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Introduction 

The European Emissions Trading Scheme is largely 
based on the Kyoto Protocol, valid from 2005 to 2012. By 
now, plant operators of all 27 EU member states are par-
ticipating in the European Union Emissions Trading 
Scheme (ETS). The scheme includes all types of plants 
of the energy and energy-intensive industries. Since the 
international negotiations regarding a global follow-up 
were complex in the past years, the European Union (EU) 
secured the ETS as an international framework for cli-
mate protection together with a number of partner coun-
tries at the Climate Conference in Durban 2011. The sec-
ond commitment period of the Kyoto Protocol runs from 
2013 to 2020. Subsequently, an agreement that is equal-
ly binding for all countries shall come into force.

The EU already defined its climate protection goals in 
2007: The greenhouse gas emissions shall be reduced by 
20 percent by 2020 as compared to 1990. If further in-
dustrialized countries such as the USA and emerging 
market countries such as India and China will make a 
proper contribution, the EU will commit to a higher re-
duction of 30 percent. The planned emission reductions 
of all countries are included in a continuously updated 
list in appendix to what is commonly-called the Copen-
hagen Accord.

The targets of the EU and other participating countries 
are among other things based on the findings of the „In-
tergovernmental Panel on Climate Change“ (IPCC) that 
creates regular assessment reports on climate change 
for the international community. At the European level, 
emission trading is the vital instrument here. As com-
pared to 2005, the industrial greenhouse gas emissions 
shall decrease by 21 percent by 2020.

The present leaflet outlines the current „rules of the 
game“ of the international and European emissions 
trade, as they apply in the third trading period (3rd TP) 
from 2013 to 2020. Here we have to differentiate be-
tween trading on the country level as agreed in the Kyoto 
Protocol and the European Union Emissions Trading 
Scheme that deals with corporate and investment levels 
respectively.
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Principles of Emissions Trading

Emissions trading on the country level
Since 2008, the signatory countries of the Kyoto Proto-
col may fulfill parts of their climate protection obligations 
by means of a trading system. Emissions trading be-
tween countries includes the greenhouse gases carbon 
dioxide (CO2 ), methane (CH4), dinitrogen monoxide/
laughing gas (N2O), fully fluorinated hydrocarbons (PFC), 
partly fluorinated hydrocarbons (HFC) and sulfur hex-
afluoride (SF6).

Emissions trading on the corporate level
As an additional instrument for the implementation of 
the intended climate protection goals, for plants with 
high emissions binding emissions trading (EU Emission 
Trading Scheme, ETS) was introduced, demanding a 
step-by-step reduction of CO2  emissions of the partici-
pating companies and plants respectively. The plant  
operators have to face the challenge of covering the 
emissions they created with emissions rights and finding 
a suitable strategy for avoiding CO2 .

Which branches are participating in emissions 
trading?
n   Power and heat generation with fossil fuels of 
  over 20 MW capacity
n   Iron and steel smelting and coking plants
n   Refineries and cracking
n   Cement and lime manufacture 
n   Glass, ceramic and brick industries
n   Paper and cellulose production
n   Chemical industry and aluminum industry
n   Air traffic

By the new definition of the concept of combustion, 
many new plants with combustion activities are included 
in emissions trading in the 3rd TP such as drying plants 
and thermal afterburners. The focus no longer lies on the 
energy recovery of the heat developing throughout the 
combustion process, but on the transformation of carbon 
to carbon dioxide (oxidation).

Services of the EnergyAgency.NRW
On behalf of the Federal State of North Rhine-West-
phalia, the EnergyAgency.NRW supports companies 
and investors in the fields of climate protection and 
emissions trading:
n  Independent information and initial consultation
n  Support of climate protection projects
n   Network-building between regional stakeholders 

(technology providers, investors, companies)

Allocation of Emission Allowances
(simplified)

energy-intensive
industry EU market

power production energy-intensive 
industry global market, 

carbon leakage
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market participants
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+
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Trading with emission rights basically means setting a 
limit on the number of emissions permitted (cap) and en-
able trading (trade) between the participants within this 
predefined framework. Within international emissions 
trading between countries, the cap is defined by means 
of the reduction obligation of the Kyoto Protocol. On the 
country level, the tradable emission allowances are 
called Assigned Amount Units (AAU). One AAU repre-
sents an allowance to emit greenhouse gas comprising 
one metric ton of CO2 equivalent.

