and in particular any small and medium size enterprises covered by the Community scheme, have full, fair and equitable access;
all participants have access to the same information at the same time and that participants do not undermine the operation of the auction;
the organisation and participation in auctions is cost-efficient and undue administrative costs are avoided;

access to allowances is granted for small emitters.

Each year, the Commission shall submit a report to the Council and the European Parliament on the functioning of the carbon market, including the
implementation of the auctions, liquidity and the volumes traded.

Moreover, the Commission shall, by 31 December 2010, examine whether the market for emissions allowances is sufficiently protected from insider
dealing and market manipulation and if appropriate bring forward proposals to ensure it.

Free allowances in the manufacturing sector: full auctioning should be gradually introduced in the manufacturing sector, which will be granted 80% of
its emission allowances for free in 2013, which will be reduced to 30% by 2020 in order to reach full auctioning in 2027 (and not 2020 as proposed by
the Commission and MEPs). A large derogation has been introduced for sectors at significant risk of ‘carbon leakage’, in other words the relocation of
production to third countries with a less strict climate policy, leading to increased CO2 emissions by these countries. Until an international agreement is
concluded, these sectors may receive up to 100% of free allowances until 2020, under certain conditions.

Free allocation for modernisation of electricity generation: Member States may give a transitional free allocation to installations operating by 31
December 2008 or to installations for which the investment process was physically initiated by the same date for electricity production if they meet
certain conditions listed in the Directive. In 2013, the total transitional free allocation shall not exceed 70% of the annual average verified emissions in
2005-2007 from such generators for the amount corresponding to the gross final national consumption of the Member State concerned and shall
gradually decrease resulting in no free allocation in 2020.

Transitional Community-wide rules for harmonised free allocation: the Commission shall, by 31 December 2010, adopt Community wide and fully-
harmonised implementing measures for allocating the allowances. These measures shall, to the extent feasible, determine Community-wide ex ante
benchmarks so as to ensure that allocation takes place in a manner that gives incentives for reductions in greenhouse gas emissions and energy
efficient techniques, by taking account of the most efficient techniques, substitutes, alternative production processes, high efficiency cogeneration,
efficient energy recovery of waste gases, use of biomass and capture and storage of carbon dioxide, where such facilities are available , and shall not
give incentives to increase emissions.

Electricity generators may receive free allowances for district heating and cooling and for heat and cooling produced through high efficiency
cogeneration as defined by Directive 2004/8/EC in the event that such heat produced by installations in other sectors were to be given free allocations,
in order to avoid distortions of competition.

Member States may also adopt financial measures in favour of sectors or sub-sectors determined to be exposed to a significant risk of carbon leakage
due to costs relating to greenhouse gas emissions passed on in electricity prices, in order to compensate for those costs and where this is in
accordance with state aid rules applicable and to be adopted in this area.

Projects for the environmentally-safe capture and storage of carbon dioxide: up to 300 million allowances in the new entrants reserve shall be available
until 31 December 2015 to help stimulate the construction and operation of up to 12 commercial demonstration projects that are aiming at the
environmentally safe capture and geological storage of carbon dioxide as well as the demonstration projects of innovative renewable energy
technologies, in the territory of the EU.

Procedures for unilateral inclusion of additional activities and gases: from 2008, Member States may apply emission allowance trading in accordance
with this Directive to activities and to greenhouse gases which are not listed in Annex |, provided that inclusion of such activities and greenhouse gases
is approved by the Commission, taking into account all relevant criteria, in particular effects on the internal market, potential distortions of competition,
the environmental integrity of the scheme and reliability of the planned monitoring and reporting system.

Exclusion of small installations: Member States may exclude, from the Community scheme, installations which have reported emissions to the
competent authority of less than 25 000 tonnes of carbon dioxide equivalent and, where they carry out combustion activities, have a rated thermal input
below 35 MW , excluding emissions from biomass, in each of the previous 3 years, and which are subject to measures that will achieve an equivalent
contribution to emission reductions, if the Member State concerned complies with certain conditions.

