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Executive summary

Introduction

The challenge of climate change demands a response from all sectors of the economy. Importantly,
action on the part of individuals will be required if greenhouse gas emissions are to be cut to the levels
necessary to avoid the worst consequences of climate change. However, new challenges must be
overcome to achieve a shift in individual behaviour. For example, the public must be engaged with
any new policy and see it as a fair and worthwhile approach. Further, any measure that engages with
the public can also involve complexities associated with interactions on an individual level, which in
turn can bring significant costs. To be successful, however, innovative solutions will be required and
in recent years a number of novel approaches to personal carbon allocation schemes have been
proposed.

One such scheme, called Cap and Share, would require fuel suppliers to surrender tradable
allowances relating to the emissions from the fuel they import. The allowances would be issued freely
to individuals, who would then sell them via intermediaries to the fuel suppliers. This approach would
engage with the public at a fairly simple level, whilst also shielding individuals from the impact of any
fuel price rises occurring as a consequence of the scheme.

Comhar have asked AEA to consider in more detail the design issues concerning the Cap and Share
scheme, and to review the merits of the proposal relative to other personal carbon allocation
approaches and more traditional measures such as carbon taxes and regulation. This report presents
that analysis. A further report will describe economic analysis of the impacts such a scheme could
have, which will be carried out by Cambridge Econometrics.

The Cap and Share proposal

Cap and Share was originally developed by the Foundation for the Economics of Sustainability
(FEASTA) and is a regulatory and economic framework for controlling the use of fossil fuels in relation
to climate stabilisation. Accepting that climate change is a global problem and that there is a need to
cap and reduce GHG emissions globally, the philosophy of Cap and Share maintains that the earth’'s
atmosphere is a fundamental common resource. Consequently, it is argued, each individual should
get an equal share of the benefits from the limited amount of fossil fuels that will have to be burned
and their emissions released into the atmosphere in the period until the atmospheric concentration of
greenhouse gases has been stabilised at a safe level.

Applying the scheme at a national level, a cap would be set by an independent committee and all
adults would receive certificates entitling them to an equal share of the emissions permitted under that
year’s cap. Certificates would then be sold, via banks or post offices, to those companies who import
fossil fuels or extract them from the ground. Each of these primary fossil fuel suppliers would be
required to acquire and surrender certificates equal to the emissions from the use of the fossil fuels
that they introduced into the economy. By capping emissions at the upstream end of the supply
system the price of emissions allowances is built into the price of fossil fuels, which then flows through
the economy. However, whilst carbon intensive products and services become more expensive,
individual consumers obtain an income from the certificates that they sell and are therefore
compensated. Furthermore, the higher the carbon cost the greater the compensation.

The Cap and Share approach is shown simplistically in the diagram on the following page. The red
arrows show the flow of allowances. The blue arrows show the increased costs associated with goods
and services under the scheme and the transfer of money when allowances are sold. For example
the blue line between consumers and primary fossil fuel suppliers indicates an increased price for
fossil fuels.
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Design issues

Scope

The Cap and Share scheme could in principle apply to the whole economy as a means of driving
down emissions in all sectors. However, in practice there would be interactions with existing
measures and it may be desirable to focus on certain emitting sectors.

Outside of the sectors already covered by the EU ETS, emissions from the transport sector represent
the largest growing source of GHGs. Emissions from the transport sector are the fastest growing in
both Ireland’s and Northern Ireland’s economies rising by 160% over the period 1990 — 2005 in Ireland
and by 144% in Northern Ireland over the same period.

These factors suggest that the focus of a Cap and Share scheme should be emissions from the
transport sector. A second further area of potential coverage is domestic use of energy, although the
EUETS does already regulate emissions from the electricity sector.

The benefits of restricting the scheme to the transport sector would be a focused move towards a
more sustainable transport system, a simpler scheme initially and the opportunity for learning before
any further expansion. The advantages of wider initial implementation would be economies of scale
and the opportunity to understand more about the interaction between the scheme and the wider
economy.

