
ETS is the first international trading system for CO2 emissions
in the world, aimed to help EU Member States achieve
compliance with their commitments under the Kyoto Protocol.
It covers some 12,000 installations, representing almost 50
per cent of Europe’s emissions of CO2. This article presents
some basic questions and answers regarding the scheme.
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n January 2005, the Euro-
pean Union Greenhouse Gas
Emissions Trading Scheme

(EU ETS) began operations. EU
ETS is the largest worldwide 
multi-country, multi-sector Green-
house Gas emission trading
scheme, based on Directive
2003/87/EC, which entered into
force on 25 October 2003.

Allowances traded in the EU
ETS will not be printed but held in
accounts in electronic registries

set up by Member States. All of
these registries will be overseen by
a Central Administrator at EU
level who, through the Community
independent transaction log (link
valid from 1st January 2005
onwards), will check each trans-
action for any irregularities. In
this way, the registries system
keeps track of the ownership of
allowances in the same way as a
banking system keeps track of the
ownership of money. 

QUESTIONS AND ANSWERS 
ON EMISSIONS TRADING 
AND NATIONAL 
ALLOCATION PLANS

What is the aim of emissions
trading?

The Emissions Trading Scheme
(ETS) is the first international
trading system for CO2 emis-
sions in the world. It covers some
12,000 installations represent-
ing almost 50 per cent of Europe’s
emissions of CO2. 



The Scheme’s aim is to help
EU Member States achieve com-
pliance with their commitments
under the Kyoto Protocol. Emis-
sions trading does not imply 
new environmental targets,
but allows for cheaper compliance
with existing targets under 
the Kyoto Protocol. 

Enabling participating com-
panies buy or sell  emission
allowances means that the
targets can be achieved at less

cost, eliminating the need for
other, more costly measures to
be implemented.

What will be the price of
allowances?

The Commission has no view on
what the price of allowances
should be, and will not intervene
in the allowance market. The
price will be a function of supply
and demand as in any other free
market, with intermediaries
already quoting prices for
allowances offered or bid for.
Competition law would be appli-
cable if distortions occur, as with
any other market.

What is the purpose of nation-
al allocation plans?

The National Allocation Plans
(NAP) determine the total quan-
tity of CO2 emissions that Mem-
ber States will grant to companies,
which can then be sold or bought
by the same companies. This means
that each Member State must
decide how many allowances to
allocate for the first trading pe-
riod 2005 to 2007, and how many
each plant will receive. The idea
is that Member States limit 
CO2 emissions from the energy
and industrial sectors by means 
of allowance allocation, thus 
creating scarcity, so that, in the
future, a functioning market can
develop and overall emissions are
truly reduced. Each Member State
had to prepare and publish a NAP
by 31 March 2004 (1 May 2004 for
the 10 new Member States). 

On which criteria does the
Commission assess allocation
plans, and what is the time 
limit?

Allocation assessment plans
are based on the 11 common cri-

teria in Annex III to the Direc-
tive on Emissions Trading.

The first criterion provides that
the proposed total quantity of
allowances must be in line with a
Member State’s Kyoto target, ma-
king sure that the allocations that
they grant their plants will allow
it to meet its Kyoto target. 

Member States can and should,
of course, also take other mea-
sures. Greenhouse gas emissions
are also generated by other sec-
tors. In fact, in the EU, trans-
port is responsible for 21 per
cent of EU greenhouse gas emis-
sions, households and small busi-
nesses for 17 per cent and agri-
culture for 10 per cent. In addi-
tion, Member States can plan to
purchase emission credits through
Clean Development Mechanism
(CDM) and Joint Implementa-
tion (JI) as well as international
emissions trading under the Kyoto
Protocol. 

CDM and JI allow governments
to implement emission-reduction
projects in other countries and
count the achieved reductions
against their own Kyoto targets. JI
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ETS
Emissions Trading

Emissions Trading, as set out in Article 17 of the Kyoto
Protocol, provides for Annex I Parties to acquire units from other
Annex I Parties and use them towards meeting their emissions
targets under the Kyoto Protocol. This enables Parties to make
use of lower cost opportunities to reduce emissions, irrespective
of the Party in which those opportunities exist.