Adjustments applicable upon the approval of a future international agreement on climate change: at the latest 3 months after the signature by the
Community of an international agreement on climate change leading, by 2020, to mandatory reductions of greenhouse gas emissions exceeding 20%
compared to 1990 levels, the Commission shall submit a report assessing, in particular, the following elements:

e the nature of the measures agreed upon in the framework of the international negotiations as well as the commitments made by other
developed countries to comparable emission reductions to the EU's and the commitments made by economically more advanced developing
countries to contributing adequately according to their responsibilities and respective capabilities;

e options required at the EU level, in order to move to the more ambitious 30% reduction target in a balanced, transparent and equitable way,

taking into account work under the Kyoto Protocol first commitment period;

the EU manufacturing industries competitiveness in the context of carbon leakage risks;

the impact of the international agreement on other EU economic sectors;

the impact on the EU agriculture sector, including carbon leakage risks;

appropriate modalities for including emissions and removals related to land use, land use change and forestry in the Community;

afforestation, reforestation, avoided deforestation and forest degradation in third countries in the event of the establishment of any

internationally recognised system in this context;

e additional community policies and measures in view of the Community's and the Member States' greenhouse gas reduction commitments.



On the basis of this report, the Commission shall, as appropriate, submit a legislative proposal to the European Parliament and to the Council
amending the present directive pursuant to paragraph 1, with a view to its entry into force upon the approval by the Community of the international
agreement and in view of the emissions reduction commitment to be implemented under that agreement.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 06/06/2008

The Council took note of a progress report on climate change-energy legislative package prepared by the Presidency and held a public policy debate
on the main outstanding issues identified in it.

The climate change-energy package complements existing measures aiming at reaching the overall objective - endorsed by the European Council in
March 2007 - of a 20% reduction in greenhouse gases by 2020 and of achieving a 20% share of renewable energies in overall EU energy consumption
by 2020, including a 10% target for renewable transport fuels. The progress report was presented to both Council formations Energy and Environment
as it deals with the package as a whole.

The Energy ministers' debate focused on a proposal for a directive on the promotion of the use of energy from renewable sources, with the aim of
providing input for further work of the Council and its preparatory bodies under the incoming French Presidency.

The Presidency progress report points out the main outstanding issues identified in all four legislative proposals in the package.

As far as the Renewables Directive is concerned, these are the following: targets (level of the national renewable energy targets, conditionality of the
renewable transport fuel target and the indicative trajectory and its consequences), long lead-time projects, the systems of trading in guarantees of
origin and reinforcing measures.

One part of the report is devoted to the progress made on the sustainability criteria for biofuels, which are considered necessary to ensure that the
production of biofuels does not have negative consequences that outweigh the benefits arising from their use. In February 2008, Coreper established
an ad hoc working party with the task of drawing up a common sustainability scheme for biofuels for the purposes of the renewables and fuel quality
directives. The working party met on several occasions and made progress on numerous issues. However, some issues need to be addressed further:
the level and date of application of the second stage for the minimum greenhouse gas emissions saving requirement, the environmental and social
sustainability of biofuel production which would apply also in third countries and the methodology for calculating greenhouse gas emissions saving.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 28/02/2008

Following the Commission's presentation of the climate-energy package, the Council held a public policy debate, focusing on the proposal for a
directive on the promotion of the use of energy from renewable sources.

In view of the nature of the climate-energy package, two horizontal questions focused on the ambition of the package as a whole and on sustainability
criteria, and two questions were addressed to energy ministers focusing on renewable energy sources and on the trade in guarantees of origin.

The presidency summarised the debate along the following lines:

e Delegations welcome the climate-energy package in general as well as the proposal on the promotion of the use of energy from renewable
sources. Early adoption of the instrument has been urged by several delegations;

® The national targets are considered to be very ambitious - some even think they are too ambitious - and, in order to achieve them, there is

inter alia a need for (i) much flexibility on how to achieve them; (ii) increasing public support for renewable energies and; (iii) certainty with

respect to the support schemes, including the guidelines on state aid for environmental protection. In this context, it is crucial to have some
assurance that, after 2014, the successor to these guidelines will be equally supportive.

The importance of the indicative trajectories for reaching the targets has been confirmed, but here also, flexibility seems to be necessary;

Solidarity has been highlighted as another essential aspect;

Balance is needed between competitiveness, security of supply and sustainability;

The importance of trade in guarantees of origin has been underlined as a flexible instrument which should enable and not hinder Member

States to reach their targets, as well as the continuation of current national support schemes for renewables;

The contribution of energy efficiency is considered as essential to achieve the objectives;

o With respect to biofuels, there is broad support for ambitious sustainability criteria. However, these criteria should not diminish the
competitiveness of European industry nor should they lead to trade barriers since import of and trade in biofuels will be necessary to achieve
the target in this field. Moreover, the cost-effectiveness of the sustainability scheme will have to be ensured;

e Several delegations have indicated that sustainability criteria should apply to all forms of biomass. In this context, consistency between the
renewables directive and the fuel quality directive is essential;

Lastly, the need for cost efficiency has been underlined as an essential element.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 23/01/2008


http://www.europarl.europa.eu/oeil/file.jsp?id=5589632&noticeType=null&language=en
http://www.europarl.europa.eu/oeil/file.jsp?id=5589632&noticeType=null&language=en

In a communication entitled “Europe's climate change opportunity”, the Commission recalls that 2007 marked a turning point for the European Union's
climate and energy policy. Europe showed itself ready to give global leadership: to tackle climate change, and to face up to the challenge of providing
secure, sustainable and competitive energy.

