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The Danish implementation of the EU emission trading system has taken place almost according to the timetable specified in the directive, Allocation plan was notified on the 31st of March, and was approved unconditionally.

Below is a short summary of effects on DH of Danish implementation of emissions trading. Also included are some facts pasted from documents on the homepage of the Danish Energy Agency  http://www.ens.dk/sw1218.asp where more information can be found.

The main issues for Danish DH has been:

1. Free quotas where allocated to plant owners, and since more that 2/3 of all DH is purchased from plants with external owners (electricity utilities), this posed a problem for the DH-utility if it wanted to switch to another supplier or own production facilities due to price or technical problems at external producers plant. 

Problem solved by amendment to Danish heat supply act whereby producer retains ownership of quotas, but total value of surplus/deficit quotas must be transferred to heat purchasers. Practical implementation of this rule is under way.

2. No compensation for climatic variations.

3. No compensation for growth, even though this leads to lower emissions in the non trading sector.

4. Fuel (with emissions) for heat in CHP is calculated as heat delivered divided by 1,25. This is a very low efficiency compared with the marginal efficiency for heat production at the large CHP plants with condensing capability. The marginal efficiency of heat production (relation between heat for DH and the extra fuel used to compensate for reduction in electricity production when taking out the heat) is in these plants above 2-300 %

5. Allocation by benchmark on electricity hits CHP-plants using coal hardest. These plants supply the majority of Danish DH-heat, and are, with their optional condensing mode capability, also the plants mostly exposed to competition on the electricity side. It is feared, that this might affect prices and deliveries of heat from these plants.

6. On the positive side, the allocation by benchmark on electricity gives a nice surplus of free quotas on CHP-plants using natural gas.

Main Characteristics of the Danish 2005-2007 Allocation Plan

From Danish allocation plan  http://www.ens.dk/graphics/CO2_kvoter/eng/DK_NAP_eng_april.pdf 

Factor 
Description 

Installations covered 
Denmark has chosen to use the EU Commission's interpretation of which installations are covered by the allowance regulation. 

Allocation principles 
Electricity production: allocation of allowances according to historical electricity production, 0,560 free quotas per MWh/year. 

Heat: allocation according to historical emissions, one free quota per ton CO2-emitted in reference period. In CHP fuel for heat calculated as heat divided by 1,25.

Other industries, including offshore: allocation according to historical emissions 

Reduction potential 
Future reductions prioritised according to the least-cost principle - generally expected to occur in ETS-sectors, since inexpensive potential is almost exhausted in the non-ETS sectors due to significant economic and administrative burdens on GHG-emissions in past years. Historically, emissions from ETS-covered sectors were subjected to considerably less pressure and therefore offers greater and less expensive reduction potential – including through access to cheaper international allowances and CO2 credits. 

Previous reduction efforts 
Taken into account generally for electricity production by allocation according to historical production and in other sectors by the use of a long base-period. 

Cleaner technology 
Taken into account generally for electricity production by allocation according to historical production and in other sectors by the use of a long base-period. 

New entrants 
A pool is set aside for new installations and increased output at existing installations. 

Auctioning 
5% of the total number of allowances is auctioned off. 

Pooling 
No applications have yet been received. 

Closure 
No new allowances allocated after closure. Allowances set aside to installations that shut down are transferred to the pool for new entrants. 

Opt-in/-out 
Not used in 2005-2007. 

Annual allowance allocation 
2005-2007 allocation: 40%, 30% and 30% in 2005, 2006 and 2007, respectively. 

Changes in taxes and levies 
CO2 taxes on fuels used in ETS-covered industrial enterprises are revoked. 

Short summary of draft bill for CO2-quotas 

From the Danish Energy Agency. The bill itself can be found here: http://www.ens.dk/graphics/CO2_kvoter/eng/Law_CO2_Allowances_493_2004.pdf 

Draft Bill for CO2 quotas 

The Danish government has presented a draft Bill for the Danish implementation of the EU directive on the establishment of a European market for the trading of CO2 quotas to parliament.

