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Second Phase of EUTS Results in reduction in emissions permitted in UK
The EU Emissions Trading Scheme is the cornerstone 
of a Europe-wide drive to reduce emissions from 
highly energy intensive sectors. It currently covers 
around 11,000 installations across Europe, and 
companies in the scheme in the UK account for some 
45% of UK carbon dioxide emissions.  
 
We are now in the second year of the first phase of the 
Scheme. The results from year 1 have provided a first 
opportunity to judge allocation against emissions and 
most Member States’ caps for Phase 1 do not provide 
the scarcity the scheme demands. The UK cap was 
245 million tonnes, and our system has worked well. 
The Government imposed the short fall in allowances 
on the Electricity Supply Industry and all other sectors 
were allocated according to need. And, as intended, 
all but the electricity supply sector are living within 
their allocations. 
 
The Commission has used the information from the 
first phase to assess what Member States caps should 
be for Phase II and set out indicative figures that 
require substantial cuts from most Member States. 
Phase I was in many ways a trial period. Phase II 
coincides with the first Kyoto period (2008-12) and 
States which do not take the measures necessary 
within this period to reach their Kyoto targets will 
either have to purchase Kyoto allowances and credits 
from other States or will face penalties for missing 
targets. 
 
In March, in our consultation on the draft National 
Allocation Plan, we set out a range of UK reductions 
of emissions during Phase 2, from 3 million tonnes of 
carbon to 8 million tonnes. At the time of consultation 
this was equivalent to a cap of 234-252 million 
allowances a year, representing 234 - 252 million 
tonnes of CO2. 
 
There have been important changes since we 
published the draft National Allocation Plan. Our 
projections for emissions in 2010 have risen by 3 
million tonnes of carbon for the UK as a whole, and 
by 1.1 million tonnes of carbon for the installations 
covered by the EU Emissions Trading Scheme. 
 
In these circumstances, we believe it is essential to 
make the maximum effort consistent with the range on 
which we consulted, in other words reductions of 8 
million tonnes of Carbon per year below business as 
usual, equivalent to a reduction of 29.3 Million tonnes 

CO2. This is now, since the change in projections, 
equivalent to an annual total allocation of 238 million 
allowances to UK installations covered by the Scheme 
in Phase 1. These figures may change slightly to 
reflect the expansion of the scheme and removal of 
those installations that emit the smallest amounts of 
CO2. 
 
We have looked carefully at the possible effects on 
business and consumers before making our final 
decision. Our intention is that for industrial sectors, 
which includes those most open to international 
competition, allocations should continue to be on the 
basis of need. In respect of electricity supply, 
however, the sector is mainly insulated from 
international competition and this sector’s allowances 
could therefore be set at a lower level, and be subject 
to auctioning. 
 
http://www.dti.gov.uk/pressroom/news/page31235.ht
ml
 
EU Market Volatility Explained 
 
On May 15, after two weeks of waiting and numerous 
statements concerning the compliance of nine 
countries, the European Commission made public the 
2005 emissions of installations for twenty-one of the 
twenty-five member States, as four countries still do 
not have an operational register. For these twenty-one 
countries, owning 88% of the European allowances, 
the market proved to be long overall by 62.8 Mt. 
These surplus allowances represent only 3.4 %, which 
is less than initially projected.  
 
The allowance price reacted very strongly to the 
anticipated disclosure of compliance data by some 
countries. Within ten days, nine of the twenty-one 
countries reported their overall positions before the 
official deadline of May 15: the allowance spot price 
dropped by 65 % between April 24 and May 12, and 
the price of the 2008 contract fell by 42 %. This 
decline must also be considered in the context of 
international financial markets, where investors turned 
away from numerous commodities considered “risky”.  
 
Since May 15, and for the first time since the market 
was created, players had common access to the carbon 
emissions data of installations, which resulted in a 
partial recovery in prices. The spot price rebounded 

http://www.dti.gov.uk/pressroom/news/page31235.html
http://www.dti.gov.uk/pressroom/news/page31235.html
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almost 50 % from its lowest level, and the price of the 
2008 contract recovered by 25 %. Short traders were 
still able to buy the allowances they needed to certify 
their first compliance, and other traders took 
advantage of low prices to ensure their second 
compliance. Symmetrically, the structurally long 
traders had an incentive to wait for a recovery in 
prices to sell their allowances. However, the 
disclosure of compliance data did not give the market 
sufficient information to limit its instability.  
 