There are pros and cons associated with implementing a Republic only scheme compared with a
whole of Ireland Scheme:

. In a Republic-only scheme cross-border effects could be significant. Using the transport sector
as an example, changes in the price differential between Northern Ireland and the Republic of
Ireland initially would reduce fuel tourism and possibly reverse it. However, a scheme applied
to the Republic would need only to interface with the EU Emissions Trading Scheme, which
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covers large industrial emitters and electricity generation, and the cap setting process would
be simpler.

. A Whole Island of Ireland scheme seems feasible taking the example of the establishment of
the Single Electricity Market under the devolved powers of the Northern Ireland Executive.
However, the situation for a whole of Ireland scheme is more complex, since Northern Ireland,
in addition to the EUETS, operates the Climate Change Levy and is planning the Carbon
Reduction Commitment, both regulating the business use of energy. Furthermore,
consideration will have to be given regarding the setting of the cap given different emission
reduction targets as well as the presence of parallel institutions and processes, for example
using the National Insurance number for Northern Ireland in place of the Personal Public
Service (PPS) system as a means of identifying individual participants, discussed below.

Overall, a Republic only scheme would be simpler to implement and we estimate that a reversal in fuel
tourism would not occur before a carbon price of 120/tCO,. It seems preferable therefore to
introduce a Republic only scheme in the first instance, with subsequent consideration to expansion.

Equity

Any trading scheme (or non-trading instrument) has the potential to advantage some participants at
the expense of others. With the Cap and Share scheme these effects would be no more significant
than any other mechanism that places a cost on carbon emissions. Under the proposal lower income
households, on average, would benefit since they have lower than average energy consumption and
would receive emissions certificates worth more than the increased fuel costs they incur. However,
due to variability within income bands, some low income households will be worse off, and may be
less able to find energy savings or absorb increased costs compared with their wealthier counterparts.

Those living in rural communities could also be disadvantaged, relative to those in towns and cities,
because they are likely to need to travel greater distances for basic amenities. They would also have
less access to low carbon public transport alternatives to using a car. Also, the distribution of
certificates to single-person households may not fully compensate them for the increased costs they
would incur.

There are a number of possible ways to address these equity concerns. In keeping with the principle
of equal allocation the preferred approach would be to address these equity concerns through
alternative measures, such as increases in the Children’s Allowance, the domestic heating allowance
or funding for public transport. These measures could be funded through general taxation or through
the auction of a proportion of the emissions allowances. The former would seem preferable since
using income tax for example would be seen to align with the concerns being addressed, whereas
reducing each individual’s allocation would be seen to worsen the issue. A further possibility would be
allocate more to those who would otherwise stand to lose, although this would appear to undermine
the principle of the scheme.

Population coverage

The design of any trading scheme requires certain boundaries to be made, this inevitably leads to
certain participants benefiting in comparison to others. The register of eligible individuals should be
complied through a combination of the electoral roll and the Personal Public Service number system,
to capture the majority of people. Furthermore, however making the scheme self-promoting and
relatively simple to join will be crucial.

There is a question over the treatment of children, since they are consumers of energy but not
necessarily purchasers. Literature regarding personal trading schemes generally suggests not
allocating in full to children (although the principle of equal per capita allocation underpins the Cap and
Share proposal). If there were no full allocation to children consideration would need to be given to
the age at which individuals are considered an adult for the purpose of the scheme. Consideration
should also be given to other mechanisms to support families regarding the increased carbon costs.
Less favoured alternatives would include partial allocation to children or allocation on a household
basis.

Short stay visitors should not be included in the schemes, although long stay residents that register for
a PPS number could be included. If this were the case then consideration would need to be given to
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avoiding exploitation of the scheme by visitors who gain and sell certificates and then promptly leave.
An eligibility period would seem the best way to address this.

Institutional arrangements

A Government body would need to be responsible for setting the framework, the objectives and
dealing with any policy issues. It will be responsible for developing the design aspects and consulting
with other institutions, industry, the public and other interest groups. The department to do this should
be that responsible for climate policy, namely the Department for Environment.

Cap setting could either be carried out by Government or an independent body. In either case,
however, the cap should be consistent with the national budget in the Climate Protection Bill and the
strategy it sets for individual sectors.