Only Annex I Parties to the Kyoto Protocol with emissions
limitation and reduction commitments inscribed in Annex B to the
Protocol may participate in such trading. Such Parties may
therefore prepare to transfer units when they do not require them
for compliance with their own emissions targets.

The commitment period reserve
In order to address the concern that Annex I Parties could

“oversell” units and subsequently be unable to meet their own
emissions targets, each Party is required to hold a minimum 
level of ERUs (Emission Reduction Units), CERs (Certified
Emission Reductions), AAUs (Assigned Amount Units) and RMUs
(Removal Units) in its national registry. This is known as the
“commitment period reserve”. This reserve is calculated as the
lower of the following:
• 90% of the Party’s assigned amount, as defined in Articles 3.7

and 3.8 of the Protocol. This calculation is likely to be relevant
to Annex I Parties which prove, at the end of the commitment
period, to be “net buyers” of units under the mechanisms;

• the level of national emissions indicated in the Party’s most
recent emissions inventory (multiplied by five, for the five

years of the commitment period). This calculation is likely to
be relevant to Annex I Parties which prove, at the end of the
commitment period, to be “net sellers” of units under the
mechanisms.

Relationship to domestic and regional emissons
trading schemes

Emissions trading schemes may be established as climate
policy instruments at the national level (e.g. in the United
Kingdom) and the regional level (e.g. in the European Union).
Under such schemes, governments set emissions obligations to
be reached by the participating entities. Depending on the rules
of the scheme, these obligations may be fulfilled through holding
either the ERUs, CERs, AAUs and RMUs established under the
Kyoto Protocol or other units established specifically for those
trading schemes.

Article 17 of the Protocol provides a framework for ERUs,
CERs, AAUs and RMUs to be transferred between Annex I Parties.
Where transfers are made from one Annex I Party to another, either
under linked domestic trading schemes or under a regional trading
scheme, these transfers need to be reflected under the assigned
amount accounting rules of the Kyoto Protocol through transfers of
ERUs, CERs, AAUs or RMUs. This also applies to cases where the
trading schemes make use of “non-Kyoto” units established
specifically for those schemes. In this manner, all international
transfers under the realm of domestic or regional trading schemes
fit under the umbrella formed by the emissions trading set out in
Article 17 of the Protocol.



projects can be undertaken in oth-
er industrialized countries with
Kyoto targets, while CDM pro-
jects can be hosted by developing
countries, which have no targets
under the Protocol.

Allocation plans must include
these measures and their pro-
jected results. Emission levels of
the industries that participate in
Emission Trading, alongside 
these other measures, are assessed 
by the Commission under crite-
rion 1, as to whether they will
enable the Member State to meet 
its Kyoto targets. Other criteria
also request Member States to
assess emissions developments
and potentials for reductions in
all sectors.

In addition, there are criteria
to ensure non-discrimination
between companies and between
the different sectors, along with
compliance with EU competition
and state aid rules. Other crite-
ria regard provisions in the plan
for new entrants, accommoda-
tion of early reduction efforts
and clean technology.

Guidance on the implementation
of these allocation criteria was

published by the Commission in
early January 2004. A plan that is
not in line with the criteria and the
EU Treaty can be rejected in part
or in full, by the Commission. The
Member State can proceed to take
a final allocation decision if the
Commission has not rejected any
aspect of its plan. The Commission
has to take a decision within three
months from the date when a Mem-
ber State notifies a national allo-
cation plan to the Commission. 

This means, then, that a Mem-
ber State cannot issue as many
allowances as it wants?

In fact. The number of allowances
a Member State can issue is go-
verned by the 11 criteria. Each
Member State must respect the cri-
teria even if the Directive does not
explicitly prescribe a given number
of allowances.