Two key targets were set by the European Council:

1) A reduction of at least 20% in greenhouse gases (GHG) by 2020 — rising to 30% if there is an international agreement committing other
developed countries to "comparable emission reductions and economically more advanced developing countries to contributing adequately
according to their responsibilities and respective capabilities";

2) A 20% share of renewable energies in EU energy consumption by 2020.

The European Council agreed that the best way to reach such ambitious goals was for every Member State to know what was expected, and for the
goals to be legally binding. This meant that the levers of government could be fully mobilised, and the private sector would have the long-term
confidence required to justify the investment needed to transform Europe into a low-carbon, high energy efficiency economy.

At the United Nations Climate Change Conference in Bali in December 2007, the European Union was able to play a pivotal role in securing agreement
on the roadmap towards a new comprehensive agreement on cutting emissions to be reached by 2009.

The next step is to translate the European Union's political direction into action. The package of measures proposed by the European Commission thus
represents a coherent and comprehensive path to preparing Europe for the transition towards a low-carbon economy.

The proposals rest on five key principles:

1)  The targets must be met: to assure Europeans of the reality of change, to convince investors to invest, and to show the EU's seriousness of
intent to partners worldwide. The proposals must therefore be effective and strong enough to be credible, with mechanisms for monitoring
and compliance in place;

2)  The effort required from different Member States must be fair. In particular, some Member States are more able than others to finance the
necessary investments. The proposals must be flexible enough to take account of Member States' different starting points and different
circumstances;

3) The costs must be minimised: with a design tailor-made to limit the price tag of adaptation for the EU economy. The costs of change and the
consequences for the Union's global competitiveness, employment and social cohesion need to be kept at the forefront in designing the right
structure;

4)  The EU must drive on beyond 2020 to further reduce greenhouse gases to meet the target of halving global emissions by 2050. That means
stimulating technological development and ensuring that the system can benefit from newly available technologies;

5)  The EU must do everything possible to promote a comprehensive international agreement to cut greenhouse gas emissions. The proposals
are conceived to show that the Union is ready to take further action as part of an international agreement, and will establish more ambitious
targets in the reduction of greenhouse gas emissions (stepping up from the 20% minimum target to a more ambitious 30% reduction).

In its Communication, the Commission lists the main instruments to achieve the set objectives:

Updating the Emissions Trading System (ETS): the European Union Emissions Trading System has proved a pioneering instrument to find a market-
based solution to incentivise cuts in greenhouse gas emissions. However, a review of the ETS has shown that it needs to be strengthened and
updated if it is to meet its new objectives.

Reducing greenhouse gas emissions beyond the ETS: since the revised ETS will only cover less than half of the GHG emissions, an EU framework is
needed for national commitments to cover the remaining emissions — covering areas like construction, transport, agriculture, waste and industrial
plants falling under the threshold for inclusion in the ETS. The target for these sectors would be a 10% reduction in emissions from 2005 levels, with
specific targets for each Member State .

Promoting renewable energy: today, the share of renewable energy in the EU's final energy consumption is 8.5%. An increase of 11.5% is needed on
average to meet the target of 20% in 2020. Member States enjoy different possibilities to deploy renewable energy, and the efforts required to reach
the 20% share of renewable energy in the EU's overall energy consumption need to differ between the Member States. The Commission's proposal is
based on a methodology according to which half of the additional effort is shared equally between Member States. The other half is modulated
according to GDP per capita. The European Council also decided to fix a specific minimum target for sustainable biofuels of 10% of overall petrol and
diesel consumption.

The role of energy efficiency: the EU goal of saving 20% of energy consumption by 2020 through energy efficiency is a crucial part of the puzzle. It
would save the EU some € 100 billion and cut emissions by almost 800 million tonnes a year. Transport, buildings and more efficient power generation,
transmission and distribution all offer opportunities which need to be stimulated through a mixture of legislation and information. Product standards can
be used to bring more efficiency to a wide range of goods, from televisions to cars and heaters to streetlights. Better labelling also plays an important
role.

