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1. STATE-OF-THE-ART OF KYOTO PROTOCOL 
Some of the critical elements of the Protocol are its provisions for international 

emissions trading (ET) for Joint Implementation (Jl) and for a Clean Development 
Mechanism (CDM), collectively referred to as the Kyoto Mechanisms. Now all flexible 
mechanisms of Kyoto Protocol (Jl, CDM and ET) are well defined,ed, even though moment 
of the entry into force of Kyoto Protocol as International Treaty has not yet been decided. 

During The seven session of the Conference of the Parties (COP-7) from Marrakesh 
(2001) USA has announced its position not to ratify the Kyoto Protocol, but "Umbrella Group" 
(Russia, Japan, Austria, Canada, New Zealand, Norway, Island and Ukraine) intends to ratify 
it. Marakesh Accords represented a relative progress of the negotiation process due to the 
fact that now all flexible mechanisms of Kyoto Protocol (Jl, CDM and ET) are well defined, 
even though the moment of the entry into force of Kyoto Protocol as International Treaty has 
not yet been decided. 

During COP-8 at New Delhi (2002) the technical aspects concerning the rules of 
flexible mechanisms of Kyoto Protocol mechanisms were clarified. 

Emissions Trading (ET) can be implemented in many different ways. Basically, the 
alternative is between a "cap and trade" and a "baseline and credits" system. A "Cap and 
trade" mean that allowances are initially allocated to participants. "Baseline and credits" 
means that emission credits are recognized in relation to projects that reduce emissions 
below the reference, which is called baseline. The international ET introduced by the Kyoto 
Protocol is clearly a "cap and trade" system. CDM, on the contrary, follows a "baseline and 
credit" scheme. 

By 26 November 2003 the Protocol was ratified by 120 countries representing 44.2% 
of the emissions covered by the Protocol. The Protocol will enter into force 90 days after 
ratification by at least 55% countries, which must account for at least 55% of total Annex I 
C02 emissions. 

Since the United States walked away from the deal in 2001, the arithmetic means that 
the Kyoto Protocol's future is in Russian hands. If Russia does not ratify it it, the treaty cannot 
come into force It seems to be that Russia has no intention of ratifying, or that it will demand 
a price from the EU which we cannot pay. 

The signatories to the protocol have committed themselves to scaling back their 
emissions of six greenhouse gases to 1990 levels. They have to do so between 2008 and 
2012. 

European is playing a fundamental part in the fight against climate change. The Kyoto 
Protocol which would place constraints on industry to curb emissions of greenhouse gases, 
was ratified by the E.U. and member governments on May 31, 2002. Each country has 
accepted a target for limiting its emissions. The E.U. had already committed itself in 1990 to 
cutting emissions by 8% between 1990 and 2012. But the protocol has also attracted 
criticism from conservative leaders and pro-business groups. 

Actually, some EU officials said that Kyoto should be reexamined because it poses a 
severe threat to industry and that the E.U. should explore alternative ways of meeting Kyoto 
targets while maintaining the competitiveness of the industry. 

During the COP-9 at Milan (2003) Ministers noted that economic growth and climate 
change policies are compatible and, if action is taken at an early stage, economic gains can 
be made. The formal decisions adopted by the conference will strengthen the institutional 
framework of both the Convention and the Kyoto Protocol New emission reporting guidelines 
based on the good-practice guidance provided by the Intergovernmental Panel on Climate 
Change will provide a sound and reliable foundation for reporting on changes in carbon 
concentrations resulting from land-use changes and forestry These reports are due in 2005. 
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Another major advance is the agreement on the modalities and scope for carbon 
absorbing forest-management projects in the CDM. This agreement completes the package 
adopted in Marrakesh and expands the CDM to an additional area of activity. 

Many of the discussions touched upon cooperation between developed and 
developing nations, including the funding needed for least developed countries that are most 
vulnerable to climate change and that need to develop and carry out effective policies. 
Technology transfer and capacity building are addressed in many of the decisions, and there 
is a clear understanding of the importance of advancing this work in partnership with the 
private sector. 

Two funds, the Special Climate Change Fund and the Least Developed Countries 
Fund, which will support technology transfer, adaptation projects and other activities, were 
further developed. The European Union, Canada, Iceland, New Zealand, Norway and 
Switzerland renewed an earlier pledge to contribute 410 million USD annually to developing 
countries through these funds and other avenues[1], 

2. EMISSION TRADING SCENARIOS 
Table 1 shows the regional breakdown as well as the base year emissions, the 

required emission reductions and the projection of C02 according with WEO 2000(2]. 

