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Cap and Trade

• Caps- Kyoto and ETS
• Consequences

– Invest
– Cut production
– Trade

• Longs and shorts
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Carbon Instruments
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• What is being traded is measured as “tCO2e”: CO2e 
is not a commodity.

• THIS IS ARGUABLY A MARKET IN REGULATORY 
RISK

• Companies/countries are trading to avoid a penalty or 
tax, or to gain a subsidy.
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AAUs. Kyoto targets given to Annex B countries are referred to as Assigned Amounts 
(AA) and the total for any country can be measured in 1 tonne of CO2e amounts 
called Assigned Amount Units (AAUs). Hence a country’s Assigned Amount is the 
number of tonnes of CO2e that country is allowed to emit in the 2008-2012 period.
CERs. CDM Projects generate Certified Emissions Reductions. CERs earned from 
the year 2000 onwards can be traded or banked and used to meet Kyoto 2008-2012 
reduction targets. These can also be used to meet EU targets under the Linking 
Directive. Use in the EU scheme will be capped.
ERUs. ‘Activities Implemented Jointly’, now called JIs, generate Emissions 
Reductions Units. No ERUs have so far been granted but they can be traded or 
banked and used to meet Kyoto 2008-2012 reduction targets. ERUs cannot be used 
to meet EU targets under the Linkage Agreement in 2005-2007, but may be used in 
the first commitment period which coincides with Phase Two of the European 
scheme. 
RMUs. Carbon Sinks or sequestration projects generate Removal Units. Carbon 
sequestration is a temporary benefit. RMUs cannot be banked for use in a future 
period and cannot be used to meet EU targets under the Linkage Agreement in 2005-
2007.
EUAs. European Allowances granted under a National Allocation Plan of an EU 
member state. These can be banked between years within the 2005-2007 period, but 
cannot be banked for use in 2008-2012 Kyoto period- except France and Poland.
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EU- Important Principles

• Unfettered transferability between persons within the 
Community

• Transferability between persons in EU and persons in 
third countries where scheme is recognised by EC

• But any individual, company or regulatory authority can 
open a European registry account and use the EUA as a 
compliance instrument for any scheme.
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Registries and Transaction Logs
• Allowances are assets held in registries

– National Registry
– CDM registry- where CERS are generated

• Transaction Logs-checking and clearing 
mechanisms
– Community Independent Transaction Log (CITL)-

operational
– International Transaction Log (ITL)- not yet 

operational
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FR - 00 – 0 - 00 - 0000 - 000000000001 - 000000001000 - 00 - 097

Party of 
origin

(ISO 3166
standard)

Issuance 
commitment period
Pre-Kyoto # are 00, 
period from 2008-

2012 will be 01, etc.

Unit type
1=AAU, 
3=ERU, 
5=CER

LULUCF activity
This field is 

relevant to RMUs, 
for all other 

instruments = 00

JI or CDM project 
identifier

Unique consecutive #. For 
non JI or CDM=0000

End block

Unique number
12 consecutive 

number
enables 

identification of 
instruments by
block (Start)

Force Majeure

EU tag
(ISO 31661 standard)

Shows that an 
AAU/ERU/CER has 

been converted into an 
EU allowance

Allowances
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Fungibility

• Registry system and person holding accounts 
provide basis of emissions ‘currency’

• Single international carbon price
• New schemes do not need to re- reinvent the 

wheel
• Do not need an MOU with Europe, but it helps
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The Spot Price of EUAs
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Emissions Traded Instruments
• Spot Contracts 

– Delivery (transfer in registry) is immediate. 
– Buyer makes payment within 5-10 business days of receipt of confirmation of delivery.

• Term Contracts
– Not yet. Possible in theory, but vintages and carry forward needs to clarify

• Forward trades
– Terms (price, quantity, vintage, delivery) are agreed now
– Payment made now or later

• Future Trades
– Like forwards, but traded on a regulated exchange with credit security

• Spreads
– Differentials

• Swaps
– Not yet. Possible in theory, but benchmark pricing needs to clarify

• Options
– The right but not the obligation to buy/sell allowances at a set price for a specific premium

COPYRIGHT CEAG LTD



12

Consilience Energy
Advisory Group Ltd

The Timeline for the EU ETS

Second EU ETS Phase / First Kyoto Commitment PeriodFirst EU ETS Phase

201220112010200920082007200620052004

Draft NAPs to be 
submitted
1st March 2004

Final NAPs to be 
submitted 
1st October 
2004

START OF EU ETS
1st January 2005

2005 Allowance 
Allocations-28th

February 2005

2006 
Allowance 
Allocations -
28th Feb 
2006

Allowances 
for 2005 
Emissions 
surrendered-
30th April 
2006

2005 Emissions 
verified- 31st

March 2006

2007 
Allowance 
Allocations -
28th Feb 
2007

2006 Emissions 
verified 31st March 
2007

Allowances for 
2006 Emissions 
surrendered - 30th

April 2007

2007 Emissions 
verified - 31st March 
2008

Allowances for 
2007Emissions 
surrendered- 30th April 
2008

2008 
Allowance 
Allocations -
28th Feb 
2008

2009 
Allowance 
Allocations -
28th Feb 
2009

2008 Emissions 
verified - 31st March 
2009

Allowances for 
2008Emissions 
surrendered- 30th April 
2009

2010 
Allowance 
Allocations -
28th Feb 
2010

2009 Emissions 
verified - 31st March 
2010

Allowances for 2009 
Emissions 
surrendered- 30th April 
2010

2011 
Allowance 
Allocations -
28th Feb 
2011

2010 Emissions 
verified - 31st March 
2011

Allowances for 2010 
Emissions 
surrendered- 30th April 
2011

2012 
Allowance 
Allocations -
28th Feb 
2012

2011 Emissions 
verified - 31st March 
2012

Allowances 
for 2011 
Emissions 
surrendered-
30th April 
2012

2012 Emissions 
verified - 31st March 
2013

Allowances for 2012 
Emissions 
surrendered- 30th April 
2013
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Forward Emissions Price Curve 25th April 2007
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Liz Bossley, 
CEAG Ltd, 
311 East Block County Hall, 
Forum Magnum Square, London SE1 7GN.
Tel: 020 7928 1222/3111. 
Fax 020 7401 9040. Mobile 07901 555556. 
Email lizbossley@ceag.org
www.ceag.org
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