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Implementing act on free allocation
adjustments due to activity level changes

[ Fields marked with * are mandatory. }

Introduction

The revised EU ETS Directive[1] establishes that free allocation to industry will continue after 2020 as
long as no comparable efforts are undertaken in other major economies.

Free allocation[2] is thus a transitional measure foreseen to address the risk of carbon leakage which is
defined as the risk of an increase in global emissions following relocation of industry due to climate
policies to third countries with no or limited carbon constraints.

In order to implement free allocation for the 4th trading period of the EU ETS from 2021 to 2030, the
Commission needs to develop a series of regulatory acts. One of these acts will focus on the rules for
adjusting free allocation due to activity level changes.

While the revised EU ETS Directive establishes the main rules for adjusting free allocation to activity level
changes, more detailed implementation requirements need to be determined. The Directive establishes
that the level of free allocation will be adjusted, as appropriate, if activity levels change by more than 15%
evaluated on a rolling average of two years.

The Directive adds, that in order to implement this provision, the Commission may adopt implementing acts
defining further provisions for the adjustments of the level of free allocations given to installations whose
operations have increased or decreased. In particular, the Commission should be able to consider further
measures to be put in place, such as the use of absolute thresholds regarding the changes to allocations,
or with respect to the deadline that applies to the notification of changes in production. Furthermore,
manipulation or abuse of the system should be prevented and any undue administrative burden should be
avoided.

In this context, this consultation seeks the views of the stakeholders on the issues that remain to be
decided before the Commission can determine the rules to be applied to adjustments to free allocation
due to activity level changes for the period 2021 to 2030. The results of this consultation will be analysed,
published and incorporated in the Staff Working Document that will accompany the implementing act on
allocation changes due to activity level changes.

Wherever possible, it would be useful if stakeholders provide references to concrete evidence and facts in
support of their answers.



[1] Directive (EU) 2018/410 of the European Parliament and of the Council amending Directive 2003/87/EC
to enhance cost-effective emission reductions and low-carbon investments. OJ L 76, 19.3.2018, p. 3.
[2] https://ec.europa.eu/clima/policies/ets/allowances_en
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Questions

This section includes general questions related fo the aajustments o free allocation aue fo activity leve/

changes.

Article 10a of the revised ETS Directive establishes that the level of free allocations given to installations
shall be adjusted in case the operations have increased or decreased by more than 15 % compared to
the level initially used to determine the free allocation assessed on the basis of a rolling average of two
years. In addition, other elements of the allocation adjustments need to be determined.

1. Which of the following options do you consider preferable for an adjustment to allocation due to activity

level changes per sub-installation?


https://ec.europa.eu/info/law/better-regulation/specific-privacy-statement_en

a. For changes in activity level of more than 15%, the allocation should be adjusted proportionally to the
actual change; i.e. an increase/decrease of activity by 19% would lead to an adjustment of 19% of
allocation;

[Tl b. Afirst allocation adjustment should be applied for a 15% increase or decrease in activity level.
Subsequent allocation adjustments will be made within intervals of an amplitude of 10%; i.e. an
increase/decrease of activity by 19% would lead to an adjustment of 15% of allocation; an increase
/decrease in activity of 38% would lead to an adjustment of 35% of allocation; an increase of activity of
98% would lead to a 95% adjustment in allocation;

[T c. A first allocation adjustment should be applied for a 15% increase or decrease in activity level.
Subsequent allocation adjustments will be made within intervals of an amplitude of 15%; i.e. an
increase/decrease of activity by 19% would lead to an adjustment of 15% of allocation, an increase
/decrease of activity of 38% would lead to an adjustment of 30% of allocation; an increase of activity of
98% would lead to a 90% adjustment in allocation;

[C] d. A first allocation adjustment should be applied for a 15% increase or decrease in activity level.
Subsequent allocation adjustments will be made within intervals of an amplitude of 30%; i.e. an
increase/decrease of activity by 19% would lead to an adjustment of 15% of allocation, an increase
/decrease of activity of 38% would lead to an adjustment of 15% of allocation; an increase of activity of
98% would lead to a 75% adjustment in allocation;

[Tl e. No preference / Don't know.

Adjustments in options b, ¢ and d are made at the level of the threshold already reached.The figure below
illustrates the steps.
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2. With the aim to reduce the administrative burden, do you consider that a minimum quantitative
threshold should be introduced to determine whether the level of free allocation shall be adjusted? An
adjustment would then take place only if the change would lead to an increase/decrease by a minimum
of X EUAs.



[C] a. Yes, a minimum threshold of 100 allowances;

[C] b. Yes, a minimum threshold of 500 allowances;

] c.No quantitative minimum threshold shall be established;
d. No preference / Don’t know;

[ e. Yes, a minimum threshold shall be established but another value shall be used.

If your answer to question 2 is e, please specify the value preferred below and give a justification:
7000 character(s) maximum

3. In your opinion, when should activity level data start to be collected and when do you consider that
allocation adjustments shall begin in the first allocation period 2021-2025:

[Tl a. Allocation changes shall start in 2023 based on the activity level data collected from the years 2022 and
2021;

[C] b. Allocation changes shall start in 2022 based on the activity level data collected from the years 2021 and
2020;

c. Allocation changes shall start in 2021 based on the activity level data collected from the years 2020 and
2019;

[T d. No preference / Don’t know.

4. In phase 4 of the EU ETS, activity level data will be collected for each installation at sub-installation
level on an annual basis. This data will need to be verified and reported. In your opinion, how can the
administrative burden be minimised while the robustness of collected data is ensured?

1000 character(s) maximum

The use of modern Information and Communication Technology could help a lot to minimise the
administrative burden as well as increase robustness of collected data: web interface, « big data »
applications, artificial intelligence to detect errors, etc.

5. If, in your opinion, there are other aspects which should be considered when developing detailed rules
on free allocation adjustments due to production level changes, please describe them:

3000 character(s) maximum



According to Article 10a par (20) of the revised EU ETS Directive, changes to an installation’s level of free
allocation can be made if its operations increase or decrease by more than 15%. However, for large and
complex installations, the +/- 15% threshold represents a very big amount of allowances and a high cost
impact if the +15% activity threshold is missed. As an example, for the 10 installations who received the
largest amount of free allowances (in 2017), 15% represents 900,000 tons. This is more than the full
allocation of free allowances to 98% of eligible installations.

The EU ETS Directive’s Recital 12 says that “‘The Commission should be able to consider further measures
to be put in place, such as the use of absolute thresholds regarding the changes to allocations, or with
respect to the deadline that applies to the notification of changes in production.’

We recommend that a separate absolute threshold is also considered to trigger the dynamic allocation
calculation. This would improve the alignment between activity level and free allowances for large
installations. It would also help to ensure climate friendly investment was not restricted from application at
larger installations.

For sub-installations that fall under the heat or fuel benchmarks, the activity level is based on the energy
consumed or produced. Variations in the activity level could be due to variations in the underlying production
or to improvements (or degradations) in the energy efficiency. Such sub-installations should not be penalized
(or rewarded) for these variations in efficiency. To avoid excessive burden for a limited impact, rigorous
calculation and verification rules to distinguish production and efficiency variations should be put in place for
sub-installations with allowances above a certain threshold.

6. Do you see a need for further safeguards to prevent manipulation or abuse of the system?
3000 character(s) maximum

The use of modern Information and Communication Technology could help a lot to set safeguards to prevent
manipulation or abuse of the system: web interface, « big data » applications, artificial intelligence to detect
anomaly and fraud, etc.
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