The directive is a fundamental, shared means to reduce greenhouse-gas emissions in the EU and to fulfil the EU's climate commitments with respect to the Kyoto Protocol.

According to the quota directive, a European quota-trading system will be established as of 1 January 2005.  The quotas will be allocated according to a national allocation plan.  According to the directive, the allocation plan will be submitted to public hearing and thereafter approved by the European Commission before each of the periods to which the directive applies.  Since quota allocation in Denmark will be implemented by means of the Bill on CO2-quotas, the hearing of the Bill constitutes a hearing of the quota allocation.

Denmark has committed itself to reducing the average annual emission of greenhouse gases in the 2008-2012 period by 21% in relationship to the base year (1990).  This commitment is part of the 1998 EU agreement that divides among the Member States the European Union's overall objective of 8% reduction.

The climate strategy adopted last year set the framework for the future efforts to fulfil Denmark's international climate commitments.  The government considers it to be of major importance that the reduction in greenhouse-gas emissions be as cost-effective as possible.

The quota directive makes it possible for European enterprises - and hence the European Union Member States - to reduce their CO2 emissions as cost-effectively as possible.

The Bill has been prepared on the basis of the directive and with respect for the European Commission's guidelines and additional interpretations.

The following is a presentation of the main points in the draft Bill.

Who is covered

The Bill covers approximately 360 production units
, of which approximately 230 are in the electricity- and heat sectors, and approximately 130 in the industry- and offshore sectors.  On the European level, more than 10,000 production units are covered by the quota directive.

The Bill does not cover waste-incineration plants or research installations.

Biomass-based production units are covered by the Bill but under special conditions, since biomass is considered as CO2 neutral.

Permits and monitoring of CO2 emissions

According to the Bill, CO2 may only be emitted if those responsible for a production unit receive a permit from the Ministry of Economic and Business Affairs.  This permit is also required before those responsible can receive CO2 quotas; it commits them to return quotas (yearly) corresponding to the year's emission.

In connection with permit application, those responsible for production units must prepare a plan for the monitoring and measurement of CO2 emission and submit this plan to the authorities for approval.  Once per year, a third party must verify the monitoring and submit a report to the authorities.

Guidelines and instructions regarding the preparation of CO2-emission monitoring will be sent to the production units concerned, as will material concerning permit application.  Application and reporting procedures will be made as simple and flexible as possible so as to limit the administrative load.  For example, it is expected that an application form will be used that includes information provided by the authorities.  It will also be possible to apply and report digitally.

CO2-quota allocation and trade

Denmark, along with other Member States, has submitted the Danish National Allocation Plan to the European Commission. The National Allocation Plan includes the allocation of CO2-quotas for the first period (2005-2007).  The Bill implements those parts of the plan that relate to the sectors covered by the quota system.  

The objective of the quota regulation is to limit CO2 emissions.  It is therefore possible that some production units will be allocated quotas that do not fully cover their needs.  These production units must therefore make their energy use more efficient, restructure their production or buy quotas.

It is estimated that 100.5 million quotas will be allocated in the first period (2005-2007).  The quota is set on the basis of a total weighing with respect to the economy and the environment.  The European Commission must approve the plan.

Allocation of quotas to production units in the electricity sector is based on past electricity production.  The principle for allocation of quotas to other production units is based on past CO2 emission.  The calculation principles for quota allocation to individual production units are laid out in Chapter 4 of the Bill.

Before the beginning of the period, the production manager responsible for the production unit is assigned the quotas for the entire period but the actual quota allocation will be on an annual basis, with a division of the total number of quotas over the period's three years (40%, 30%, and 30%).  The quotas allocated will be deposited in the production manager's account and recorded in the quota registry set up each year by 28 February.

The Bill also establishes the framework for quota trading.  The principle is that the quotas are freely tradeable ,but quota trading must be registered in a national registry in an EU country.  The registry is therefore a central element for both quota trading and quota control.

All quota trading takes place by means of transfer between the traders' accounts in the quota registries in participating countries.  By April 30th each year, those responsible for production units must transfer, to a so-called compliance account in the registry, quotas corresponding to the previous year's reported CO2 emission.