The scheme would need to be run by a single administrative body. This would ensure consistent
accountability for all aspects and clarity from the perspective of participants. It would also ensure the
effects of any changes to approach could be managed throughout the process. The Environmental
Protection Agency, as scheme administrator for the EUETS would be the logical choice. It could also
draw on its experience from being responsible for the National Emissions Inventory. The
responsibilities of this body would be to: maintain the register of fuel suppliers; define the standards by
which emissions must be reported and verified and produce guidance documents and; maintain the
trading registry.

In addition to the above activities there would be a number of other functions for which the scheme
administrator must maintain an overview but which may be carried out by other bodies. These would
include: maintaining a list of participating individuals and issuing them with certificates (for which the
Department of Social and Family Affairs would have a role); determination and verification/audit of
emissions (for which Customs and Excise would have a role); market regulation and; training and
capacity building.

Transaction costs

The costs of designing the Cap and Share scheme in relation to other measures is discussed below,
but in general would be lower then the more complex personal carbon allocation options but higher
than introducing a carbon tax. For the Cap and Share scheme the cost of administering the fuel
suppliers is likely to be secondary to the costs associated with issuing certificates to the general
public.

The costs to the members of the public is very sensitive to a number of design issues. Our simple
bottom up estimate, including the value of the people’s time, puts the transaction costs for a system
where certificates are cashed in remotely in the range 8-11% of the value of the certificates. This
range depends on income and assumes an allowance price of 20/tCO, and a bank direct transaction
charge of 5%. At higher carbon prices the cost effectiveness would be better, with transaction costs
around 6-7% for a price of 50/tCO,. However, if participants were required to cash in allowances in
person then the costs could be significantly higher. To minimise transaction costs for individuals to a
level that will be considered acceptable consideration would need to be given to the following:

* Allowing on-line and postal facilities for converting certificates.

e Minimising the amount of material that an individual must understand, possibly making use of
passive media such as television and radio broadcasts.

e Allowing individuals to delegate the authority to cash in allowances.

» Simplifying the requirements on banks and post offices to minimise their costs and the
changes that they may charge for transactions.

e Considering the cost impacts when deciding whether to distribute certificates more frequently
than yearly.

Finally, the administration costs to those industries that would be required to register, trade and
surrender allowances would be small in comparison with the costs to Government and the general
population as a whole.
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Legal aspects

On legal aspects the European Commission is unlikely to prohibit the scheme on the basis of it
constituting State aid, primarily because the scheme as a whole would not give rise to a net benefit to
any commercial undertakings. However, we do identify cases that may have relevance to Cap and
Share where State aid has been upheld. Therefore it is not possible to be fully conclusive on this
issue. Similarly, internal market rules should not be prohibitive.

Cap and Share compared with other measures

The policy options available to deliver emissions reductions vary considerably in their nature, from
personal carbon allocation schemes to taxation to regulation. We have identified a set of key criteria
and assessed each of the main options to gain an understanding of their relative merits. The results
are illustrated in the following figure. Note that in this context equity refers to the extent to which a
mechanism results in a direct cost increase for individuals, since certain sectors may not be able to
accommodate these costs. None of the schemes preferentially target certain groups of individuals for
action therefore equity in this context would not differentiate the options.

Scheme Cost Public Environmental Equity Simplicity
Effectiveness | Engagement Outcome

Personal carbon allocation schemes

Cap and Share

DTQs/TEQs!

PCR?

RAPS?

Ayres Scheme

Sky Trust

Other mechanisms

Carbon Tax

Regulation

Voluntary Schemes

Fuel Excise Duty

! Domestic Tradable Quotas / Tradable Energy Quotas
% personal Carbon Rationing
® Rate All Products and Services
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On the basis of our simple multi-criteria and SWOT analyses the following conclusions can be drawn
with respect to the personal carbon allocation schemes:

e The schemes that treat individuals as an emitting entity (Tradable Energy Quotas, Personal
Carbon Rationing, Rate All Products and Services and the Ayres Scheme) look the least
appealing, because of their complexity and the resulting costs.

e Of those schemes, however, TEQs and PCR are less complex and costly.