If a Member State were over-
generous in issuing allowances, it
would mean that the plan would
probably be failing to comply
with some of the allocation criteria.
Moreover, the Member State would
also miss out on the opportunity
to use the Emissions Trading
Scheme as a tool to help it com-
ply with Kyoto. Furthermore, if too
many allowances were to be issued,
there would be no scarcity and no
market would develop.

How many plans has the Com-
mission assessed so far?

The Commission concluded
the assessment of a first set of
eight plans on 7 July 2004. Five
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RECONSTRUCTION OF THE TEMPERATURE 
OF THE PLANET IN THE LAST 1,000 YEARS

measures
Clean Development Mechanism (CDM)

The Clean Development Mechanism (CDM) defined in Article 12 provides for Annex I
Parties to implement project activities that reduce emissions in non-Annex I Parties, in
return for certified emission reductions (CERs). The CERs generated by such project
activities can be used by Annex I Parties to help meet their emissions targets under the
Kyoto Protocol. Article 12 also stresses that such projects are to assist the developing
country host Parties in achieving sustainable development and in contributing to the
ultimate objective of the Convention.

The current modalities and procedures for the CDM focus on activities that reduce
emissions. A CDM project might involve, for example, a rural electrification project using
solar panels or the installation of more energy efficient boilers. Annex I Parties can not
use CERs generated through nuclear facilities to meet their emission targets.

Operating details of the CDM
CDM project activities must have the approval of all Parties involved and this may be

gained from designated national authorities (to be set up by each Annex I and non-Annex
I Party). CDM project activities must reduce emissions below those emissions that would
have occurred in the absence of the CDM project activity.

The CDM is supervised by the CDM Executive Board, which operates under the
authority of the COP/MOP (a role being performed by the COP until the COP/MOP meets
for the first time). While the 10 members and 10 alternates of the Board are drawn from
all constituencies of Parties, they act in their personal capacities.

Recent developments in the negotiations
The first report of the CDM Executive Board was considered at COP 8 and 

decision 21/CP.8 was adopted. Under this decision, the COP adopted the rules of
procedure of the Board and the simplified modalities and procedures for small-scale
CDM project activities.

SBSTA 17 continued discussion on the definitions and modalities for including
reforestation activities under the CDM in the first commitment period. Three options
papers were prepared for consideration by Parties on non-permanence; baselines,
additionality and leakage; and socio-economic and environmental impacts, including
impacts on biodiversity and natural ecosystems: FCCC/SBSTA/2003/5,
FCCC/SBSTA/2003/6, FCCC/SBSTA/2003/7.



plans were accepted uncondi-
tionally: Denmark, Ireland, The
Netherlands, Slovenia and Swe-
den, and three others were par-
tially rejected: Austria, Germany
and the United Kingdom. 

The assessment of a second set
of eight plans was concluded on 20
October 2004, with the accep-
tance of six plans unconditional-
ly: Belgium, Estonia, Latvia, Lux-
embourg the Slovak Republic and
Portugal, and conditionally
approved the other two: those of
Finland and France. 

A third set of plans was assessed
by the Commission in late Decem-
ber 2004, accepting four plans
unconditionally: Cyprus, Hun-
gary, Lithuania and Malta, and
conditionally approving the Span-
ish plan. This brings the number
of assessed plans to 21.

In each case of conditional
approvals, the Commission indi-
cated the steps that need to be
taken by the Member State to make
the plan fully acceptable.

For what reasons did the Com-
mission require changes to plans?

Problems were identified in
three areas of general importance:

• the allocation chosen by a Mem-
ber State for the 2005-2007
trading period jeopardizes the
achievement of its Kyoto target
by means of excessive allocation;

• the volume of allowances for the
2005-2007 trading period is
inconsistent with assessment
of progress towards the Kyoto
target, i.e. the allocation exceeds
projected emissions;

• a Member State intends to
make “ex-post adjustments”
to allocations, intervening in
the market after the alloca-
tion is carried out, and redis-
tributing the issued allowances
among the participating com-
panies during the 2005-2007
trading period.
There are various reasons

behind excessive allocation. First-
ly, where a Member State does not
reason how the Kyoto target in
2008-2012 would be respected,
leaving a gap to be closed with
measures to be defined later. Se-
condly, where a Member State
states the intention to purchase
Kyoto credits, but does not demon-
strate credible and reliable steps
to realize these purchases. Third-
ly, where a Member State bases

its plan on projections (including
economic and emission growth
rates) that are inconsistent 
and exaggerated compared to
official growth forecasts by the
Member State itself or other
impartial sources.