Table 1 -The required emission reductions and the projection of C02 according with 
WEO 2000 including North America. 
Region Base year Kyoto 2010 WEO Gap (per 

emissions (Mt commitment target projections 2010 cent) 
C02) (%) (Mt C02) (Mt C02) 

North America 5301 93.1 4935 6817 38.1 
Europe 3961 92.5 3664 4295 17 2 
Pacific 1350 96 8 1307 1625 24.3 
Russia 2357 100.0 2357 1449 -38 5 
Ukraine and 1188 96.8 1150 750 -34.8 
Eastern Europe 
Total Annex В 14158 94.7 13413 14936 11.4 

If USA maintain its decision to not ratify Kyoto Protocol, the emission trading become 
according with table 5 In this last case, the emission trading offer is higher than the demand, 
so the countries having "available C02 " to sell (Romania's case) will compete between them 
to deal with the buying countries. 

Table 2 -The required emission reductions and the projection of C02 if USA not ratify 
Kyoto Protocol [3] 
Region Base year 

emissions 
(Mt C02) 

Kyoto 
commitment 
(%) 

2010 
target 
(Mt C02) 

WEO 
projections 
2010 (Mt C02) 

Gap (per 
cent) 

Europe 3961 92.5 3664 4295 17,2 
Pacific 1350 96.8 1307 1625 24,3 
Russia 2357 100.0 2357 1449 -38,5 
Ukraine and East 
Europe 

1188 96.8 1150 750 -34,8 

Total Annex В 8857 95.7 8478 8119 -4,3 

Table 3 shows some data concerning C02 Emission Trading (Progressive Action) 
according with WEO projections (Million tones of C02 and million 1990 USD per year from 
2008 to 2012). the trading price being 26 USD/tone C02.[2] 

Table 3 -Data concerning CQ2 Emission Trading 
Region 2010 | Traded I Domestic Cost of Trading Trading 

Reduction I quantities l Abatement Commitment cost (% benefit 
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Target (Mt) ! Import + 
! Export - (Mt) 
i 

(Mt) with Trading 
(mill USD 
1990) 

of GDP) (% Of 
GDP) 

North 
America 

1882 1274 
I 

608 39.842 0.36 0.61 

Europe 631 240 391 9.831 0.10 0 04 
Pacific 318 204 114 6 593 0.14 0 17 
Russia -908 -1166 258 -27.925 -5.87 5 87 
Ukraine 
and 
Eastern 
Europe 

-401 -552 151 -12.761 -4 62 4 62 

Total 
OECD/(n 
et) 

2831 
(1522) 

1718 
(61% of total) 

1522 56.266 
(15 579) 

0.22 
(0 06) 

0 31 
(0.49) 

If USA decision not to ratify the Kyoto Protocol will be maintain, all this data will be 
dramatically modified so the gap of 11 4% (see table 1) will become - 4 3%.(see table 2) 
which means that the demand for emission trading will be less than the offer. Consequently, 
the price of emission will lower than it would be in case USA ratified it [4] 

The C02 price and availability became one of the key criteria for running a business 
and was integrated in every strategic decision The market did play a role of facilitator for 
emissions reductions A well designed emissions trading system allows companies to fully 
integrate environmental goals into business strategies and decision making and to optimize 
the timing of their investments. It also enables regulatory authorities to ensure that 
environmental goals are met or even exceeded 

4. EURELECTRIC'S POSITION REGARDING KYOTO PROTOCOL 
From January to July 2000, Union of the Electricity Industry-EURELECTRIC led a 

simulation of two parallel markets for electricity and C02 allowances, also called tradable 
emission permits (TEPs) 40 major European companies from 16 countries and 7 industrial 
sectors (electricity, oil/gas refining, steel, chemical, cement, glass, pulp and paper) worked 
together to implement and run the simulation, which was called GETS (Greenhouse gas and 
Electricity Trading Simulation) 

The important investigative work was done by EURELECTRIC. through the series of 
GETS to demonstrate the potential efficacy of trading in emissions credits as a way in 
helping to meet reductions targets under the Kyoto Protocol in a cost-effective manner A 
fourth round - GETS4 - is due to start this year[5] 

In May 2002 a questionnaire was distributed to members of EURELECTRIC'S 
Climate Change and Flexibility Mechanisms Groups 22 companies answered the 
questionnaire and 11 described 39 Jl and CDM projects More than 75% have already made 
investments and/or made simulations, technical and economic analysis to reduce C02 
emissions. All 21 companies are participating or analyzing the possibilities for participating in 
carbon funds. C02 auctions, joint ventures or other types of cooperation with the aim to 
explore the possibilities offered by JI/CDM projects 14 companies are already participating 
and analyzing the initiatives whilst 7 companies are analyzing the possibilities to undertake a 
specific initiative[6]. 