+ Most of the schemes can provide individuals on average with full compensation for increased
carbon costs, with the exception being TEQs, which is the only scheme for which all of the
allowances (or the value of them) are not allocated freely to individuals.

e The above suggests that PCR would currently be the favoured approach amongst the options
for which individuals trade allowances. The decision between PCR, say, and the approaches
of Cap and Share and Sky Trust is a balance between the improved public engagement of the
first and the better cost effectiveness and simplicity of the last two. Overall, currently, Cap and
Share and Sky Trust appear favourable to PCR, although we have not assessed the full cost
effectiveness of the last two.

e If Cap and Share and Sky Trust were favoured, the decision between the two is quite finely
balanced. Cap and Share would seem to offer better public engagement although the
resulting costs of engagement at an individual level would probably make it more expensive to
implement than the Sky Trust.

Regarding the non-trading options, a carbon tax or use of fuel excise duty appear preferable to direct
regulation or voluntary schemes on the grounds of cost effectiveness and simplicity. They are also
likely to be simpler and cheaper to implement than the trading approaches and offer the opportunity to
raise revenue to achieve further environmental objectives (such as emissions reductions in non-traded
sectors) that would otherwise have to be generated from other sources. However, overall the lack of
public engagement, uncertainty over environmental outcome and no direct compensation for
individuals mean these non-traded options score less well in our analysis than Cap and Share and
Sky Trust.

Conclusions

Overall, we have highlighted a number of key design issues relating to the Cap and Share scheme,
and suggested possible ways forward. In particular:

e A cautious approach would suggest implementation for the transport sector only in the
Republic, with subsequent consideration to sectoral and geographical expansion.

e The scheme is not inherently inequitable, but measures would be needed to shield the
vulnerable from increased costs. We suggest this be separate from the scheme itself.

e The scheme should be based on the PPS system and electoral role, with consideration given
to the treatment of children. Evidence suggests not allocating to children, although again
consideration will be needed for increasing support to families.

e The roles of various institutions have been defined, with a key element being the scheme
administrator that would have an overview of the whole scheme. We suggest this be the EPA.

e Transaction costs to individuals can be acceptably low, provided they can cash in their
certificates remotely (on-line or by post). We make other suggestions for reducing
transactions costs.

e Of the various personal carbon allocation approaches proposed, Cap and Share and the Sky
Trust currently appear the most favourable.

* Furthermore, the lack of public engagement, uncertainty over environmental outcome and no
direct compensation for individuals mean non-traded options such as a carbon tax and direct
regulation score less well in our analysis than Cap and Share and Sky Trust.
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1 Introduction

The challenge of climate change demands a response from all sectors of the economy. Importantly,
action on the part of individuals will be required if greenhouse gas emissions are to be cut to the levels
necessary to avoid the worst consequences of climate change. However, new challenges must be
overcome to achieve a shift in individual behaviour. For example, the public must be engaged with
any new policy and see it as a fair and worthwhile approach. Further, any measure that engages with
the public can also involve complexities associated with interactions on an individual level, which in
turn can bring significant costs. To be successful, however, innovative solutions will be required and
in recent years a number of novel approaches to personal carbon allocation schemes have been
proposed.

One such scheme, called Cap and Share, would require fuel suppliers to surrender tradable
allowances relating to the emissions from the fuel they import. The allowances would be issued freely
to individuals, who would then sell them via intermediaries to the fuel suppliers. This approach would
engage with the public at a fairly simple level, whilst also shielding individuals from the impact of any
fuel price rises occurring as a consequence of the scheme.

Comhar have asked AEA to consider in more detail the design issues concerning the Cap and Share
scheme, and to review the merits of the proposal relative to other personal carbon allocation
approaches and more traditional measures such as carbon taxes and regulation. This report presents
that analysis. A further report will describe economic analysis of the impacts such a scheme could
have, which will be carried out by Cambridge Econometrics.

