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(A) Context 

The ETS Directive (2003/87/EC) defines the potential risk of carbon leakage as an 
increase in greenhouse gas (GHG) emissions in third countries where industry is not 
subject to comparable carbon constraints as in the EU. To diminish this risk, the ETS 
Directive foresees free allocation to all industry, and a higher level of free allocation for 
sectors on the 'carbon leakage list'. The first such list was established in 2009 and expires 
in 2014. A new list has to be determined for the period 2015-2019. The ETS Directive 
contains criteria to determine this list (i.e. carbon cost and trade intensity), but not all 
methodological elements for the calculations are yet defined (i.e. auctioning factor, 
carbon price, emission factor for electricity production and trade intensity). The problem 
to be tackled is to precisely define these methodological elements to implement with 
highest possible accuracy the ETS Directive criteria, while taking into account new data 
available. Since allowances not allocated for free to industry are auctioned, and the 
revenues from auctioning go to Member States, the list directly affects industries covered 
by the EU ETS, as well as Member States' budgets. 

(B) Overall opinion: POSITIVE 

The report has been improved to a substantial extent in line with the Boards 
recommendations, but would benefit from further work in a number of respects. 
Firstly, it should still better explain how the carbon leakage list relates to other 
relevant initiatives, such as the 2030 Climate and Energy Framework and the ETS 
structural measures. It should then present a more elaborated baseline scenario 
explaining how the situation is going to evolve without changing the parameters to 
calculate carbon cost or trade intensity. This should be based on a better description 
of how the qualitative assessments were carried out for the previous list. Secondly, 
the report should assess the impacts on competitiveness, investment and 
employment of the main sectors no longer included as compared to the 2009 list 
under different option packages. It should assess for all option packages the 
distributional impacts between (i) free allocation to industry and auction revenues, 
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and between (ii) the sectors included in the carbon leakage list and those not 
included. Thirdly, the report should make greater effort in comparing the options, 
in particular assessing their effectiveness against the specific objectives. It should 
list the core monitoring indicators which would allow for an assessment of whether 
the measure has achieved its intended effects. 

(C) Main recommendations for improvements 

(1) Strengthen the problem definition and baseline scenario. The report should 
discuss if the envisaged ETS structural measures that might affect the functioning of the 
EU ETS throughout 2015-2019 and the 2030 Climate and Energy Framework will 
influence the impacts of the new carbon leakage list, even though precise impacts are 
hard to quantify. While the report highlights the problems encountered due to the lack of 
harmonised methodology for qualitative assessment, it should provide more information 
on how these qualitative assessments were carried out in practice for the previous list. In 
presenting the baseline scenario, the report should elaborate upon how the situation is 
going to evolve without changing parameters to calculate carbon cost or trade intensity, 
e.g. with regards to the competitiveness of EU industry, risk of carbon leakage and 
incentives for emission reductions. 

(2) Better assess the impacts, particularly on critical sectors. The report should the 
assess the impacts on the main sectors taken off the carbon leakage list under different 
option packages in terms of the competitiveness of the value chain, risks of investments 
being shifted to non-EU countries, and in terms of employment. It should assess for all 
option packages the distributional impacts between (i) the free allocation to industry and 
auction revenues, and between (ii) the sectors included in the carbon leakage list and 
those not included. The report should explain if the possible revision of the cross-sectoral 
correction factor differs significantly under the different option packages. It should better 
assess the potential for a distortion of competition among sectors that are on and off the 
carbon leakage list, for example, where their products could be considered close 
substitutes. The report should also consider the risk of overcompensation for industrial 
sectors originating from measures like the Energy Taxation Directive or the transitional 
free allocation provision for electricity sector as well as surplus allowances which 
industry holds from previous trading periods. 

(3) Better compare the options. The report should compare the option packages against 
a baseline scenario, as currently it is unclear how, or in comparison to what, the 
"baseline" (option package 1) is scored. In comparing the options for effectiveness, the 
report should not only explain how they reach the operational objectives of accuracy, 
latest available data and lessons learnt, but also the specific ones, i.e. addressing 
competitiveness concerns of industry, diminishing the potential risk of carbon leakage, 
incentivising emission reductions and transition to a low carbon economy and avoiding 
over-compensation. In doing so, it should explain why option packages based on the new 
reference scenario (option packages 5 and 6) are considered less effective (reflecting the 
new data and the lessons learnt) than option packages based on projections (option 
packages 3 and 4). 

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 distinguish between the assessment of impacts and comparison of 
options. For presentational clarity, it should present in the beginning of the impacts 
chapter which sectors are included under the different option packages (i.e. table 13) as 
they are referred to throughout the assessment. When explaining the difference between 
the 2009 carbon leakage list and the new list, the Annex VI should indicate where only 
insufficient data is available (e.g. empty cells), which sectors can be considered as 
borderline (e.g. 29,8ΰ/ο for trade intensity) and why for some sectors precise values are 
not indicated (e.g. <5%). 

(E) IAB scrutiny process 

Reference number 2013/CLIMA/014 

External expertise used No 

Date of IAB meeting Written procedure 
This opinion concerns a resubmitted draft IA report. 
The first opinion was issued on 8 November 2013. 
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