Looking beyond 2020 - galvanising the potential for deeper cuts in emissions: over the past ten years, technology has developed swiftly. Renewable
energy technologies are making wind and solar energy more commercially viable than ever before. Energy efficiency is now being mainstreamed into



products. But this process must be accelerated if Europe's goals for climate and energy are to be met and if the commercial potential of these
technologies is to be exploited to the full. Climate change and energy have been earmarked as likely primary areas on which the European Institute of
Technology could focus its attention.

Carbon capture and storage (CCS): for Europe,the target of halving 1990 GHG emissions by 2050 will never be met unless the energy potential of coal
can be exploited without increasing emissions. That is why the European Council backed early action to make CCS the technology of choice for new
power plants, including the setting up of up to 12 demonstration plants by 2015. European legislation is needed to provide the right framework for CCS
to work in the internal market and factor the benefits of CCS for the ETS.

Bringing about change: to meet the EU's goals at minimum cost, the Commission's proposals build on the experience of the Emissions Trading System
and leave the market to drive as much as possible. It also retains as much flexibility for national decision as possible within the constraints of specific
national targets. Member States should have the freedom to determine their own energy mix and to promote renewable energy in different ways.
Lastly, new state aid guidelines will provide a framework setting out how Member States can use aid to promote a higher level of environmental
protection, notably in the field of energy.

The particular needs of energy-intensive industries: energy-intensive industries face a particular challenge during the transition to a climate-friendly
economy. A comprehensive international agreement would address this problem. However, in the absence of such an agreement, or of significant
unilateral action by competitors in energy-intensive sectors, the EU must take action to ensure a level playing field. Consequently, the Commission’s
proposals put in place provisions to allow action to be taken.

The capacity to invest: the European Council recognised that the ambition of the proposals will make real demands on all Member States. The
Commission has therefore carefully assessed the economic impact of the proposals against the capacity of each Member State to make the
investment required. With the overall cost to the European economy estimated at just under 0.5% of GDP by 2020, the Commission believes that no
Member State should be asked to make an investment which diverges too far from this broad average. With this in mind, the specific requirements
asked of each Member State have been modulated to allow for a realistic level of investment from lower-income Member States.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 23/04/2009 - Final act
PURPOSE: to improve and extend the greenhouse gas emission allowance trading system of the Community (EU ETS).

LEGISLATIVE ACT: Directive 2009/29/EC of the European Parliament and of the Council amending Directive 2003/87/EC so as to improve and extend
the greenhouse gas emission allowance trading scheme of the Community.

CONTENT: following a first reading agreement with the European Parliament, the Council adopted a revised Emissions Trading System (ETS) for
greenhouse gases in order to achieve greater emissions reductions in energy-intensive sectors. The main points are as follows:

Definition of greenhouse gas: the definition of greenhouse gases is aligned with the definition contained in the UNFCCC, and greater clarity is given on
the setting and updating of global warming potentials for individual greenhouse gases.

Allowances: the Community-wide quantity of allowances will decrease in a linear manner calculated from the mid-point of the period from 2008 to 2012,
ensuring that the emissions trading system delivers gradual and predictable reductions of emissions over time. The annual decrease of allowances will
be equal to 1.74 % of the allowances issued by Member States pursuant to Commission Decisions on Member States’ national allocation plans for the
period from 2008 to 2012, so that the Community scheme contributes cost-effectively to achieving the commitment of the Community to an overall
reduction in emissions of at least 20 % by 2020.

Auctioning: from 2013 onwards heavy industry will contribute significantly to the EU's overall target of cutting greenhouse gas (GHG) emissions by 20
% compared to 1990 levels by 2020. To stimulate the adoption of clean technologies, the new ETS provides that GHG emissions permits will no longer
be given to industry for free, but be auctioned by Member States from 2013 onwards. ETS sectors must start by purchasing 20 % of their emissions
permits at auctions in 2013. That rate will rise gradually to 70 % in 2020, with a view to reaching 100 % in 2027.

Power producers, on the other hand, are obliged to acquire all of their emissions allowances at auctions so as to prevent windfall profits. To facilitate
the energy transition for countries with high dependence on fossil fuel or insufficient connection to the European electricity network, a derogation is
available. 10 Member States may apply for reduced auctioning rates in power production: at least 30 % in 2013, gradually rising to 100 % in 2020. In
order to prevent market distortion, recipient power producers must invest in clean technology to the market value of the permits.