Ex-post adjustments are not
compatible with the legal frame-
work and may disrupt the market
and create uncertainty for com-
panies. For example, if a com-
pany faces the possibility that
the government may take away
allowances after it has reduced its
emissions, it will hesitate to do so. 

On the other hand, if compa-
nies presume they can receive free
additional allowances from their
governments, they will pursue this
route rather than turn to the mar-
ket and buy allowances.

What happens if the Com-
mission rejects a national allo-
cation plan?

A rejection of a national allo-
cation plan means that the Mem-
ber State can not proceed to
implement the plan as it stands,
and can not allocate the number
of proposed allowances. The Com-
mission must give reasons in any
rejection decision, which will
give guidance to the 
Member State on how to make
the plan compatible with the allo-
cation criteria. 

Once Member States have imple-
mented the proposed changes to
plans that were partially rejected,
they will not have to submit their
plans to the Commission a second
time, but will automatically quali-
fy for emissions trading.

Can a Member State change
its plan after Commission
approval?

After a Member State has
received the approval of the Com-
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activities
Activities implemented jointly - AIJ

COP 1 (Berlin, March/April, 1995) launched a pilot phase of activities implemented jointly (AIJ) under
which Annex I Parties have the possibility to implement projects in other countries that reduce emissions
of greenhouse gases or enhance their removals. AIJ are undertaken on a voluntary basis and are destined
to bring about climate change mitigation benefits that would not otherwise occur. In contrast to the
project-based mechanisms under the Kyoto Protocol, AIJ under the pilot phase do not lead to any credits
accruing to any Party. 

Parties are encouraged to report on their AIJ under the pilot phase using a uniform reporting format.
Most Parties have identified a designated national authority to act as the primary national contact for AIJ.

The COP regularly reviews the progress of AIJ under the pilot phase, on the basis of syntheses of
the reports from Parties, and decides whether to continue the pilot phase. In particular, 
COP 5 (Bonn, October/November 1999) conducted a “comprehensive review” of the AIJ pilot phase
and decided to continue it beyond 2000. Parties also agreed at COP 5 that the issue of geographical
balance should be addressed, especially the lack of projects in Africa and small island developing
States. COP 8 (New Delhi, October/November 2002) decided that the synthesis reports, which had until
then been considered on an annual basis, should be considered every two years.

Interest in the AIJ pilot phase has steadily grown, especially since the adoption of the Kyoto Protocol.
There has been an almost 50 per cent increase in the number of projects since 1997.

Recent developments in negotiations
The sixth synthesis report on AIJ under the pilot phase presents information on a total of 157

projects, with about one quarter of Parties to the Convention engaged in AIJ as investors or hosts.
While 70 per cent per cent of host Parties are non-Annex I Parties, EITs still host the majority of AIJ
projects, although the balance is gradually shifting towards developing countries. Most projects are in
the renewable energy and energy efficiency sectors, although the largest projects involve forest
preservation, reforestation or restoration. 



mission, it has to proceed to take
a final allocation decision at
national level. Before doing so, it
can make changes to the number
of allowances for individual plants
as a result of improved data, e.g.
if historic emissions data are used
for a plant-level allocation formula.
However, under no circumstance
may a Member State increase the
total number of allowances it
intends to put into circulation.

Once the final allocation deci-
sion at national level has been
taken and the final plan is pub-
lished, no more changes whatso-
ever to the number of allowances
in total or per plant can be made.
The final allocation decision con-
cludes the allocation process and
opens the market formally for
allowances in the Member State.

