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EURELECTRIC is the voice of the electricity industry in Europe.

We speak for more than 3,500 companies in power generation, distribution, and supply.

We Stand For:

Carbon-neutral electricity by 2050

We have committed to making Europe’s electricity cleaner. To deliver, we need to make use of all low-carbon technologies: more renewables, but
also clean coal and gas, and nuclear. Efficient electric technologies in transport and buildings, combined with the development of smart grids and a
major push in energy efficiency play a key role in reducing fossil fuel consumption and making our electricity more sustainable.

Competitive electricity for our customers

We support well-functioning, distortion-free energy and carbon markets as the best way to produce electricity and reduce emissions cost-efficiently.
Integrated EU-wide electricity and gas markets are also crucial to offer our customers the full benefits of liberalisation: they ensure the best use of
generation resources, improve security of supply, allow full EU-wide competition, and increase customer choice.

Continent-wide electricity through a coherent European approach

Europe’s energy and climate challenges can only be solved by European – or even global – policies, not incoherent national measures. Such policies
should complement, not contradict each other: coherent and integrated approaches reduce costs. This will encourage effective investment to ensure
a sustainable and reliable electricity supply for Europe’s businesses and consumers.

EURELECTRIC. Electricity for Europe.
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Introduction

EURELECTRIC’s members are committed to delivering carbon-neutral electricity in Europe by
2050, and to ensuring a competitively priced, reliable electricity supply throughout the integrated
European energy market. EURELECTRIC believes that it is essential that EU climate policy supports
competitiveness by promoting reductions of greenhouse gas emissions in a cost- effective
manner through the use of the ETS market mechanism. For this reason, EURELECTRIC supports a
strong ETS, which we see as the best way to provide affordable, reliable and sustainable
electricity to the EU economy.

In order for Europe to succeed in addressing the climate change challenge, decarbonisation needs
to take place throughout the whole economy. To achieve the cost-optimising benefits of a
coherent economy-wide approach, it is crucial that a consistent carbon price signal should apply
across all sectors, thus enabling the efficient distribution of assets and efforts. The extension of
the EU ETS to cover other sectors of the economy should therefore be adequately studied.

In its ability and commitment to become carbon‐neutral by 2050, the electricity industry can lead
the drive to decarbonise Europe. However, the electricity industry cannot reach the objective of a
low‐carbon society on its own. The electrification of other sectors of the economy has been
acknowledged as one of the crucial elements on this path to decarbonisation1. EURELECTRIC
believes that the 2030 Energy & Climate Framework, and in particular the revision of the Effort
Sharing Decision, provides an excellent opportunity to further enhance the role of decarbonised
electricity in replacing the direct use of fossil fuels, including in the non-ETS sector.

Using decarbonised electricity more widely will open the door for many more positive spill-over
changes in sectors which currently have no credible alternative route to achieving sustainability
other than electrification. Decarbonising power production, while at the same time electrifying
our energy use, will be essential for creating a carbon-neutral and energy efficient economy in
the EU as it eliminates the need to burn fossil fuels to provide energy for our buildings and cars.
This will help increase security of supply by decreasing the amount of oil and gas import needs, as
well as contributing to the improvement of air quality by removing air pollutants from urban
areas. As carbon targets tighten in the 2050 perspective, it will be less sensible to make further
incremental improvements to fuel-fired heat and transport systems when electrification has been
identified as the most effective pathway to decarbonisation.

Furthermore, as electricity is decarbonised, the use of electric vehicle batteries or electric
appliances as flexible demand and decentralised energy storage has the potential to open the
energy system to high penetration by renewable and other low carbon sources of electricity.
Greater electrification will provide flexibility benefits to integrate increasing volumes of variable
generation into the grid. With the advent of smart meters and the development of smart grids,
the flexible loads will also give customers the opportunity to better manage their energy
consumption and reduce costs.

The benefits of electrification are clear now and the technologies to trigger further deployment
are already on the market – or very close to being on the market. The challenge at hand is
therefore to create a policy landscape which unblocks the potential of electrification (and
decarbonisation) and ensures the uptake of the enabling cost-effective technologies.

1 The European Commission Communication “A Roadmap for moving to a competitive low carbon economy in 2050”.
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EURELECTRIC’s response covers only replies to Questions three (3) and five (5).

3. Setting national targets for GHG emissions not covered by the EU Emissions Trading
System

Question 3: How can cost-effectiveness be reflected in a fair and balanced manner in adjusting
individual ESD targets for Member States with a GDP per capita above the EU average?

