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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: NEGATIVE 

The report needs to be significantly improved in a number of important respects. 
Firstly, it should better explain how the carbon leakage list relates to other relevant 
initiatives, such as the 2030 Climate and Energy Framework, the ETS structural 
measures or a new international climate agreement. It should clarify how the issue of 
avoiding overcompensation is reflected in the specific objectives of this initiative. 
Secondly, the report should better explain the content of the options and the process 
of the qualitative assessment, clarifying when this will be carried out, by whom and 
explaining which sectors will be eligible. Thirdly, the report should assess for each 
option the competitiveness, investment and employment impacts on the main sectors 
no longer included as compared to the 2009 list, as well as any distributional impacts 
between sectors included in the carbon leakage list and those that are excluded. The 
report should clarify the magnitude of the trade-off between the size of the carbon 
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leakage list and the auction revenues available to Member States. It should assess the 
risk of overcompensation for indirect emissions given other initiatives (such as the 
ETS state aid guidelines) and the existing surplus of allowances for some sectors 
which allows compensating for some EU ETS costs. Fourthly, it should better explain 
the design of the option packages and indicate which ones are supported by different 
stakeholder groups. Finally, operational monitoring and evaluation arrangements 
should be set up. 

Given the nature of these concerns, the IAB requests DG CLIMA to submit a revised 
version of the IA report on which it will issue a new opinion. 

(C) Main recommendations for improvements 

(1) Better explain the policy context and clarify the objectives. The report should briefly 
discuss how other upcoming initiatives, such as the 2030 Climate and Energy Framework, 
the ETS structural measures or a new international climate agreement may affect the risk of 
carbon leakage. It should better present the link between the list and the Benchmarking 
Decision, in order to illustrate how the size of the list affects the cross-sectoral correction 
factor and the level of free allocation for sectors, depending on whether or not they feature 
on the list. Moreover, it should explain in greater detail how the qualitative assessments 
were carried out for the previous list and what specific problems were encountered. The 
report should substantiate, with estimates for different sectors, the statement that carbon 
costs constitute a very small part of industries' costs, and provide an estimate of the surplus 
of allowances carried over by different sectors from the previous period. It should develop 
a more complete baseline scenario, taking into account where possible, actions decided by 
third countries, recent trends and likely changes to the causes of those trends (e.g. 
operational and technology innovations induced by EU ETS are diffused beyond the EU in 
third countries). Furthermore, it should clarify how the objective of creating the best 
regulatory framework which incentivises emission reductions, whilst at the same time 
addressing the competitiveness concerns of industry, is translated into the specific 
objectives. In particular it should explain how the issue of avoiding overcompensation is 
reflected in the (specific) objectives of this initiative. 

(2) Better explain the content of the options and the process of the qualitative 
assessment. The report should better explain the content of the options, in particular why 
the threshold of 0.15% of industrial ETS emissions was chosen to calculate the sectoral 
auctioning factors, and whether the backloading proposal, the forthcoming 2030 framework 
and the ETS structural measures, are included in any of the carbon price scenarios (and if 
so, how?). Concerning the qualitative assessment, it should explain (i) when it will be done, 
(ii) by whom, (iii) which sectors not meeting the quantitative criteria would be eligible, (iv) 
whether there is any flexibility as regards its application (possibility to use other 
methodologies) and should new information show that there is a carbon leakage risk and 
(v) why no alternatives were proposed, concerning the nine indicators for qualitative 
assessment framework. 

(3) Better assess impacts, particularly on critical sectors. The report should clarify the 
changes in the sectors included in the list under different option packages compared to the 
2009 list, and explain which sectors are 'borderline' or for which there is insufficient data 
available. It should then assess the impacts on the main sectors (and, where relevant, on 
subsectors) no longer included in the list, in terms of the competitiveness of the value 
chain, risks of investments being shifted to non-EU countries, and in terms of employment. 
The report should also assess the distributional impacts between (i) free allocation to 
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industry and auction revenues, and between (ii) the sectors included in the carbon leakage 
list and those not included. In doing so, it should clarify the magnitude of the trade-off 
between the size of the carbon leakage list, under the different option packages, and the 
auction revenues available to Member States. In addition, it should discuss the impacts on 
sectors not included in the list, for example, when a cross sectoral correction factor needs to 
be used due to the large size of the carbon leakage list. It should also discuss if there is any 
potential for a distortion of competition among sectors that are on and off the carbon 
leakage list. The report should assess the risk of overcompensation for indirect emissions in 
any of the sectors as a result of the possibilities for Member States to compensate some of 
the indirect costs through other measures (e.g. ETS State aid guidelines, Energy Taxation 
Directive, transitional free allocation for electricity sector) or in cases where businesses still 
have an existing surplus of allowances from previous trading periods. It should better 
assess the administrative burden of different option packages. Finally, the list of sectors 
presented in Annex V should show on the basis of which criteria sectors are included or 
excluded, following the example of the 2009 Impact Assessment. 

(4) Better compare options. The report should better explain the design of the option 
packages and indicate which are supported by different categories of stakeholders. It should 
compare the option packages, in terms of effectiveness and efficiency, against a baseline 
scenario with a score set to zero. The report should better explain how the particular scores 
were assigned to the different packages. 

(5) Develop monitoring and evaluation arrangements. The report should list the core 
monitoring indicators which would allow for an assessment of whether the measure has 
achieved its intended effects, and briefly describe how the data needed for monitoring will 
be collected. It should describe the timing, main focus and purpose of the evaluation of this 
initiative. 

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. 

(D) Procedure and presentation 
The report should be made more accessible for the non-expert reader. Technical terms 
should be better explained in the relevant context and presented in a glossary. The report 
should better describe in an annex (i) the methodology used for calculating the auctioning 
factors, the share of the industrial Gross Value Added and of the industrial emissions 
covered and (ii) how the carbon price for the new reference scenario was modelled. 

(E) IAB scrutiny process 

Reference number 2013/CLIMA/014 

External expertise used No 

Date of IAB meeting 06 November 2013 
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