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ECA Audit:
The integrity and
implementation of the
EU Emissions Trading
Scheme

Introduction

• What is the EU’s Emissions Trading
Scheme (ETS) ?
• Risks: how did we identify them and
what are they ?
• What did we audit ?
• How did we audit ?
• Main findings and recommendations
• Challenges and lessons learned
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What is the EU ETS ?
• It’s the EU’s star policy to combat climate change, operational since
2005 (with second phase matching the Kyoto Protocol period to
2012).
• The ETS sets a reducing annual limit on emissions of CO2 and
other greenhouse gases by energy intensive sectors which account
for around 50% of emissions of CO2 in the EU.

• Installations must be licenced, and they then receive emission
allowances (either for free, or, increasingly, by auctions). Each year,
installations must surrender allowances to cover their emissions of
CO2.
• Allowances can be bought and sold on a multi billion euro market.
Most of the market is derivative based.
• As well as reducing overall emissions of greenhouse gases, by
establishing a price for, and a market in carbon, businesses should
be encouraged to invest in low carbon technologies.
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How did we identify risks ?
Our risk analysis and audit preparation considered:
• Reports from WGEA, SAI’s and national authorities (including
Denmark, Finland, Lithuania, Norway, Poland, Sweden, UK,
France).
• Consultations with European Commission, UNFCCC, OECD,
NGO’s, focused information visits to Member States, and site visits
to steel + energy producers.
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What are the main risks ?

IMPLEMENTATION RISKS
•

Weak National Allocation Plans

•

Poor monitoring by Commission

•

Weak monitoring and verification at
installations

•

Poor supervision by Member States

•

Poor implementation of sanctions

•

Insecure registration and IT system

DESIGN RISKS

• Regulatory gaps
• Use of Kyoto Protocol
mechanisms leading to
oversupply

TRADING and other RISKS

• Theft of allowances
• Weak market
regulation

• VAT fraud (over 5
billion euro)

IMPACT RISKS

• Lack of incentive to
reduce emissions
• Windfall profits
• Oversupply
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Risks – an example of theft (source: Financial Times)
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Risks – an example of VAT fraud (source: Le Monde)
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What did we audit ?
After much debate our main audit questions focussed on the
implementation of phase II of the EU ETS 2008-2012 (Kyoto
commitment period):
Is the EU ETS managed adequately?
 Is there an appropriate framework for protecting
the integrity of the EU ETS?
 Is the EU ETS correctly implemented?
We did not audit impact of ETS or oversupply, as:
- economic crisis was depressing demand;

- it was the right time to examine implementation;
- oversupply and impact were already getting enough attention.
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How did we audit ?

• Interviews and extensive document reviews
(e.g. Impact Assessments for MIFID/MAD;)
• Examination of extracts from the ETS
Registry;
• Examination of ETS records for 150
installations from 7 Member States;
• Use of expert assistance for the issues
concerning market integrity
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Audit findings
The framework to protect market integrity was still not
sufficiently robust,
• Gaps in regulation of compliance traders, bilateral OTC
spot trades, and small market participants;
• No EU oversight of the market;
• Unclear legal definition of allowances;
• Account opening and transaction monitoring procedures
were weak;
• Development of the registry was not well controlled.
… and there were significant implementation
weaknesses.
• Poor assessment of NAP’s;
• Incomplete reporting and lack of harmonisation of key
controls;
• Question marks concerning national sanctions;
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Main recommendations (mainly to Commission)
In order to make the framework to protect market integrity
sufficiently robust:
• gaps in market regulation, regulatory cooperation, and supervision
should be addressed, especially in the context of future reviews of
MiFID and MAR;
• The legal status of allowances should be clarified;
• Cross border transaction monitoring should be developed;
• Best practices for control of account openings should be promoted;

In order to address the implementation weaknesses:
• The monitoring and control framework should be strengthened;
• Better coordination at Member State level was needed;
• Required reports should be published on time;
• Commission monitoring of Member Sate implementation needed
improvement;
• Sanctions should be more transparent and consistently applied.
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Challenges
•

Dealing with confidential and market sensitive information at audit and
reporting stage;

•

Contracting an expert for market integrity issues was necessary, but
was time consuming;

•

Obtaining and agreeing on the evidence for the market integrity pillar of
the audit was a challenge.

Lessons learned
• Allow sufficient time at the planning stage, including information visits;

• Communicate early in the process with internal stakeholders on
feasibility challenges and their potential impact on the audit scope
(avoid trying to ask too big a question!);
• Take the time to address auditee concerns on confidentiality /
sensitivity, while retaining independence;
• Timing of publication.
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Thank you
This report, and all other publications of ECA, are online in all official EU
languages at ECA’s site: www.eca.europa.eu/en
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