What can be the role of the one-time reduction through a limited amount of ETS allowances in
achieving these Member States’ ESD targets, while preserving predictability and environmental
integrity?

(EURELECTRIC’s response covers only the second part of Question 3 concerning the flexibility
mechanism established by paragraph 2.12 of the European Council conclusions of 24 October
2014)

EURELECTRIC generally welcomes the idea of extending carbon pricing based policy in Europe to
non-ETS sectors, as it introduces greater economic efficiency to greenhouse gas (GHG) abatement
across the entire economy, as well as greater transparency over the associated costs. The
possibility of using ETS allowances to help specific Member States achieve compliance with non-
ETS targets, coupled with the enhancement of the availability and use of existing flexibility
instruments, may help introduce flexibility and efficiency to GHG abatement in Europe. However,
the proposed one-off flexibility mechanism is considered as an ad hoc measure which could
distort the carbon market if not designed properly. Therefore the corresponding modalities need
to be designed carefully and an in-depth impact assessment carried out in order to ensure that
fair and efficient distribution of effort, as well as environmental integrity, are maintained across
both the ETS and non-ETS sectors.

EURELECTRIC considers the establishment of this new flexibility as a critical issue for the
electricity sector since it not only affects the structure of the ETS, but also the balance of effort
between the various sectors. The traded ETS sectors are already taking by far the greatest share
of the burden in terms of delivering the EU’s GHG emissions reduction target for 2030. It will
therefore be important that any one-off flexibility mechanism does not cause any further
significant distortion in the split in effort between the ETS and non-ETS sectors. Any new
flexibility mechanism must therefore contribute to the strengthening of the ETS and at the same
time also enhancing incentives to decarbonise the non-ETS sectors, whilst ensuring the integrity,
predictability and transparency of the carbon market.

EURELECTRIC recalls that the current regime already provides ways in which Member States with
significantly higher reduction targets than the EU average and above their “cost-effective
reduction potential” can access emission credits from other Member States where these provide
a lower cost of compliance. We note the political commitment to “significantly enhance” the
availability and use of existing mechanisms and therefore call for further clarity on how this new,
additional flexibility mechanism could contribute to reaching the EU’s climate change objectives
in a predictable and cost-effective way.
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EURELECTRIC believes that the application of this new flexibility mechanism should be consistent
with the following guiding principles:

 Ensuring predictability and transparency: The European Council conclusions on the EU 2030
climate and energy package state that a new flexibility will be established for qualifying
Member States to achieve their ESD targets through a “limited, one-off, reduction of the ETS
allowances, to be decided before 2020, while preserving predictability and environmental
integrity”. Since a decision on this mechanism is required before 2020, EURELECTRIC is of the
view that a decision on the design and functioning of how the mechanism will be applied
needs to be taken well before the end of 2019.
Consequently, to avoid creating unnecessary volatility in the EUA forwards market, notice of
the volume of allowances to be withheld through the application of this mechanism needs to
be known as soon as possible2, at the latest when a the revised ETS Directive or ESD is
adopted. Predictability should therefore be ensured through an early clarification of the
timing and concrete way the reduction of the ETS allowances is to be carried out. The timing
of the exercise to make use of this mechanism option and the corresponding announcement
of such plans will be critical as timing could potentially cause volatility in the EUA price.
Furthermore, clarity will also be required with regard to the allocation rules to be applied by
Member States who are eligible to make use of this flexibility mechanism. Transparency on
all the timing and functional aspects should be provided in the context of the legislative
revision of the ETS and the Effort Sharing Decision.

 Limit the market impact: The mechanism is described as being effected through a “limited,
one-off reduction of the ETS allowances, to be decided before 2020”. The electricity sector
believes that this equates to a decision, taken well before 2020, on a single, actual reduction
in allowances corresponding to a low single digit percentage3 of the eligible Member States’
share of ETS allowances for the fourth trading period. ETS allowances which are verified as
having been utilised under this mechanism are therefore cancelled.

 Guarantee cost-effectiveness and environmental integrity: The allowances which will be
subject to this flexibility mechanism should remain unavailable to the ETS sector, and cannot
be auctioned by the respective eligible Member States. Consequently the associated
emission rights will be allocated to eligible Member States in the period from 2021 to 2030,
and there will be no transfer of relevant funds or auctioning revenues. Legal clarification will
be required in order to ensure that these allowances are not allocated for free and will not be
re-introduced to the market, ensuring that environmental integrity is preserved.

