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(A) Context 

The EU Emissions Trading System (EU ETS) covers power stations and industrial plants 
that are responsible for half the EU's greenhouse gas (GHG) emissions. Under this 
system, installations must surrender one emission allowance or project credit for each 
tonne of C02 equivalent emitted. Since its start in 2005, EU ETS has produced an EU-
wide carbon market introducing a price signal that drives investment decisions delivering 
emission reductions of covered installations. However, at the end of 2011 the EU ETS 
had a surplus of almost 1 billion allowances. This surplus is expected to continue to 
grow, particularly in the next 2 years during the transition from phase 2 (2008-2012) into 
phase 3 (2013-2020). In July 2012 the Commission adopted a proposal asking the 
legislator for an empowerment to adapt the timetable of auctions for each period to 
ensure orderly functioning of the market. Given this proposal, this impact assessment 
examines the available choices on the timetable/volume of a possible back-loading of 
emission allowances to be auctioned in the phase 3 of the EU ETS. 

(В) Overall assessment , " 

The report should be improved in a number of respects. Firstly, it should better 
present the policy context by explaining why this initiative focuses exclusively on 
adapting the EU ETS phase 3 auction timetable and how it is related to the other 
EU ETS measures. In addition, it should present credible- evidence that the 
temporal build-up of surplus allowances will lead to substantial market 
dysfunctionalities and suboptimal investment decisions in the long term. Secondly, 
the report should strengthen the analysis of impacts, in particular, regarding energy 
prices, competitiveness and consumers. It should also describe what will happen if 
the proposed actions have unexpected market effects that would require further 
intervention in the market. It should compare the options in terms of effectiveness, 
efficiency and coherence against the baseline scenario. Thirdly, the report should 
elaborate the future monitoring and evaluation arrangements and should better 
integrate different stakeholders' views and explain how they have been taken into 
account. 

* Note that this opinion concerns a draft impact assessment report which may differ from the one adopted 
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(C) Main recommendations for improvements 

(1) Better explain the policy context and strengthen the problem definition. The 
report should better describe the policy context by explaining how this initiative relates 
to other ETS measures, in particular, the proposal clarifying provisions on the timing of 
auctions of greenhouse gas allowances (COM(2012)416). Against this background, the 
problem definition should explain, informed by stakeholder views, which concrete 
problems require an intervention at this stage ahead of potentially more substantia 
changes to the EU ETS that deal with the 'structural' surplus. It should clarify why 
options focus exclusively on adapting the EU ETS auction timetable excluding options 
addressing other problem drivers such as a large inflow of international credits, which 
contributed to the exceptionally rapid build-up of allowance surplus. The report should 
substantiate with robust evidence informed by feedback from investors that the temporal 
build-up of surplus allowances will lead to significant market dysfunctionalities and in 
the longer term suboptimal investment decisions. It should provide more concrete 
evidence that there is a problem with the current carbon price level, for example, by 
referring to emission volumes or the level of investment in low carbon technologies. 

(2) Improve the analysis of impacts and comparison of options. Given the 
uncertainties about the overall macroeconomic situation, the report should discuss if 
back-loading allowances to be auctioned in phase 3 will deliver the expected results, 
even without structural changes to the EU ETS. The report should provide more concrete 
evidence that changing the auction profile can influence greenhouse gas emissions, long 
term investments in low carbon technologies and carbon price, provided that 
considerable surplus is still left on the market. It should discuss if the options where 
auctioning volumes are brought back on the market during the last year of the phase 3 
will not introduce additional uncertainty and market distortions and undermine business 
confidence in the EU ETS. The report should analyse in more detail impacts on energy 
prices, competitiveness of EU based industries, consumers, as well as potential 
distributional effects on Member States. The report should consider the eventuality that 
changing the auction time profile may have unexpected market consequences and that 
remedial action may need to be taken. It should link the sections on assessment of 
impacts more closely to . each of the options. The report should compare the options 
against the fully developed baseline in terms of effectiveness, efficiency and coherence, 
i t should summarise the economic, environmental and social impacts of each option in a 
comparable manner. 

(3) Clarify monitoring and evaluation arrangements and better present stakeholder 
views. The report should briefly present the monitoring and evaluation arrangements, 
indicating what monitoring indicators will be used to evaluate the extent to which this 
specific action has generated the intended effects. The report should summarise the main 
results of stakeholder consultation and explain how the contributions have been taken 
into account. It should present stakeholder views throughout the report, in particular, 
where they do not support the proposed options. 

Some more technical comments have been transmitted directly to the author DG and are expected to be 
incorporated in the final version of the impact assessment report 
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(D) Procedure and presentation 

The report should be a self standing document, therefore it needs to incorporate the 
essential information jfrom the Staff Working Document on the functioning of the carbon 
market (SWD(2012)234 final). The report should follow more closely the structure 
outlined in the IA guidelines, and in particular add sections on subsidiarity, baseline 
scenario and monitoring. The report should streamline the language making it less 
technical so that it becomes easier to understand for the non-expert reader. 

(E) IAB scrutiny process 

Reference number -

External expertise used No 

Date of IAB meeting 17 October 2012 
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