EUROPEAN COMMISSION
DIRECTORATE-GENERAL ENVIRONMENT
Directorate A - General and international affairs
(19$&OLPDWH&KDQJH

Brussels, 15 February 2001
p:\A2Staff\Peter\ECCP\Record6-final

6800$5<5(&25'2)6,;7+0((7,1*
(&&3:25.,1**5283
-$18$5<

Present: see list attached (as Annex 1)
Chaired by Mr. Jos DELBEKE (Head of Unit DG ENV.A.2)


$GRSWLRQRIDJHQGD
The draft agenda was adopted without amendment.



$GRSWLRQRIUHFRUGRISUHYLRXVPHHWLQJ
The draft record of the fifth meeting of the Working Group was adopted.



)LUVWH[FKDQJHRIYLHZVRQ%DFNJURXQG'RFXPHQW³(OHPHQWVWREHPDGH
FRPSDWLEOH IRU WKH OLQNLQJ RI QDWLRQDO VFKHPHV DQG WKH OLQNLQJ RI QDWLRQDO
VFKHPHVZLWKDQ(8VFKHPH´
The Chairman asked that participants comment whether they thought the items
listed in the Background Document had been properly categorised between Parts
1 (that “must” be co-ordinated) and Part 2 (that it may be desirable – but was not
strictly necessary – to co-ordinate). There was discussion of whether such a
division was appropriate. It was generally agreed that some items should
necessarily be co-ordinated (e. g. denomination of unit of account and registries).
However, there were various opinions on how appropriate it was to co-ordinate
issues in the context of the internal market and to ensure fairness. The taking into
account of the specific circumstances of individual Member States was felt by
some to be essential. A balance needed to be struck between national interests and
circumstances, and the desired degree of simplification of the linked markets.
Finally, it was agreed that some issues did not warrant co-ordination to enable the
linking of separate systems.
It was assumed, for the purposes of the discussion that existing environmental
regulations (like the IPPC Directive) and the “Burden Sharing Agreement” would
remain intact. Furthermore, a strong case was made that the provisions of the
Kyoto Protocol would not be sufficiently complete to impose certain design
choices made within individual schemes, such as whether “domestic” schemes
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should be “upstream” schemes (targeted at importers and producers of fossils
fuels) or “downstream” schemes (targeted at industrial energy consumers).
Similarly, the choice between schemes calculating emissions on a “direct” or
“indirect” basis was not determined by the Kyoto rules, even if the Kyoto
Protocol itself used a “direct” emissions basis for Parties. Furthermore, the Kyoto
Protocol’s rules would not apply before 2008, whereas many “domestic” schemes
would be introduced – and could be linked with others – before then. In this
context, a good case can be made for not relying on “Kyoto” alone to enable
“domestic” schemes to link.
It was also acknowledged that Governments introduce emissions trading schemes
for environmental reasons. Some alignment of rules is necessary because of their
potential impact on the environmental credibility of the various schemes. Such
rules would include those on banking, access to the project mechanisms, as well
as monitoring and compliance.
Whether trading schemes could be voluntary in one jurisdiction and obligatory in
anther did not unduly perturb the linking of schemes. Companies will only trade if
it is their interest to do so. Whether companies were volunteering into a scheme
or obliged to join a scheme, it was their wish to meet their obligations that gave
meaning to the opportunity to trade allowances or credits. As argued in the
Background Paper, the stringency of the targets was not an issued that prevented
the linking of different schemes, although differences in stringency may impact on
perceived fairness. The wish of businesses to avoid complexity and potential
distortions clearly spoke in favour of both simple and co-ordinated – even
harmonised – rules between jurisdictions.
A fairly lengthy discussion took place on the possible additional rules that would
be required to protect environmental credibility in the case that “allowance” (or
“cap and trade”) emissions trading systems and “credit and baseline” emissions
trading systems are combined. In this context it was agreed that trading with
absolute targets was possible under “allowance” or “baseline and credits”
systems, or a combination of the two, whereas relative targets were only possible
under “baseline and credits” trading systems.
There was some debate about the relative costs of the two systems, in which a
distinction was made between the case of absolute and relative targets. Where all
targets are absolute, it was noted that in theory the availability of forward markets
should render “baseline and credit” systems equivalent to “cap and trade” systems
– but the majority opinion was that in practice, “baseline and credit” systems
carried higher transaction costs and restricted liquidity. However, from the
perspective of co-ordinating environmental objectives, there would be little or no
problem in linking the two types of target, provided that all targets were absolute.
Some members were of the opinion that there would be greater difficulty in
linking any system based on absolute targets with “baseline and credit” systems
based on relative targets. Transaction costs could be significant, and mechanisms
along the lines of the UK’s gateway may be necessary.
The final area of discussion was the compatibility of “direct” and “indirect”
emissions computation, as well the combination of “upstream” systems
encompassing all fossil fuels and “downstream” systems encompassing energy
users. Whether the direct/indirect dichotomy was confined to the electricity
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generation sector, or whether it included other sectors like aluminium and cement
was also discussed. It was acknowledged that without specific “rules” or
“conventions”, there was a risk of either double counting reductions or omitting
emissions. This risk warranted further rules that may complicate the linking of
systems working on a different basis. The merits of each were outlined, even if
the discussion was focussed more on the technical difficulties that may arise from
a combination of these alternatives. How efficiently markets functioned, and the
extent to which actual prices (of electricity, in particular) reflected the cost of the
emissions trading was considered relevant.
It was generally agreed that it was not necessary to co-ordinate transitional
incentives, particularly if they had already been subject to state aid scrutiny. Rules
concerning access to project mechanism credits and those on banking and
borrowing were issues that did need to be co-ordinated, even if some felt that they
were not “first order issues”. It was agreed, however, that banking was a desirable
feature whereas borrowing was an undesirable feature of emissions trading
schemes.
To summarise, the Chairman suggested that there was agreement on the need to
co-ordinate the denomination of the units of exchange and registries. A majority
supported the need for co-ordinating system boundaries (“direct”/”indirect”
emissions) and “upstream”/”downstream” systems, and possibly sectoral coverage
in the context of the internal market. It was agreed that similar rules are desirable
on access to project mechanism credits and rules about temporal flexibility,
although authorities might agree these on an DG KRF basis rather than through
establishing “common” provisions. The matter of incentives was a matter that
would be addressed by the application of state aid/competition provisions. Finally,
the paragraph on “nature of targets” would be revised to highlight that the risk of
incompatibility lay rather with the type of target (“relative” or “absolute”) rather
that the type of trading (“allowance” or “baseline and credit”). Monitoring and
compliance was not discussed at this meeting, so this important issue was not
categorised by the Group for the time being.


&RQWLQXDWLRQ RI H[FKDQJH RI YLHZV RQ %DFNJURXQG 'RFXPHQW  UHY 
³2EMHFWLYH VHWWLQJ LQ WKH FRQWH[W RI HPLVVLRQV WUDGLQJ DQG QHJRWLDWHG
DJUHHPHQWV´
Due to lack of time this document was not discussed. Written comments were
requested as soon as possible.



$Q\RWKHUEXVLQHVV
The next meeting will take place on 14 February 2001 (10h00 until 18h00). It will
take place in Room 0/C at the offices of DG Environment:
5, Avenue de Beaulieu, B-1160 Brussels.
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