This report is divided into 4 main sections:

e Section 2 reviews experience with other emissions regulation, principally the EU Emissions
Trading Scheme, to identify issues important to the scope of a Cap and Share Scheme and
any lessons that could apply.

e Section 3 reviews the Cap and Share proposal along with other suggested personal carbon
allocation schemes. It assesses the options against key criteria and develops a SWOT
analysis.

e Section 4 reviews non-trading options following the same methodology as Section 3.

e Section 5 reviews the main design issues relating to the Cap and Share proposal. Where

possible it makes suggestions on ways forward where there are choices to be made and
highlights possible solutions to concerns that might remain.

AEA Energy & Environment 1
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2 Review of scope

The implementation of a trading scheme such as the Cap and Share scheme must take account of
pre-existing systems in place. Firstly, to establish if the proposed system is required and, secondly, to
determine what sectors of the economy the new scheme should target. In this context, the following
Sections 2.1 — 2.4 discuss the scope of the European Union Emissions Trading Scheme in Ireland, in
terms of the sectors covered by it and the importance of those sectors compared with the total
Ireland’s overall greenhouse gas emissions. Finally, Section 2.5 discusses other extant policies and
regulations with which a new scheme must also interact.

2.1 EUETS scope

The European Union Emission Trading scheme (EU ETS) has been designed in three phases. It
commenced on 1 January 2005 with Phase | of the scheme that ran from 2005 to 2007 Phase I
began on 1 January 2008 and will run until 2012. The EU ETS covers power generation, cement,
glass, ceramics, and pulp and paper, which are termed “trading sectors”. Additionally, the scheme
covers emissions from large combustion installations, (larger than 20 MW nerma), commonly found in
the food processing and pharmaceutical industries for example. Operators of installations that are
covered by the scheme are obliged to monitor and report emissions of greenhouse gases (GHGS)
from that installation and to surrender allowances for the volume of those emissions.

To date allocations of allowances to those sectors and installations covered by the scheme have
principally been made on the basis of past emissions, discounted to meet Kyoto targets. Prior to the
commencement of each Phase of the scheme, Member States have been required to submit a
National Allocation Plan (NAP), detailing the allocation of allowances over that period, for approval by
the European Commission. In Section 2.2, the allocation of allowances in the Republic of Ireland and
Northern Ireland will be discussed in the context of establishing the sectoral coverage of the
Community trading scheme.

Directive 2003/87/EC, which established the EU ETS also set out the requirement for a review of the
scheme. In 2006, the Commission published a Communication that established a review process and
committed to produce a legislative proposal in 2007. The Commission’s review of the EU ETS
reported in January 2008 with implications for the future scope of Phase Ill and relevant proposals
from that review are considered in Section 2.3.

2.2 EUETS Iin Ireland

The allocation of allowances to installations in the Republic of Ireland is covered by Ireland’s National
Allocation Plan (NAP), which is administered by Ireland’s Environmental Protection Agency (EPA). For
those installations in Northern Ireland that qualify for the EU ETS, allowances are allocated according
to the UK NAP, administered by the Department for Environment, Food and Rural Affairs.

2.2.1 Republic of Ireland

Ireland’s NAP for 2008 to 2012" (Phase Il of the EU ETS) was notified to the EU Commission in July
2006. The intended total quantity of allowances for this period was given as 22.638 Mt CO, equivalent
per year. The Commission gave their approval to the plan as submitted, subject to 5 amendments,
including a reduction to the overall quantity of allowances allocated®. Following a request from Ireland
for further clarification of their decision, the EU Commission issued a revised decision in July 2007, in
which the reduction to the overall quantity of allowances allocated was lessened. The total quantity of
allowances to be allocated by Ireland is now 22.262 Mt CO, eq. per annum, which amounts to 31% of

! Environmental Protection Agency, Ireland’s National Allocation Plan 2008 — 2012, 12 July 2006. See:
http://lwww.epa.ie/downloads/pubs/air/etu/epa_ireland_nap_2008-2012.pdf

2 Commission Decision of 20November 2006 concerning the national allocation plan of greenhouse gas emission
allowance notified by Ireland in accordance with Directive 2003/87/EC of the European Parliament and of the
Council.
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the projected national GHG emissions over that period, taking into account existing GHG reduction
measures.