Table 4 - JI/CDM mitiatives[6] 

JI/CDM initiatives Participating Analysing 
possibi l i t ies 

Carbon fund 5 10 
C02 auctions ! . .. 2 8 
Joint Ventures i 3 9 
Pilot Programme/Demonstration project 3 2 
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E7 AIJ Initiatives 2 -

OTC trading 1 2 
Projects initiated by the authorities - 2 
Networking 2 -

The main motivation for electricity companies to analyse and invest in JI/CDM 
projects is corporate climate change policy and the purpose to gain experience and explore 
new business opportunities Four companies also mentioned legal reasons, e g national 
regulation as a part of the national climate change policy. Other reasons are risk 
management, communication/marketing and bringing added-value to projects already under 
development.No. of companies 

Ten companies completed the second part of the questionnaire and described their 
JI/CDM projects in detail. They are planning or have actually invested in 39 different type of 
projects. 27 are CDM and 12 are Jl . CDM projects dominate; this is not surprising since this 
type of project can generate Certified Emission Reductions (CERs) as from the year 2000. 

One third of JI/CDM projects are renewable energy investments and another third is 
on improving power plant efficiency Only three are forestry projects and the rest are on 
energy use. One project is a combined forest and renewable energy. All projects are eligible 
for CDM according to the Marrakech Accords. 

The size of the projects range between 0.2 MW and 1200 MW. 13 of the projects are 
larger than 100 MW and 10 are less than 10 MW. Forestry projects cover altogether 17,000 
Ha. There is no relationship between choice of technology, investment, size and the 
definition of JI or CDM project 

From the analysis of answers to the questionnaire concluded the interest of the 
electricity industry to develop JI/CDM projects. However, the electricity industry is taking 
considerable risks. Experience to date shows that there are significant local, national and 
international political obstacles as well as risks caused by the lack of definition by 
international institutions and of procedures in host countries. 

Uncertain issues in host countries are mainly related to baseline definition, whereas 
registration, verification and monitoring are regulated by international rules. The international 
institutional risks will disappear in the future when guidelines and standards are defined, but 
the national political risk will remain. Companies did not perceive the political risks in the 
home country as high. However, there is also a need for definition of institutions and 
procedures for registration of projects. 

The private initiatives undertaken by electricity companies in both host and investor 
countries show that they are key actors in the development of JI/CDM 

projects and in creating knowledge for developing the international procedures and 
institutions. Other key actors identified in the survey, besides the national governments, are 
the municipalities in the host countries 

The project developers and host countries are willing to take a political risk with Jl 
projects, whilst CDM projects' developers prefer to wait for agreed international rules before 
beginning verification procedures. 

Although this survey only covers a small part of all projects being developed by 
electricity companies in Europe, it shows that they are analysing and planning JI/CDM 
projects in almost all parts of the world ranging from very small to very large projects. 

5. NEW EUROPEAN APPROACH OF KYOTO PROTOCOL 
The Union of the Electricity Industry - EURELECTRIC welcomes the proposal by the 

Commission to address climate change globally through a new Directive building on the so-
called projects-based mechanisms Jl and CDM. The draft Directive provides for the 
application of these mechanisms to begin as of 2008, on condition that the Kyoto Protocol 
does actually enter into force, an event which is still dependent on Russia's ratification. Such 
ratification has been subject to contradictory statements from the Russian Government, and 
the question of whether their signature to the Protocol is forthcoming is still fraught with 
uncertainty[5], 

EURELECTRIC consider that certain elements of the proposal could be improved in 
order to promote its development as a market-based tool and its integration into the EU 
trading scheme and considers that it is critical for the future development of the UNFCCC 
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process thai a functioning and credible trading scheme be established. The following points 
are made in this context: 

1 There should be no limits on the use of JI/CDM credits within the EU's emissions 
trading scheme, (e.g. caps). 

2 Credits from Jl-type and CDM projects should be used as of 2005 
3. Consistency with the rules agreed within the UNFCCC . 
4 Giving the right signals 
5. Impact of large hydro-electric power production projects. 
6. Acquis communautaire and baseline setting. Point 4 1 of the Explanatory 

Memorandum specifies the requirements to take account of the acquis communautaire for 
the establishment of baselines for project activities undertaken in countries having signed an 
Accession Treaty with the EU EURELECTRIC considers that this issue should be dealt with 
solely in the context of the Kyoto Protocol and subsequent decisions adopted thereunder 

7.Exclusion of Jl projects from acceding countries participating in the emissions 
trading scheme, without proposing any comparable substitute mechanism, is a too stringent 
measure to avoid double counting and it will eliminate an important financial resource for the 
technological restructuring in these countries. 