Do Member States have a say
in each other’s plans?

While the Commission has the
sole responsibility to assess the
plans, the Directive provides that
the Climate Change Committee,
consisting of Member State rep-
resentatives, considers each plan. 

The Climate Change Commit-
tee has also stressed the importance
of national allocation plans to
ensure the functioning and effec-
tiveness of the EU Emissions Tra-
ding Scheme and maintain and
strengthen the EU’s internation-
al leadership and credibility on cli-
mate change.

What about the remaining
plans?

Assessment of remaining plans
of the Czech Republic, Italy,
Greece and Poland is underway
and is to be concluded as soon as
possible in 2005. The decisions tak-
en so far have created a stable and
predictable environment, as the
Commission will apply the same

approach and principles to the
assessment of further plans. 

It is fundamental for all Mem-
ber States to have a cleared plan.
Without a national allocation plan
accepted by the Commission,
industries of that Member State
would have a delay in  access to
the EU-wide allowance market,
even though the targets and the
agreement need to be met.

Furthermore, companies covered
by the Emissions Trading Scheme
must record and report their CO2
emissions as of January 2005.
They also need to deliver a suffi-
cient number of allowances to
cover emissions during 2005, for
the first time in April 2006. If a
company delivers no allowances
- or not enough allowances - a
sanction of EUR 40 per each non-
delivered allowance will be
imposed by the Member State. 

How many installations are
covered?

The Emissions Trading Scheme
will cover a total of more than
12,000 installations in the EU-25.
These include: combustion 
plants, oil refineries, coke ovens,
iron and steel plants, and facto-
ries making cement, glass, lime,

brick, ceramics, pulp and paper.
In larger Member States, 1,000

to 2,500 plants are covered, while
in most other Member States, the
number of plants covered range
from 50 to 400.

What is the role of partici-
pating companies, Member
States and the Commission once
the scheme has started?

Starting 1 January 2005, com-
panies must keep track of their
emissions and, at the end of each
year, produce a report on annual
emissions that will be verified by
a third party (auditor). They must
also make sure that they have a suf-
ficient number of allowances to sur-
render year by year (first surren-
der date is end of April 2006) to
avoid financial sanctions.

Member States must issue
allowances by the end of Febru-
ary each year in accordance with
the final allocation decisions,
operate the national registry, col-
lect verified emissions data and
make sure that a sufficient num-
ber of allowances is surrendered
by each company. Moreover, each
Member State will have to produce
a regular annual report to the
Commission.
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HYPOTHESIS OF INCREASE 
OF THE GLOBAL TEMPERATURE BY 2100

What kind of temperature increa-

se can we expect for the end of

this century?

In relation to the reduction measures
that we will activate and to the dyna-
mics of the climate, a possible increa-
se of from 1.4 to 5.9°C by the end of
this century may be possible.



The Commission will operate the
European hub of the registry sys-
tem, and prepare an annual report
on the basis of Member States
reports. It will follow performance
and review experience with the
EU Emissions Trading Scheme
closely. In accordance with the
Directive, the Commission will
present a report to Council and
Parliament by 30 June 2006. In
preparation of this report, the
Commission will seek input from
stakeholders.

How much will it cost to reach
the Kyoto targets? Will the Emis-
sions Trading Scheme jeopard-
ize Europe’s competitiveness?

This depends on the set of mea-
sures chosen. One of the under-
lying principles of the European
Climate Change Programme is
to identify the most cost-effec-
tive measures to achieve the Kyoto
targets. Recent Commission stu-
dies conclude that the targets
can be obtained at an annual
cost of EUR 2.9 to EUR 3.7 bil-
lion, which is less than 0.1 per cent
of GDP in the EU. One of these
studies stated that without the
Emissions Trading Scheme, costs
could reach EUR 6.8 billion. This
means that emissions trading
allows the costs of Kyoto to be
reduced even further.