Price volatility in late May was significantly greater 
than observed over the first eleven months. The 
compliance figures reflect sharp disparities among 
countries and sectors: according to our initial 
estimates in the 5 largest countries (excluding 
Poland), representing more than 65% of the first 
period allowances cap, the electric power sector was 
short overall by 7 %, i.e. 45 Mt, principally in the 
United Kingdom and in Italy. The steel sector was 
long by 38 %, i.e. 35 Mt, essentially in Italy and in 
Germany. The oil sector was long by 16 %, i.e. 15 Mt, 
mainly in Germany.  
 
These different positions among countries and sectors 
may fuel certain tensions in the present preparation of 
the second national allocation plan. Finally we can 
derive two major lessons from this first experience in 
the compliance verification. On the operational level, 
the operation has been successful. More than 95 % of 
the 9,420 installations in question have in fact 
measured and declared their actual 2005 emissions 
last April 30, the market reacting to this information. 
On the level of the information communicated to the 
market, improvements still have to be made both in 
the publication process and in the clearness of the 
information published. It is essential to provide 
uncontested data on emissions, and we can only hope 
for the future greater transparency and harmonization 
between countries in their methods of reporting. 

  

EPA Announces Major Coal Mine 
Methane Power Plant 
 

With direct assistance from EPA and other federal 
partners, U.S.-based engine manufacturer Caterpillar 
Inc. has landed a $58 million contract from China to 
supply the power generation equipment for the world's 
largest power plant fueled by coal mine methane. This 
project is the result of collaborative efforts between 
the public and private sectors through the Methane to 
Markets Partnership, a U.S.-led initiative that now 
includes 17 partner countries, including China. 
 
"Pollution knows no political boundaries, and in the 
U.S., we recognize that our environmental 
responsibility does not stop at our borders," said 
William L. Wehrum, EPA acting assistant 
administrator for Air and Radiation. "President Bush 
and EPA are committed to being a good global 
neighbor by exporting America's environmental 
successes to our international partners. By taking 
methane waste and turning it into wealth, China is 
helping us prove that doing what's good for the 
environment is also good for the economy." 
 
The power plant will produce 120 megawatts of 
electricity from coalbed and coal mine methane from 
the Sihe mine, in addition to exhaust gas heat that will 
be recovered to produce usable hot water and steam 
for the mining operations. Once the project has been 
completed, an estimated 4.5 million tons of carbon 
dioxide equivalent emissions will be avoided each 
year. This is equal to emissions from one million cars 
annually. 
 
This project not only supports the goals of the 
Methane to Markets Partnership but also the Asia-
Pacific Partnership on Clean Development and 
Climate, of which China and the U.S. are members. 
The Asia-Pacific Partnership, which was started 
earlier this year, promotes energy security, cuts in air 
pollution and the reduction of global greenhouse gas 
emissions. 
 
The Methane to Markets Partnership was launched in 
November 2004 to advance cost-effective, near-term 
methane recovery and use as a source of clean energy. 
Methane is a greenhouse gas that can be used as a 
clean energy source. 
 
The U.S. Government is committing up to $53 million 
over the next five years to support the Methane to 
Markets Partnership. EPA has helped to facilitate this 
and other coal mine methane projects in China 
through support of the coalbed and coal mine methane 
clearinghouse in China, which serves as a focal point 
for international and domestic investors and project 
developers. 
 
More information about the Methane to Markets 
Partnership: 
http://www.epa.gov/methanetomarkets
 

http://www.epa.gov/methanetomarkets
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Contact Details 
 
Terry Quilty ph 64 21 310 430  
  fax 64 9 920 1093 

skype terryquilty 
  email terry.quilty@eitg.co.nz 
 
Richard Hayes ph 64 21 310 301 
  fax 64 9 920 1093 
  skype richardshayes 
  email  richard.hayes@eitg.co.nz 
 
Simon Baillieu ph 27 82 558 9616 
  skype sbaillieu 
  email simon.baillieu@eitg.co.nz
 
 
‘Carbon Monitor’ is a client service of EITG.  
EITG develops, facilitates and engineers Carbon Mitigation 
projects and strategies.  
 
EITG corporate advisory provides high-level briefings and 
advice on building robust responses to emerging regulatory 
structures. 
 
EITG is part of an international consortium with representation 
in Asia/Pacific, UK, USA and South Africa 
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