The Commission’s decision, in response to the first submission of Ireland’s Phase 1l NAP, to reduce
the total allocation of allowances was due to Commission’s opinion that Ireland’s forecasted growth of
transport sector emissions was overly conservative. Therefore, the proposed allocation of allowances
to sectors within the Community trading scheme, based in part on that forecast, did not comply with
Ireland’s reduction commitment under the Kyoto Protocol.

There are 112 installations within the Republic of Ireland that qualify for the EU ETS. Table XX shows
the distribution of the allowances to these installations grouped into three sectors; power generation,
cement and general (covering all other types of installations). The power generation sector is clearly
the largest sector followed by cement and then all the remaining summed together. The largest
sectors within the ‘general’ classification are aluminium and food processing, but it also includes
breweries, brick manufacturers, pharmaceutical companies, universities, and hospitals. In addition,
there are two oil companies whose operations in Ireland are covered by the EU ETS; Marathon Oil,
which is the operator of the Kinsale Head Gas Field, and, Conoco Phillips, operators of the Whitegate
refinery in County Cork.

Table 2.1: Ireland’s proposed average annual sector allocations for 2008 — 2012,

Sector Incumbent Allocation Proportion (%)
Power generation 13,080,316 64.6
Cement 3,867,237 19.1
General 3,295,484 16.3
Total 20,098,766 -

Under a “De-minimis Threshold Rule” within Ireland’s NAP, installations that only satisfy the
20MW4ema EU ETS inclusion criteria as a result of aggregating very small emission sources (under
3MWiema)) have been excluded from the provisional NAP. However, the operators of these
installations can request to remain within the scheme.

New entrants to the scheme will be allocated allowances from a New Entrant Set-Aside and no
allocation will be proportionately greater than that which the existing installations in the same sector
were allocated, nor will an allocation be greater than 87% of projected emissions. A set-aside will also
exist for new high efficiency CHP, the allowances for this set-aside will be taken from the Power
generation sector allocation.

The Irish Government intends to purchase a maximum of 18.035 million allowances through the Kyoto
Protocol flexible mechanisms, emissions reduction units (ERUS) or certified emissions reduction units
(CERS), for which the National Development Plane 2007-2013 provides the sum of 270 million.
Across the different sectors, the use of ERUs and CERs is limited to 11% of the allocation to each
installation for Power generation and the Cement sector, and 5% of the allocation to each installation
in the General sector.

2.2.2 Northern Ireland

The UK’s Phase Il NAP was approved by the Commission on 29 November 2006°. Twenty three
installations from Northern Ireland are included in that plan amounting to a total emission of 5.7 million

® Environmental Protection Agency, Ireland’s National Allocation Plan 2008 — 2012: As notified to the Commission
prior to Final allocation Decision, October 2007. See:
http://lwww.epa.ie/downloads/pubs/air/etu/nap2%20january%202008.pdf

Commission decision of 29 November 2006 concerning the national allocation plan for the allocation of
greenhouse gas emission allowances notified by the United Kingdom in accordance with Directive 2003/87/EC of
the European Parliament and of the Council. See:
http://ec.europa.eu/environment/climat/pdf/nap2006/20061128_uk_nap_uk.pdf
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tonnes of CO,. Power Generation represents almost 80% of those emissions and Cement
manufacturing 14% (Table 2.2).

As is the case in the Republic of Ireland, a voluntary de minimis threshold has been included in the
UK'’s Phase Il NAP; combustion units less than 3MW would be excluded from the calculation of
aggregated installed capacity, units equal to or greater than that value would be included. If, using this
threshold, the aggregated units exceed 20MW, all units would be included.

A New Entrant Reserve of allowances for installations that start or extend operations between 2008
and 2012. Emissions projections for each sector within the UK’s Phase Il NAP take account of growth,
including provision for new entrants, as the output growth assumptions reflect the demand for a
particular product irrespective of whether it is produced by new entrant of an existing installation.
Contributions to the NER in each sector are deducted from the total allocation to that sector before
distributing the remainder to existing installations.

The UK government forecasts that it is on course to emit less than its Kyoto Protocol target. It is
therefore not intended that any use will be made of flexible mechanisms by the Government. The use
of Kyoto project credits, CERs or ERUs, by installations is limited to 8% of the free allocation to each.
This percentage limit amounts to approximately two thirds of the ‘effort’ required by UK installations in
Phase I, where effort is calculated as the difference between projected business as usual emissions
and the total allocation of allowances®.

