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KEY CONTENTS OF THE DECISION 
 
Under the Emissions Trading Act relating to national implementation of Directive 2003/87/EC of 
the European Parliament and of the Council, the Government has made a decision on the proposal 
for Finland’s national allocation plan for the emissions trading period 2005–2007 defined by the 
Directive. By nature, the proposal is a planned decision, whose ratification requires the approval by 
the Commission of the European Communities. 
 
The proposed total quantity of allowances is 136.5 million carbon dioxide tonnes, which is about 
three per cent lower than the carbon dioxide emissions estimated for the period 2005–2007. This 
figure includes 2.5 million carbon dioxide tonnes as a reserve for new entrants. The total quantity of 
allowances for the years 2005–2007 is determined subject to Annex III, so that it complies with 
Finland’s emission target for the period 2008–2012. 
 
Allowances will be allocated to operators by installation. The allocation of allowances is based on 
the so-called grandfathering scheme, in which allowances intended to be allocated to each 
installation are calculated by means of calculation rules specified in the Emissions Trading Act and 
based on the realised emissions of the installation concerned from the years 1998–2002. The period 
for condensate power is, however, 2000–2003. Separate allocation criteria laid down in the 
Emission Trading Act have been used for installations completed in 1998 or thereafter. 
 
The allowances will be allocated free of charge, and no auctioning will be used. The possible 
unused allowances cannot be transferred to the emissions trading period 2008–2012. 
 
A permit to also incorporate such installations intended for district heat generation whose rated 
thermal input is 20 MW or less is applied for from the Commission on a separate occasion. 
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1 Introduction 
 
 
1.1  Background and the introduction of the issue 
 
On 23 October 2001 the Commission of the European Communities issued its proposal for the EU-
wide Directive on the trading of greenhouse gases. The European Parliament, the Council and the 
Commission reached their common position in this issue in July 2003. Directive 2003/87/EC 
entered into force on 25 October 2003. 
 
The Directive (hereafter the Emissions Trading Directive) requires Member States to prepare a 
national allocation plan in order to restrict the emissions of greenhouse gases and to implement 
trading with their emissions; in this allocation plan, each Member State should indicate the total 
quantity of emission allowances it intends to allocate during the period defined in the Directive. In 
the plan, the Member State should also indicate how it is going to allocate the emission allowances 
to various installations. The first allocation plan, which only involves carbon dioxide emissions 
from combustion and some industrial processes, will be drawn up for the years 2005–2007. The 
second allocation plan concerns the commitment period of the Kyoto Protocol, i.e. the years 2008–
2012, and it can also be expanded to involve other greenhouse gas emissions in addition to carbon 
dioxide emissions. 
 
According to the Directive, the allocation plan concerning the years 2005–2007 should allocate 
installations and processes at least 95 per cent of emission allowances free of charge, and in the 
second period at least 90 per cent. Under section 15 of the Emissions Trading Act, all emission 
allowances will be allocated free of charge in Finland. 
 
When drawing up the allocation plan, objective and open criteria must be used, it must not 
discriminate against enterprises or operations, and it must follow the criteria in accordance with 
Annex III of the Directive. They concern, for example, the way in which the total quantity of 
emission allowances should be determined in relation to the target of the Member State as a part of 
the obligation of the European Community to reduce its greenhouse gas emissions in accordance 
with the Kyoto Protocol, the consideration of comments by the public, the possibilities for 
operations, technical ones included, to reduce the emissions, how new actors have been considered, 
and how early action has been considered if it has been included in the plan. 
 
The Commission can give comments on the proposal for an allocation plan or reject it if the 
proposal does not meet the requirements of the Directive. Each Member State has to make its final 
decision regarding the emission allowances for each installation to be allocated to operators for the 
period 2005–2007 by 30 September 2004. 
 
The Emissions Trading Act (683/2004) on the national implementation of the Emissions Trading 
Directive entered into force on 4 August this year. 
 
1.2 Legislation applied to decision-making 
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Under section 34 of the Emissions Trading Act, the Government shall decide on a proposal for a 
national allocation plan. The decision concerning the emissions trading period 2005–2007 will be 
made immediately after the Emissions Trading Act will have entered into force. 
 