How these costs are distributed
will depend on the decisions taken
in the allocation plans and on fur-
ther measures adopted to control
emissions in sectors not covered by
the Emissions Trading Scheme.
The scheme will not jeopardize,
but rather protect, the competi-
tiveness of the EU economy, as
any alternative measures would
mean imposing higher than nec-
essary costs on EU businesses.
Implementing Kyoto will, howev-
er, mean not only new 

economic opportunities but
also costs for EU businesses,
but Europe gets the best val-
ue for money with the Emis-
sions Trading Scheme. If gov-
ernments do not use the trading
scheme to assist compliance,
more costly measures will have to
be imposed on other sectors. 

The recently adopted Linking
Directive will further lower costs
and protect the competitiveness of
EU businesses. As its name implies,
the Linking Directive will create
a link between the Flexible Mech-
anisms of the Kyoto Protocol -
Joint Implementation (JI) and the
Clean Development Mechanism
(CDM) - and the EU Emissions
Trading Scheme. 

In principle, companies that
carry out emission reduction pro-
jects outside the EU through JI or
CDM will be able to convert their
credits from projects into allowances
to be used for compliance under the
EU Emissions Trading Scheme.
The Linking Directive will,
therefore, lower the cost to EU
industry further by offering more
options for complying.

Will emissions trading lead
to higher electricity prices?

It is important to distinguish
between the target and the instru-
ment in this debate. Changes in
electricity prices will not be a
consequence of emissions trading,
but of implementation of the Kyoto
Protocol. In fact, the Protocol
sets a cap on allowable green-
house gas emissions, which means
that the EU economy will become
carbon-constrained, giving val-
ue to the allowances and leading
to changes in relative prices in the
EU economy. Goods that con-
tain more carbon will be rela-
tively more expensive than goods
that contain less carbon. 

The trading scheme is the cheap-
est way to implement Kyoto, which
means that any price changes will
be the lowest necessary. Studies
have already been put forward
regarding the likely development of
power prices and a wide range of
estimates are presently available. 

Pricing decisions in the liber-
alized power market are increas-
ingly complex and difficult to pre-
dict. Emissions trading is just one
of the many events that directly
affect electricity prices. Struc-
tural aspects such as the liberal-
ization of the energy market and
variations in the internal energy
market also have very far-reach-
ing effects. The development of
power prices and all other aspects
related to the Emissions Trading
Scheme will be carefully moni-
tored by the Commission.

How will companies benefit
from emissions trading?

At the end of each year, the
companies have to surrender a
number of allowances corre-
sponding to their emissions dur-
ing the year, whatever the emissions
of the individual company. 
They have two ways of doing this:
1. reducing their emissions; or 
2. purchasing allowances in the

market. 
In order to decide which option

to pursue, they will compare the
costs of reducing their emissions
with the market price for
allowances. 
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companies will seek out the cheap-
est reductions in the whole of the
EU and ensure that they are made
first. It is the system’s flexibility that
makes emissions trading the most
cost-effective way of achieving a
given environmental target.

How will allowance trading
work?

Companies with commitments
have the possibility to trade
allowances directly with each oth-
er, or they may buy or sell via a bro-
ker, bank or other allowance mar-
ket intermediary. How and where
the market in allowances takes
place is not regulated by the trad-
ing scheme. Another possibility
could be that a company purchas-
ing a fossil fuel (coal or gas) will
be offered allowances in combi-
nation with the fuel. Moreover,
organized markets (allowance
exchanges) may develop.

There will also be an electro-
nic registry system, separate from
trading activity. The registry sys-
tem is similar to a banking system
which keeps track of the ownership
of money in accounts but does not
track the deals made. The system
will be purely electronic, and so
allowances will not be printed on
paper but exist only in an online
registry account.

The system will consist of a
Member State national compo-
nent where the allowances are
held, as well as a European hub,
which will conduct automated
checks on each transfer of
allowances to ensure that the rules
of the Directive are respected.
Some of the data held in the regi-
stry will be released periodically,
in accordance with UN rules and
a forthcoming Regulation. A bal-
ance will be sought between envi-
ronmental transparency and com-
mercial confidentiality.