To be eligible for credits, projects must show real, measurable and long-term climate-
change benefits, which will be verified according to the terms of the Kyoto Protocol. Based 
on these verifications, Member States would then be free to convert such credits into 
allowances under the EU emissions trading scheme so that they can be traded within the 
scheme, due to start in 2005. Given that eligible Jl and CDM projects are extremely difficult 
to set up and given the domestic policies and measures being taken by the Member States 
any use of JI/CDM credits would clearly be supplementary to domestic activity. Although it is 
not anticipated that significant quantities of Jl or CDM certified credits will be available in the 
period 2005-2007, those that do become available would provide some additional liquidity in 
the emissions trading market. The companies should have the right to use credits from Jl-
type and CDM projects as of 2005 in parallel with the introduction of the EU ETS. rather than 
postponing such use to 2008. This flexibility would send a positive signal and advance the 
development of such projects with early social, environmental and economic benefits for host 
countries, while assisting companies in the Directive's trading sectors to comply with their 
targets. Deferring the use of credits to 2008 could result in market disruption and price 
discontinuities for allowances in the emissions trading scheme. 

During the 6th EURELECTRIC Trading Day:"lmpact Of Emissions Trading On 
Wholesale Power Markets"Brussels, 2 April 2004 the new Euriopean pproach of Kyoto 
Protocol has been debated. In the existing - pre EU emissions trading scheme - markets for 
emissions rights, governments have been the largest actors, with the World Bank "Prototype 
Carbon Fund" and the Dutch government together accounting for 65% of purchases in 2003 
Government buying could still in the future represent between 44-75% of all purchases.[5] 

The National Allocation Plans (NAPs) are going to be a key driver in determining 
supply and demand in the market. This means that the "basic instaliai. levels" will be of 
prime significance If the EU decides to recognise credits from otht, national emissions 
programmes - such as those in Japan and Canada - that will also fuel liquidity.[5] 

Looking at the C02 price to be factored into power prices, the equities analyst told 
that the price of C02 allowances - currently €9/tonne - is likely to be set by short-run fuel 
switching costs for a power station, with the market price being forced upwards by lack of 
liquidity. 

6. OPPORTUNITIES FOR ROMANIA 
Taking into account the dramatic decreasing of power production during the period 

1989-2000. Romania will meet without any problems the national target set by Kyoto 
Protocol (8% reduction of GHG during 2008-2012) compared with 1989. In this respect 
Romania could act as part in Join Implementation project with other Annex 1 country 
interested to obtain certificates for GHG reduction.[7]. 

A such an example is the pilot project developed during 1997-2000 between 
Romanian and the Netherlands Governments, represented by former RENEL and 
SENTER/SEP Joint Implementation Pilot Project / "Emission Reduction at Power Plants in 
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Romania" - PS096 / RM / 4 / 1. The goal of this project was an average reduction of 2.5% of 
C02 emission by improving the technical performances of 12 powerplants. This project was 
a win-win project. 

An other example is the participation of Hidroelectnca SA at ERUPT program of 
Dutch Government within the Join Implementation project "Modernization of three hydro units 
at Portile de Fier I hydropower plant"[15].The Jl project proposed by Hidroelectrica SA for 
ERPT 2 program was accepted and the contract was signed with Dutch Governmental 
Agency Senter international The project is a "turn-key" contract aiming to upgrade the Unit 
3,2 and 1 of Portile de Fier hydropowerplant by increasing the activepower from 175MW/unit 
to 194,5 MW/unit and to extend the their lifetime with other 30 years The commissioning of 
the last unit is scheduled for March 2005 The Dutch government will report a reduction of 
1.6 mil. ERU (t C02) during the period 2008-2012 through replacing of the electricity 
produced by fossil fuelled powerplant by hydroelectricity 

7. CONCLUSIONS 
Recently EURELECTRIC welcome the proposal of new EC Directive concerning the 

inclusion in the EU Emissions Trading Scheme (ETS) of credits from the project mechanisms 
- Joint Implementation (Jl) and Clean Development Mechanism (CDM). The proposed 
Directive is an amendment to the EU Emissions Trading Directive adopted in June 2003 
EURELECTRIC calls for unlimited use of credits in ETS. 

The draft Directive provides for the application of these mechanisms to begin as of 
2008, on condition that the Kyoto Protocol does actually enter into force, an event which is 
still dependent on Russia's ratification. Such ratification has been subject to contradictory 
statements from the Russian Government, and the question of whether their signature to the 
Protocol is forthcoming is still fraught with uncertainty. 

Although it is not anticipated that significant quantities of Jl or CDM certified credits 
will be available in the period 2005-2007, those that do become available would provide 
some additional liquidity in the emissions trading market. 

There is a direct relation between the coming ETS and electricity pricing 
environmental policy is the driver, based on the need to switch to a low-carbon future and 
manage the necessary investments in a rational manner - and emissions trading is the best 
solution available. 

Romania has good opportunities to be involved in the greenhouse gases market, both 
in ETS and Jl mechanisms Some Jl projects between Romanian and The Netherlands are 
already done or underway. 
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