Subject to section 35 of the Emissions Trading Act, the Government decision shall indicate: 

(1) the total quantity of allowances, with justifications; 
(2) allowances allocation scheme; 
(3) criteria for allocating allowances, with justifications; 
(4) total quantity of allowances to be reserved for new entrants; 
(5) criteria for allocating allowances to new entrants, with justifications; 
(6) list of installations and allowances to be allocated to each of them, with justifications; 
(7) the portion of the total quantity of allowances to be used by operators and annually 

registered onto an account in the national registry of the installations concerned; 
(8) the ways in which the comments and opinions presented during the drafting of the proposal 

have been taken into account. 
 
Chapter 3 of the Emissions Trading Act contains provisions on the criteria for allocating allowances 
for the emissions trading period 2005–2007. 
 
Under section 36 of the Emissions Trading Act, the Ministry of Trade and Industry shall notify the 
operators concerned, the European Commission and the other Member States of the European 
Union of the proposal for an allocaton plan immediately after the decision has been taken by the 
Government. 
 
Under section 72(2) of the Emissions Trading Act, the provisions on further examination of the 
issue and consultancy of the interested parties of the Administrative Procedure Act shall be applied 
to the drafting of a proposal for a national allocation lan for the emissions trading period 2005–
2007. 
 
1.3 Preparation of the issue 
 
Finland’s capacity and will to implement a consistent policy of restricting greenhouse gas emissions 
and meeting international commitments have been outlined, for example, in the Government’s 
climate policy report to Parliament (VNS 1/2001 vp, 15 March 2001) and in Parliament’s reply to 
the report (YmVM 6/2001 vp, 14 June 2001). The Climate Strategy described in the report is based 
on the national measures to meet Finland’s international commitments. With regard to the 
opportunities offered by the Kyoto flexible mechanisms, the report stated that since the rules 
regarding them are still under negotiation, a more detailed assessment of their quantitative role was 
left for later reviews. 
 
As the Emissions Trading Directive was still being negotiated, the Government made a decision-in-
principle on the organisation of an official action for climate policy. 
 
According to the decision-in-principle, experiences on the preparations of climate policy strategies 
and other policy definitions speak for the view that the Government should have a specific 
ministerial group for dealing with these issues. Furthermore, the decision-in-principle states that the 
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national allocation plan on emission allowances will be accepted by the Government. The Ministry 
of Trade and Industry co-ordinates and carries the main responsibility for the preparation of the 
allocation plan, for the drafting of the legislation enforcing the Emissions Trading Directive, as well 
as for the implementation of emissions trading in Finland.  
 
The Government has appointed a Ministerial Working Group, whose duties include the preparation 
of the Climate Strategy to be renewed because of the Emissions Trading Directive, and managing 
the preparation of the national allocation plan required in the Emissions Trading Directive and the 
handling of the allocation plan before the issue is approved by the Government. 
 
Mr Mauri Pekkarinen, Minister of Trade and Industry, was appointed as chairman of the ministerial 
working group, and its members included Mr Jan-Erik Enestam, Minister of the Environment, Mr 
Antti Kalliomäki, Minister of Finance, Ms Leena Luhtanen, Minister of Transport and 
Communications, and Mr Juha Korkeaoja, Minister of Forestry and Agriculture.  
 
To assist it in its work, the ministerial working group set up a group of civil servants, acting under 
the chairmanship of the Ministry of Trade and Industry and consisting of representatives of the 
Ministry of Transport and Communications, the Ministry of Forestry and Agriculture, the Ministry 
for Foreign Affairs, the Ministry of Finance and the Ministry of the Environment. 
 
In spring 2003, the Ministry of Trade and Industry appointed a work group to prepare the legislation 
enforcing the Directive at the national level (the work group for the Emissions Trading Act) and a 
work group to prepare the allocation criteria for emission allowances to be allocated for installations 
and industrial processes in the national allocation plan (the criteria work group). The work groups 
have consisted of representatives of the ministries essential for the climate policy and of the energy 
users and producers. 
 
 
1.4 The structure of the proposal for an allocation plan 
 
The first Chapter of this proposal for the national allocation plan describes the background and 
preparation of the plan and the way in which the public has been heard. Chapter 2 describes the 
concepts and the scope of emissions trading. Chapter 3 deals with the emission goals of Finland and 
the EU as part of the Kyoto Protocol. Chapter 4 describes the definition of the total quantity of 
emission allowances, Chapter 5 the division of the emissions trading sector into sub-categories, and 
Chapter 6 the determination of emission allowances for individual installations and industrial 
processes. Chapter 7 deals with specific issues, such as early action, and summarises the 
consideration of the criteria listed in Annex III of the Directive. In addition, the Chapter describes 
starting points regarding the position of Kyoto mechanisms in the Finnish climate policy. 
 