Table 2.2: Annual allocations to installations in NI grouped by sector®.

Number of Allocation
SEEE Installations | (tCO,/year)
Cement 2 792490
Chemicals 1 116209
Glass 1 106592
Other Electricity Producers 1 12079
Others B 1 60174
Ceramics 1 24333
Services 3 41998
Others C 2 37677
Pulp & Paper 1 14811
Large Electricity Producers 3 4401506
Food and Drink 7 93610
Total 23 5701479

2.3 The EU ETS review

On 23" January 2008 the European Commission proposed a Directive amending Directive
2003/87/EC’. Although a comprehensive review of the EU ETS is beyond the scope of this report,
some of the relevant proposals from the Directive are presented below.

i. The scope of the scheme will be expanded to cover:
a. CO, emissions from petrochemicals, ammonia and aluminium sectors;
b. N,O emissions from production of nitric, adipic and glyoxalic acid;
c. PFC emissions from the aluminium sector.

® Defra, EU Emissions Trading Scheme Approved Phase Il National Allocation Plan 2008 — 2012, 2007. See:
Qttp://www.defra.gov.uk/environment/climatechange/trading/eu/phase2/pdf/nap-phase2.pdf

Ibid.
7 COM(2008)16 final, 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, SEC(2008) 52 + 53, SEC(2008)85, January 2008.
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ii. Installations with a combustion capacity above 20MWema Can be excluded if they have a
capacity less than 25 MW and annual emissions less than 10,000 tCO,.

iii. GHG emissions from road transport and shipping are not to be included and a comprehensive
cost-benefit analysis is deemed necessary, in order to allow the Commission to decide on
whether emissions trading is the most appropriate means to deal with these issues.

iv. The definition of combustion installation will be codified and will cover all stationary
combustion apparatuses resulting in the release of greenhouse gases.

v. An EU-wide cap should be determined in the Directive and there should be an 8-year trading
period to 2020 and a linear reduction in the cap to that point. The Directive should provide for
automatic and predictable adjustments to the cap upon conclusion of an international
agreement.

vi. The EU ETS should be able to link to other mandatory emissions trading systems capping
absolute emissions.

vii. Auctioning should be the basic principle for allocation and should be applied to different
sectors over different timescales. Of the allowances to be auctioned, 90% will be distributed to
member states in proportion to 2005 emissions and the remaining 10% will be distributed
according to per-capita income. A percentage of the revenue from auctioning allowances
should be used to reduce greenhouse gas emissions, to adapt to climate change, for measure
to avoid deforestation and for addressing social impacts such as increases in electricity prices
in lower and middle income homes.

The inclusion of CO, emissions from the petrochemical, ammonia and aluminium sectors reinforces
industrial sector coverage under the EU ETS. Within Ireland, the aluminium sector is mainly engaged
in refining bauxite to alumina, which does not cause PFC emissions, therefore this expansion of scope
will not affect Ireland significantlys. Defining de minimis criteria will make it easier for small installations
to opt out of the EU ETS but the criteria already in place in Ireland’s and the UK’s Phase Il NAP mean
that small installations within Ireland and Northern Ireland already had the option to be excluded from
the EU ETS. Setting an EU wide cap within the directive and defining a linear decline of that value to
2020 sends a clear, long-term signal about the pressures that will be experienced by those sectors
included within the EU ETS.

Establishing auctioning as the principle for allocation sets a precedent for allocation methodologies in
trading schemes. Of equal importance is the proposal to recycle auction revenues to aid greenhouse
gas abatement efforts but also to address potential social imbalances in the impacts of the EU ETS.

The decision not to include surface transport emissions in the EU ETS is important for the scope of a
personal trading scheme because transport shows the most significant growth of any sector in Ireland,
as is discussed in the following section.

8 US EPA data on PFC emissions from primary aluminium production.
http://lwww.epa.gov/methane/excel/AppendixD9_PFC_Primary_Aluminum_Tech_Adoption.xls
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