If the quota holding in this account is less than the CO2 emission (as determined by the yearly monitoring and verification), those responsible for the production units concerned will pay a tax on the excess.  The following year, the quotas lacking must be deposited in the compliance account or a new tax will be levied.  

The Bill also includes particular provisions regarding the following:

· specification of the production units covered by the quota system

· rules on quota validity

· rules on emission calculation and quota delivery

· complaint- and penalty provisions.

The CO2-quota system will be set up and administered by the Danish Energy Authority under the Ministry of Economic and Business Affairs. The quota registry in Denmark will be set up and administered under the Ministry of the Environment. User fees will finance system administration.

The Bill's legal provisions are divided into 10 chapters.  Chapters 1-3 specify who is covered by the Bill and contains provisions regarding allocation.  Chapter 4 deals with quota determination and allocation.  Chapter 5 describes the registry's requirements and function and Chapter 6 lays down the requirements for monitoring, verification and reporting.  The last 4 chapters establish the conditions for the tax on excess emission and the complaint- and penalty provisions.

There follow comments that further explains the various provisions and introduce the Bill's contents and background.  The last part of the Bill consists of comments on each of the legal provisions.

The draft Bill as well as the National Allocation Plan can be read on the Danish Energy Authority’s homepage, www.ens.dk, under “CO2 Quotas”.

Quota allocation and estimated emissions by the enterprises covered by the law 
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From Danish Energy Agency, “Overview through PowerPoint presentation”, http://www.ens.dk/graphics/CO2_kvoter/eng/Kvote_plancher.ppt 
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� “Production unit” is understood as a technical entity, consisting of one or more installations, where activities are carried out that are covered by the Bill in §§ 5-8.
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		mio. tons CO2		1998		1999		2000		2001		2002

		El&FV brændsel		26.522		24.335		19.850		22.483		22.590

		El&FV proces		0.096		0.083		0.083		0.075		0.068

		El&FV i alt		26.618		24.418		19.933		22.558		22.658

		Industry fuel		4.624		4.525		4.762		4.715		4.613

		Industry process		1.528		1.422		1.494		1.535		1.535

		Industry total		6.153		5.947		6.257		6.250		6.147

		Offshore fuel		1.242		1.395		1.488		1.485		1.591

		Offshore flaring		0.406		1.080		0.643		0.636		0.525

		Offshore total		1.648		2.476		2.131		2.122		2.117

														growth-industry

														1.022232435		1.0435602435		1.0679875803		1.0925260867		1.1169256776		1.1414122304		1.1662004494		1.1914713346		1.2136609405		1.2351224505				gns 2008-2012		Manko1		Manko2		Stat		Nødv. niveau1		Nød. niveau2

				1998		1999		2000		2001		2002		2003		2004		2005		2006		2007		2008		2009		2010		2011		2012				40.9		20		25		4		24.9		19.9

		Electricity- and district-heat producers		26.62		24.42		19.93		22.56		22.59		28.14		28.87		29.00		30.22		30.18		30.57		30.81		30.76		30.86		30.96

		Offshore		1.65		2.48		2.13		2.12		1.99		2.05		3.01		3.12		3.12		3.12		3.12		3.12		3.12		3.08		3.05

		Industry		6.15		5.95		6.26		6.25		6.15		6.28		6.42		6.57		6.72		6.87		7.02		7.17		7.32		7.46		7.59

		Emissions covered by quotas		34.42		32.84		28.32		30.93		30.65		36.47		38.17		38.54		39.88		39.97		40.49		40.85		40.93		41.09		41.28

		33.5-quotas (2005-2007)																33.5		33.5		33.5

		Necessary quota level (2008-2012), with continued compensation for importing of electrical power in 1990 (very rough estimate)																						24.93		24.93		24.93		24.93		24.93

		Necessary quota level (2008-2012), without compensation for importing of electrical power in 1990 (very rough estimate)																						19.93		19.93		19.93		19.93		19.93

				35308		32814		28267		30853		30647		36257		38211		38602		39970		40079		40622		41007		41113		41296		41506

														See note: "2003-emission"
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