The European Union Emissions Trading System is also 
based on the concept of „Cap and Trade“. In a first step, 
the emission allowances are allocated to the obligated 
plant operators. This allocation is valid for temporary 
trade periods. While within the first trading periods 
(2005 to 2007 and 2008 to 2012) certificates were allo-
cated mostly for free, there are new rules in place start-
ing in 2013. Within the EU there is now only a uniform 
emissions budget for big industry and energy plants. 
By 2020, the greenhouse gas emissions shall be reduced 
by 21 percent as compared to 2005. For this reason, 
emission allowances will be reduced by 1.74 percent each 
year. The majority of the certificates are auctioned at 
market prices. Here, the EU distinguishes between differ-
ent branches: For power production, there will be no free 

allocation any more. Plants in energy-intensive industries 
only receive a lower amount of their certificates for free. 
From 2013 to 2020, the auction shares increase from 20 
percent to 70 percent. The free allocation is carried out 
by means of 52 benchmarks standardized within the EU. 
These values determine how much greenhouse gas 
emissions may be emitted per product produced. Europe‘s 
most efficient plants set the standard here. Special 
regulations apply for companies whose production was 
relocated to non-EU countries with lower standards due 
to higher expenses (carbon leakage).
These companies receive a free allocation amounting to 
the respective benchmark.

In a second step, the operators have the possibility to 
trade with the emission allowances. To observe their cap, 
they may utilize own reduction options or purchase addi-
tional certificates. After the expiry of one trading year, 
the plant operators have to submit emission allowances 
equivalent to their actual emissions in the respective 
year to the German Emissions Trading Authority (DEHSt). 
This allows verification of the observance of the emis-
sions budget of each and every plant. The tradable certif-
icates in the ETS are the so-called EU Allowances (EUA); 
for aviation the Aviation Allowances (EUAA).

Cap and Trade

Cap within ETS until 2020, in million t CO2eq
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The legal frameworks for emissions trading have to be 
considered on different levels:
n   Trading between countries proceeds on an interna-

tional level and is regulated by means of the second 
commitment period of the Kyoto Protocol.

n   Trading on the corporate and plant level is limited to 
the EU States within the ETS. On the European level, 
the frameworks for allocation, trading and sanctions 
are regulated by the EU Emissions Trading Directive.

n   The specific legal frameworks are determined on the 
national level by the singular member countries.

The Kyoto Protocol, second commitment period
By accepting the Kyoto Protocol, the EU Member States 
and other industrialized countries have committed to 
several reduction obligations regarding greenhouse gas 
emissions. Their emission allowances were budgeted on 
this basis. In case of lower or higher amounts, the Kyoto 
Protocol permits the signatory countries to buy or sell 
emission allowances to achieve their objectives.

The European Union Emissions Trading Directive
The EU Emissions Trading Directive (Directive 2003/87/
EG) is the basis for the European emissions trading of 
companies. The Directive covers about 50 percent of all 
accumulated greenhouse gas emissions in the EU.

By changing the Emissions Trading Directive in 2009, 
the EU harmonized the individual European allocation 
regulations. Subsequently, a plant list (NIMs List, NIMs = 
National Implementation Measures) was established that 
contains the preliminary allocation amounts of the exist-
ing stationary plants in Germany for the 3rd TP. Not in-
cluded are new market participants, aircraft operators 
and plants that participate in emissions trading within 
the 3rd TP but that will not receive any allocations. 
For these plants, data collection has been carried out 
according to the Data Collection Regulation 2020.

Each EU Member State has to hand in the NIMs List to 
the European Commission. The Commission examines 
and authorizes the lists. It calculates the cross-sectoral 
correction factor for non-power generators with which 
the allocation amounts are adjusted to the budget of 
emission allowances available. Only then can the DEHSt 
calculate the final allocation amount and create the allo-
cation notices.

German national regulations
The German Greenhouse Gas Emissions Trading Act 
(TEHG) regulates among other things the allocation of 
emission rights in Germany and converts the EU regula-
tions to German law. In this respect, the TEHG is partic-
ularly important for companies in energy-intensive in-
dustries. It is based on the 52 technical EU benchmarks. 
The German Emissions Trading Authority is the central 
enforcement body here. The TEHG is among other 
things supplemented by the Emissions Trading Cost 
Ordinance (EHKostVO).

Emission reductions deriving from international 
climate protection programs
To a limited extent, the generation of emission rights is 
also possible outside of the EU thanks to climate pro-
tection projects according to Joint Implementation (JI) 
and Clean Development Mechanisms (CDM). In Europe, 
the import of such certificates is regulated by the „Link-
ing Directive“ and specified for Germany in the Project 
Mechanisms Act (ProMechG) and the Project Mecha-
nisms Fee Ordinance (ProMechGebV). Certificates 
coming from CDM are called Certified Emission Reduc-
tions (CER), those coming from JI are called Emission 
Reduction Units (ERU). As of 2013, new CDM projects 
must be established in the least developed countries 
(LDC).

Legal Frameworks
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Emissions trading involves rights and obligations for 
plant operators. The obligations include among other 
things the application for emission allowances, the re-
porting duty and the timely submission of sufficient 
emission allowances. The rights basically include the 
trading with allowances and the acquisition of certifi-
cates deriving from climate protection projects (JI and 
CDM).