 Appropriate monitoring, reporting and verification rules must be established: Such rules
and procedures must ensure that the non-ETS emissions for which the eligible Member States
are making use of this mechanism to achieve compliance are consistent with the basis of the
allocation of emission rights under the ETS. The effects and impacts of any new flexibility
mechanism should therefore be evaluated early in the fourth trading period.

2 The electricity sector would normally require visibility of up to 3 years.
3 The total number of alllowances which may be reduced as a result of this mechanism must be limited (capped) to a maximum of 1%
of total ETS allowances.
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 Move unutilised allowances to the Market Stability Reserve: if the eligible Member States
have not utilised all the allocated emission rights which may be subject to this mechanism
(e.g. because they failed to meet the qualifying criteria), by the end of phase four, any
remaining allowances should be placed in the Market Stability Reserve.

__________________________
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5. Complementary EU-wide action in the sectors covered by the Effort Sharing Decision

Question 5: Is the current scope of EU-wide action and legislation OTHER than the ESD to support
Member States' emission reductions in ESD sectors sufficient, or should it be enhanced?

a) The current scope is sufficient; or

b) The current scope should be enhanced.

EURELECTRIC believes  that, overall, the current scope provides  an  adequate framework for
supporting Member States in reducing greenhouse gas emissions. Before further measures are
explored, it is felt that efforts should focus on the proper and prompt implementation of the
existing legislation and tools.

EURELECTRIC urges the Commission to recognise the many positive effects a fuel switch to
electricity in the non-ETS sectors can imply if it is paralleled with the decarbonisation of the
power sector. Unlocking these effects will entail policy actions, such as less burdening of
electricity bills with policy costs, more attractive financing tools to stimulate investments in new
technologies by consumers and a review of the application of conversion factors in energy
efficiency legislation.

Furthermore, enabling fuel switching through key policies such as innovation and smart
grids can significantly increase the speed and benefits brought about by electrification. Policy
obstacles in these fields should therefore be removed and electric solutions should be seen as
key facilitating technology for reaching the EU’s climate and energy targets.

The power sector believes that instead of expanding the scope of EU action to support Member
States in reducing emissions outside the ETS, there must be a better understanding and
recognition of the positive potential electricity can play in the effort sharing sectors – specifically
in heating and transport.

Decarbonising electricity production as an energy carrier will open the door to tackling emissions
in the ESD sector by replacing fossil based products with electric solutions. This will not only
remove the emissions which these devices produce, but it will also unlock further significant
benefits for cities and customers.

The key benefits of opening the ESD sectors to decarbonised electricity include:

 Major reduction of CO2 emissions from local heating in buildings, specifically in urban
areas, which traditionally run mostly on fossil fuels – conversion from fossil fuels to
electricity;

 Improving ambient air quality, especially in our cities. Electricity produces no emissions at
the point of use and electric vehicles reduce noise pollution significantly.

The sectors covered by the Effort Sharing Decision are currently mainly based on fossil fuel
technologies: gas or oil for heating; and combustion engines for vehicles. No other current
energy carrier can decarbonise to the same extent and scale as electricity. The European
Commission also reached the same conclusion in the context of the Energy Roadmap for 2050.
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All the scenarios of this key study show that electricity must play a much greater role (almost
doubling its share in final energy demand to 36-39% in 2050) and will contribute significantly to
the decarbonisation of transport as well as heating and cooling. Doing this requires the
development of an energy infrastructure geared to meet future climate objectives.

In addition to direct emission reductions, changing the energy carrier in ESD sectors, such as
heating and transport, to electricity from low or carbon-neutral sources, further unlocks the
potential for technologies, which increase the efficiency in which energy is used. As electricity is
decarbonised, the use of electric vehicle batteries or electric appliances (e.g. water heaters) as
flexible demand and decentralised energy storage has the potential to open the energy system
to high penetration by renewable and other low carbon sources of electricity. Furthermore,
electric solutions increase the potential to ensure appropriate price signals which, when
coupled with demand response and smart grid technology, effectively giving more power to
the final consumer to optimise energy use.

In general, when considering the decarbonisation potential of the non-ETS sectors, EURELECTRIC
is convinced that a consistent carbon price signal should apply across all sectors, enabling the
efficient distribution of assets and efforts. Extending the EU ETS to cover other sectors should
therefore be appropriately studied, e.g. the inclusion of the heating and cooling sector as a whole
in the ETS should be assessed as part of the revision of the ETS.



EURELECTRIC pursues in all its activities the application of
the following sustainable development values:

Economic Development

Growth, added-value, efficiency

Environmental Leadership

Commitment, innovation, pro-activeness

Social Responsibility

Transparency, ethics, accountability
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