This proposal for an allocation plan includes annexes supplementing and providing more detailed 
descriptions of the criteria for the allocation plan. Annex 1 covers the criteria for the With Measures 
scenario and the development of emissions according to them. Annex 1 also describes the definition 
of emission allowances for the years 2005–2007 as part of reaching the Finnish emissions target 
during the commitment period 2008–2012. Annex 2 gives the calculation formulae for the emission 
allowances to be allocated for installations and processes of various sub-categories for the years 
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2005–2007. Annex 4 lists the interest groups which have been asked for a statement on the 
allocation plan, and Annex 5 presents the sources and basis of information used and reports made 
when drawing up the allocation plan. 
 
The Ministry of Trade and Industry, the Ministry of the Environment, the Ministry of Transport and 
Communications, the Ministry of Agriculture and Forestry and the Ministry of Finance, as well as a 
number of reseach institutes and consulting agencies have contributed to the drafting of the 
scenarios described in Annex I and to the assessment of the economic effects of emissions trading. 
 
1.5 Statements and public consultation 
 
The Ministry of Trade and Industry has asked several interest groups to provide their opinions on 
the draft proposal for a national allocation plan published on 2 March 2004 and on the Government 
Proposal for the Emissions Trading Act. The draft proposal for an allocation plan and the draft 
Government Proposal for an Emissions Trading Act were made available to the public in electronic 
format on the Ministry’s website on 2 March 2004 and on 4 March 2004, respectively. 
 
A draft of Finland’s National Allowances Allocation Plan, excluding installation-specific 
allowances, was drawn up based on the comments received and submitted to the European 
Commission on 30 March 2004, when it was also placed on the website of the Ministry of Trade 
and Industry for public access. The Government bill for an Emissions Trading Act was put before 
Parliament on 16 Aprial 2004 and placed thereafter on the Parliament’s home page. 
 

As the bill for an Emissions Trading Act was still in the parliamentary reading, the 
Ministry of Trade and Industry requested, by a letter dated on 21 May 2004, the 
companies and installations within the scope of the forthcoming Emissions Trading 
Act to deliver information subject to section 33(2) of the emissions trading bill based 
on which installation-specific allowance quantities could be calculated. The proposals 
for installation-specific allowance quantities, calculated on the basis of this 
information, were sent on 15 July 2004 to the operators for their check under section 
41 of the Administrative Procedure Act. 
 
Similarly, under section 41 of the Administrative Procedure Act, the public was given 
an opportunity, by a press release published on the home page of the Ministry of 
Trade and Industry on 15 July 2004, to present comments and questions related to 
emissions trading either in writing or via e-mail. 
 
Under section 36 of the Emissions Trading Act, the Ministry of Trade and Industry 
shall notify the operators concerned, the Commission and the other Member States of 
the European Union of the proposal for an allocation plan immediately after the 
Government decision. Furthermore, the Ministry shall publish the proposal for a 
national allocation plan electronically and reserves the operators and public an 
opportunity to come forth with their opinions. 
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2 The definitions and concepts used in the 
proposal for an allocation plan, its scope and 
basis of information 

 
 
2.1 Definitions and concepts 
 
The concepts used in Finland’s proposal for a national allocation plan for the period 2005–2007 are 
specified in section 19 of the Emissions Trading Act. 
 
According to the Emissions Trading Directive, all combustion installations with a rated thermal 
input exceeding 20 MW (except hazardous or municipal waste installations) and some industrial 
processes must have a greenhouse gas emission allowance as of the beginning of 2005. According 
to the Emissions Trading Act, the emissions permit will be granted by the national emissions 
trading authority, which in Finland is the Energy Market Authority. Chapter 2 of the Emissions 
Trading Act contains provisions on the emissions permits for greenhouse gases. Operators will be 
issued a certain quantity of emission allowances in a Government decision to be made based on the 
national allocation plan. 
 