Monitoring
Monitoring and determination of greenhouse gas emis-
sions and annual emissions reporting are vital compo-
nents of emissions trading. The determined greenhouse 
gas emissions of plants bound to emissions trading for 
the expired calendar year are the basis for operational 
billing, i.e. the handing in of emission allowances for the 
respective year. According to the TEHG, starting in 2013 
operators of plants bound to emissions trading have to 
determine and report their emissions according to the 
Monitoring and Reporting Regulations of the European 
Commission and Appendix 2, TEHG. The monitoring 
method must be described in a plant-specific monitoring 
plan.

„Handing in allowances“
The determined greenhouse gas emissions of plants 
bound to emissions trading are the basis for operational 
billing, i.e. handing in certificates for the respective year. 
They must be handed in at the latest by 30th of April for 
the past year by the plant operator. If an insufficient 
number of emission allowances is delivered, a sanction 
fee of 100 Euro per missing allowance will eventually be 
charged. Missing allowances must be subsequently sub-
mitted. Plant operators may have surplus certificates 
accredited for the following year.

Emission allowances account / registry
Since 2012, the European Commission operates a cen-
tral European Registry for ETS. The administration of the 
accounts is carried out by the member states, in Germa-
ny by the DEHSt. In the registry, the areas „EU Registry“ 
and „Kyoto Registry“ are treated separately due to the 
fact that in the future European Union Allowances will no 
longer be linked to Kyoto Allowances (AAU):

The section „EU Registry“ describes all processes and 
transactions that are linked to EU Emissions Trading. The 
section „Kyoto Registry“ lists all former accounts of the 
national registries, i.e. plant and personal accounts with 
their country-specific account identifiers. This is neces-
sary since the existing CER and ERU amount on accounts 
will not be transferred automatically to the new accounts 
of the EU Registry. In addition, in this section of the EU 
Registry, for each member state the respective national 
Kyoto Registry has been maintained since June 2012.

Between the accounts of the EU Registry and the Kyoto 
Registry, only transactions with CER and ERU are possible. 
In contrast, transactions with EUA and EUAA are exclu-
sively limited to the EU Registry.

Trading emission allowances
In order for the trading of emission allowances to be suc-
cessful, the buyer and seller have to come together with 
compatible buying and selling offers respectively (con-
cerning price and amount). Under some circumstances, 
looking for a suitable trading partner might turn out to be 
time-consuming and costly. Trading facilities simplify the 
searching process. ETS basically takes place within the 
following channels:
n   Private brokers (Over-the-Counter Trade, OTC), for 

example trading houses and facilities, power suppli-
ers, banks

n   Stock exchanges and auctions, in Germany primarily 
the European Energy Exchange (EEX) in Leipzig

n   Funds, for example at the NRW.Bank, Kreditanstalt 
für Wiederaufbau (KfW), European Investment Bank 
(EIB), Worldbank Group

Which of the possibilities a potential buyer or seller might 
choose also depends on the trading volume. The Interna-
tional Emissions Trading Association (IETA) has pub-
lished sample contracts on its website that are a suitable 
basis for trading transactions (www.ieta.org). The stock 
exchanges that tailor their services in a more attractive 
way to smaller trading partners at auctions are increas-
ingly versed in this.

Procedure for plant operators
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The voluntary market

In addition to the binding emissions trading of ETS, a 
growing voluntary market has been established in the past 
years. In the voluntary market, companies, public institu-
tions or private individuals buy certificates to make a 
contribution to climate protection and to compensate for 
their emissions mathematically. The voluntary market has 
adopted the practice of suspending certificates here 
(surrendering them to an account) from emissions trading.

In addition to certificates from JI or CDM, participants on 
the voluntary markets can draw on a variety of other 
credit items, the so-called Verified Emission Reductions 
(VER). The quality standards, however, do differ. The 
Gold Standard has reached wide acceptance, calling for 
ambitious ecological and social criteria. What is com-
monly called „Carbon Neutrality“ is thus becoming part 
of climate policy outside of the ETS as well, for example 
in the service industry, at events or as a target parameter 
for public administration.

Abbreviations

AAU: Assigned Amount Unit

CER: Certified Emission Reduction

CDM: Clean Development Mechanism

CITL: Community Independent Transaction Log

CO2eq: CO2 Equivalent

DEHSt: German Emissions Trading Authority

eex: European Energy Exchange

EHKostVo: Emissions Trading Cost Ordinance

EIB: European Investment Bank

ET: Emissions Trading

ETS: Emissions Trading Scheme

EUA: EU Allowance

EUAA: EU Aviation Allowance

ERU: Emission Reduction Unit

3rd HP: Third trading period

IETA: International Emissions Trading Association

IPCC: Intergovernmental Panel on Climate Change

ITL: International Transaction Log

JI: Joint Implementation

KfW: KfW Group, Promotional Bank of Germany

LDC: Least Developed Countries

NIMs: National Implementation Measures

OTC: Over-the-Counter Trading

ProMechG: Project Mechanisms Act

ProMechGebV: Project Mechanisms Fee Ordinance

TEHG:
 

German Greenhouse Gas Emissions Trading 
Act

VER: Verified Emission Reduction

ZuG: Allocation Act
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