Background Notes

The European Commission has accepted the NAPs of 8 members countries as of 7th July 2004 (IP/04/862),  but only five have been accepted unconditionally (Denmark, The Netherlands, Ireland, Sweden and Slovenia).   The other three countries (UK, Germany,  and Austria) have plans which have been accepted on the condition that modifications are made before 30th September 2004. 

Referring to the UK plan,  the EU Commission: announced today that it “welcomes the UK plan and considers it to be a sound basis for further discussion”.   While the UK still has to receive approval, it is important to reconsider those issues which might jeopardise, because it is sending the wrong signals,  the full, fair, and least cost approach to ensuring full success of the reduction in carbon emissions. 

As identified in many of the reports about National Allocation Plans, the issue of early action is critical to ensure that plants which have taken early steps to become efficient are not discriminated against compared to those which have not.   This relates to criteria (5) – non-discrimination.   The present UK allocation is based on a historic basis over recent years, but does NOT recognise properly the issue of early action.   This can be readily achieved using a benchmarking approach to check the relative performance of installations against good practice.   Where installations are currently performing above the benchmark i.e. more efficient, less emissions per unit of output (in the case of industry), or per unit of service (e.g. number of students, patients in the case of Universities, Hospitals),  it will be harder for them to make further cuts in emissions than those who have yet to start.   Allocation should take note of such early action in reduction.

It is noteworthy that at least four of the countries for whom complete approval was given on 7th July incorporated, either in part, or in full, a benchmarking approach which addresses the above issue.  Slovenia and Sweden both incorporate some aspects while in the plan from The Netherlands, the calculations multiply the historic emissions by the ratio of the unit efficiency to the benchmark unit efficiency before imposing the sector reduction factor.   In this way, the less efficient plant will be required to reduce their emissions to a greater extent than more efficient ones.    The same is true in the electricity sector in the Danish plan: 

“For electricity production, which accounts for approximately 2/3 of all covered emissions, early action has been accommodated with the use of a sector benchmark as the basis for allocation.  Producers that previously had reduced their emissions will receive relatively more allocation with respect to their allowance needs than producers with higher, specific emissions per installation.”

The UK does not adopt this approach in its NAP and this is a deficiency.   Nor does it appear to consider JI/CDM (Joint Initiatives, Clean Development Mechanisms) as a way forward in the EU Emissions Trading Scheme.  These

While there are deficiencies in the method of distribution of allocations in the UK Plan,  the UK is setting a significantly tougher reduction than most other countries,  and it is important that the UK make representations to the EU Commission to ensure that the costs associated with the scheme do not fall unfairly on the British Economy.   One reason why some countries appear to have a tougher reduction than reality is that they take a baseline year and then inflate the emissions on a so-called “Business as Usual” approach before making the reduction.  This makes their reduction appear much more impressive than reality. 

Some examples:

	Country
	Base year/period
	Base emissions

(Mtonnes)
	Average annual allocation 2005 – 2007

(Mtonnes)
	change

	Austria*
	1998 - 2001
	30.9
	32.9
	+6.5%

	Denmark
	2002
	68.5
	72.5
	+5.8%

	Finland**
	2002
	40.9
	45.5
	See note

	Germany
	2000 - 2002
	501
	499
	-0.4%

	Poland
	2001
	236.2
	286.2
	+21.2%

	Portugal
	2002
	36.4
	38.9
	+6.7%

	Slovenia
	
	
	Industry

Electricity Generation
	-4.2%

-10.6%

	UK
	1998 – 2002

(2002)
	245.9

(252.8)
	226.5
	-7.9%

(-10.4%)


*   Austria estimated that a “business as Usual” emission would be 34.9 Mtonnes in the 2005 – 2007 period and are thus claiming a  5.7%  reduction when in reality this represents an increase on the baseline period.

** Finland’s situation is unusual as in 2003,  emissions were 49 Mtonnes (~20% increase on 2002), and this arose because of the need for substantive electricity generation from fossil fuels because of a severe shortage of hydro power.   The allocation is approximately the mean of 2002 and 2003.

With the exception of Slovenia,  the UK is proposing a much tougher regime but the efforts of the UK could be watered down by over generous allocations elsewhere.    Germany has a very small reduction,  but even allowing for the larger population,  the per capita allocation in Germany is way above that of the UK even allowing for differences in the industrial base.

Question

The UK should be congratulated on setting stiff targets in their EU-ETS NAP,  but what steps will the Government take to ensure that the UK's efforts are not watered down by other countries over generous allocations, and, as the UK Plan has been approved only in provisional form, will steps now be taken to ensure that the UK follows the exemplar lead of  The Netherlands by incorporating a proportion of benchmarking into the allocations to the individual installations?.
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