JI projects
JOINT IMPLEMENTATION UNDER ARTICLE 6

Joint implementation (JI,) under Article 6 of the Kyoto Protocol, provides for Annex
I Parties to implement projects that reduce emissions, or remove carbon from the
atmosphere in other Annex I Parties, in return for emission reduction units (ERUs). The
ERUs generated by JI projects can be used by Annex I Parties towards meeting their
emissions targets under the Protocol. The term “joint implementation” stems from the
Convention, which refers to the joint implementation of policies, but its usage has
become commonplace for projects under Article 6 of the Kyoto Protocol.

A JI project might involve, for example, replacing a coal-fired power plant with a
more efficient combined heat and power plant. Most JI projects are expected to
take place in the Annex I Parties with economies in transition in Eastern Europe.
Annex I Parties are not allowed to use ERUs generated from nuclear facilities to
meet their targets.

JI projects must have the approval of all Parties involved, and must lead to
emission reductions or removals that are additional to any that would have occurred
without the project. Projects involving land use, land-use change and forestry
activities must conform to the Protocol’s wider rules under Articles 3.3 and 3.4 on
land use, land-use change and forestry.

Projects starting from the year 2000 that meet JI requirements may be listed as JI
projects. However, ERUs may only be issued in relation to periods from 2008
onwards.

There are two possible procedures for carrying out a JI project:
1. the first procedure (track one) may be applied when the Annex I Party hosting the

project fully meets all the eligibility requirements to participate in the mechanisms.
In this situation, the host Party may apply its own national rules and procedures
to the selection of JI projects and the estimation of emission reductions from
them. The host Party may also issue ERUs (through converting existing AAUs or
RMUs)1 and transfer them to project participants; and

2. the second procedure (track two) must be applied if the host Party does not meet
all eligibility requirements. In such cases, the project and the quantity of ERUs it
generates must be verified under rules and procedures supervised by the Article
6 Supervisory Committee, to be elected by COP/MOP 1. Track two allows JI
projects to begin operation before the host Party meets all eligibility
requirements. However, before it may issue and transfer ERUs, the host Party
must meet at least those eligibility requirements relating to the calculation of its
assigned amount and the establishment of its national registry.
Under track two, the Article 6 Supervisory Committee accredits independent

entities to ensure, on the basis of project design documents, that appropriate
baseline and emissions monitoring are in place on which the emission reductions or
removals for each project may be accurately calculated. Once a project is
implemented, the participants are to monitor the project and submit the results to an
independent entity. This independent entity will determine the reductions in
emissions or increases in removals that may be issued by the host Party as ERUs
(subject to the host Party having met the necessary eligibility requirements to make
such issuance).

A host Party that is eligible to carry out JI projects under track one may,
nevertheless, choose to carry them out under track two. This may be desirable
if the Party considers the value of the ERUs may be higher under such an
international verification procedure or because the transfer of ERUs generated by
such projects is not subject to the commitment period reserve provisions contained
in decision 18/CP.7.

1 The AAUs, RMUs, ERUs, CERs, tCERs and lCERs are the accounting units of the “assigned amount” of
each Annex I Party referred to in the provisions of Article 3 of the Protocol. Each unit is equal to one
metric tonne of emissions (in CO2-equivalent terms). AAUs are issued on the basis of the assigned
amount pursuant to Article 3.7 and 3.8 while RMUs are issued on the basis of land use, land-use change
and forestry (LULUCF) activities (often referred to as “sinks”) under Articles 3.3 and 3.4. In accordance
with Article 3.10 and 3.11, the issuance of ERUs results in the cancellation of either AAUs or RMUs, in
order that no overall impact on a Party’s assigned amount is felt. Finally, CERs are the additions to
assigned amount referred to in Article 3.12. 

Since only a company that has
low reduction costs and, therefore,
has chosen to reduce its emissions
is able to sell, allowances bought
represent a reduction of emissions,

even if the company did not itself
reduce emissions, ensuring 
that the cheapest reductions are
made first. 

The scheme is EU-wide, thus