Solidarity mechanism: the Directive provides for a solidarity mechanism in order to help less affluent EU states with the transition to a low-carbon
economy. They will receive an increased amount of emissions permits to auction, i.e. 12 % more than their actual share in overall EU GHG emissions.
That will give them an opportunity of generating substantial revenues from selling allowances. Each EU state will determine the use of its revenues
from auctioning the pollution permits. At least half of the proceeds should be used to fight climate change in the EU and abroad and also to alleviate
the social consequences of moving towards a low-carbon economy.

Reducing auctioning: if international negotiations on climate change in Copenhagen, in December 2009, do not lead to a new international agreement
on climate change, a number of sectors could be exposed to a risk of "carbon leakage", i.e. see investments and production move to third countries
with lower environmental standards. With that in mind, Parliament and Council have introduced the possibility of reducing auctioning for a limited
number of sectors. If an industry can demonstrate that purchasing permits significantly increases its costs (more than 5 % of its gross value added) and
that it faces international competition (non-EU trade intensity above 10 %), it can qualify for the free allocation of its allowances. Full free allocation will
not, however, exceed the level of an ambitious benchmark corresponding to the 10 % cleanest technologies in the EU. If an installation emits more



than that, it will need to acquire allowances up to the level of its actual emissions. Substantial auctioning rates can therefore be expected even in
exempt industry sectors. The Commission will determine the list of sectors in question no later than 31 December 2009, after discussions at the
European Council.

The overall reduction of auctioning through these provisions could have an impact on the volume of the solidarity mechanism and diminish the
redistribution in favour of less affluent EU members. For that reason the "carbon leakage" derogation is subject to further review before the start of the
third trading period in 2013.

Clean technologies: up to 300 million emission allowances will be set aside for the financing of clean technologies (estimated value EUR 6 to 9bn).
They will contribute to the funding of up to 12 demonstration projects in carbon capture and storage and also innovative renewable energy projects.

Lastly, the Directive includes provision for its adaptation after the conclusion of an international agreement to fight climate change and for a subsequent
move beyond the EU's overall 20 % reduction target.

The reviewed ETS will apply from the start of its third trading period on 01/01/ 2013.

It should be noted that this Directive forms part of the climate-energy legislative package containing measures aimed at fighting climate change and
promoting renewable energy. (See also COD/2008/0014, COD/2008/0015, COD/2008/0016, COD/2007/0019 and COD/2007/0297). The package is
designed to achieve the EU's overall environmental target of a 20 % reduction in greenhouse gases and a 20 % share of renewable energy in the EU's
total energy consumption by 2020.

ENTRY INTO FORCE: 25/06/2009.

TRANSPOSITION: 31/12/2012.

Greenhouse gas emission allowance trading scheme of the Community

2008/0013(COD) - 05/06/2008

The Council held a public debate on key aspects of the climate change and renewable energy legislative package. Ministers confirmed the need to
achieve ambitious objectives in the fight against climate change whilst preserving European potential for economic growth.

EU member states and the Commission stressed the importance of reaching a timely agreement with a view to facilitating a broader convergence on a
global scale, in the run-up to the international meeting to take place in Copenhagen in December 2009.

The discussions concentrated on key aspects of the package, namely:
On the EU emission frading system (ETS) review:

the allocation method; redistribution and use of auctioning proceeds and rules for auctioning,

risks of "carbon leakage": relocation of energy-intensive industries outside the EU,

EU-wide cap: replacement of the current system of national allocation plans by the setting of an EU-wide cap,
reference year or period to be used for verified emissions data,

new entrants reserve: quantity of allowances set aside for new entrants,

small installations: size of installation to be potentially excluded from the scope of the ETS.

On effort-sharing (amongst member states in sectors not covered by the ETS):

scope: sectors not to be covered by the EU ETS,

reference year or period for calculating the reduction targets per country,

intermediate targets: effectiveness of using indicative or compulsory intermediate targets;

on cross-cutting issues between EU ETS review and effort-sharing,

trigger 20-30%: adjustment clause enabling the EU to move from the independent 20% commitment to a more ambitious target to which a
future international agreement will commit the EU,

o degree of flexibility for member states to meet their commitments in a cost-efficient way.

On carbon capture and storage (CCS):

e storage permits,

® composition of CO2 stream,

e transfer of responsibility after closure of a storage site,

® modalities of the financial security provision to be made by applicants for storage permits,
e conditions of access to transport networks,

® capture readiness.

On sustainability criteria for biofuels:

® minimum greenhouse gas emission saving requirement,
® environmental and social criteria,
o methodology for calculating the greenhouse gas emission saving.
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