Annex I to the Emissions Trading Directive and section 2 of the Emissions Trading Act list the 
operations concerned. These include the above-mentioned combustion installations, oil refineries, 
coke ovens, the production and processing of ferrous metals, those mineral industries exceeding a 
certain capacity (the production of lime, cement, clinkers, glass fibre, ceramic products) and the 
production of pulp, paper and cardboard. The installations carrying out these operations have been 
named as the emissions trading sector (hereafter the ETS) in the Finnish national allocation plan, 
and other functions or installations correspondingly the non-emissions trading sector (hereafter the 
non-ETS). The latter includes the chemical industry except for oil refineries, combustion 
installations with a rated thermal input of 20 MW or less, transport, agriculture and forestry and 
households. However, if any of the above functions, e.g. the chemical industry, has a combustion 
installation with a rated thermal input of more than 20 MW, the installation is covered by emissions 
trading, but the carbon dioxide emissions of the operation that do not originate from this installation 
are not. 
 
In the proposal for Finland’s national allocation plan, the emissions trading sector has, subject to 
section 17 and 18 of the Emissions Trading Act, still been grouped, according to the nature of the 
operations or the product, in sub-categories that are as homogenous as possible; installations 
belonging to the same sub-category receive emission allowances based on the same criteria. The 
sub-categories are described in Chapter 5. 
 
In some cases, some parts of an installation or process can be allocated to sub-categories other than 
the one to which the main function of the installation or process belongs. When calculating 
emission allowances, this division is considered so that the emission allowances for the appropriate 
parts of the installation or process activity are calculated using the calculation formula of the sub-
category to which these parts belong. For example, for a heating power installation that besides heat 
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and co-generated electricity also produces condensate energy, the emission allowances are 
calculated separately for both production methods, and the total emission allowances for the 
installation are based on the sum of the emission allowances thus calculated individually. 
 
In this proposal for the allocation plan, section 3 of the Emissions Trading Act has been considered, 
providing that if the same operator performs several functions that belong under the same heading 
in the same installation or at the same place, the capacities of these operations are summed up. 
 
The concepts and other definitions under section 19 of the Emissions Trading Act are presented in 
more detail in Annex 2. 
 
 
2.2 Scope of the proposal for an allocation plan 
 
This draft allocation plan, as a proposal for emission allowances for each installation concerning 
carbon dioxide emissions, concerns the emissions trading period 2005–2007 defined in the 
Emissions Trading Directive. However, Annex 1 describes the development of all greenhouse gas 
emissions, and particularly carbon dioxide emissions, in the long run with the aim of being able to 
compare the total quantity of emission allowances proposed to be allocated for the years 2005–2007 
to the commitment that Finland as a part of the EU made for the commitment period 2008–2012 of 
the Kyoto Protocol. 
 
Chapter 6.2 deals briefly with the issue of the allocation plan for the emissions trading period 2008–
2012. Criteria for allocating emission allowances for this period are not yet presented, because it is 
not known at this stage whether the Emissions Trading Directive will also concern sectors and 
energy users other than those concerned during the first period and whether it will also concern 
other greenhouse gases in addition to carbon dioxide. By virtue of Article 22, the Commission may 
also amend Annex III to the Emissions Trading Directive for the period 2008–2012. 
 
The proposal for an allocation plan covers the functions and installations included in them referred 
to in Annex I to the Emissions Trading Directive and sections 2 and 3 of the Emissions Trading 
Act. In addition, in accordance with Article 24 of the Emissions Trading Directive and to section 4 
of the Emissions Trading Act, the proposal also includes such heat generating installations that are 
mainly intended for district heating and form a part of a district heating network and which have a 
maximum input of 20 MW, whenever at least one of the installations forming the heat distribution 
network and mainly intended for district heat generation has an input of more than 20 MW (opt-in 
installations). This procedure is justified by the fact that this would lead to an unbiased treatment of 
all utilities and installations generating heat for the same district heating network. Installations in 
the same network generate heat in a priority order based on their variable costs, and if only one or 
some of the installations were subject to emissions trading, the emissions trading might affect their 
mutual financial priority order and competitive situation. Incorporating these opt-in installations 
into the scope of emissions trading requires the Commission’s approval. A specific permit for 
incorporating these installations into the allocation plan shall be applied for from the Commission 
on a separate occasion. 
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Table 1. The scope of the allocation plan with regard to all emissions according to the Kyoto 
Protocol and to carbon dioxide emissions in the period 1998–2002, millions of tonnes of carbon 
dioxide equivalent 
 
All greenhouse gas emissions 1998 1999 2000 2001 2002 
ETS 1 34.9 34.3 32.6 38.3 40.9 
Non-ETS 43.2 43.1 42.4 42.2 40.8 
Total 78.1 77.5 75.0 80.6 81.7 
      
CO2 emissions 1998 1999 2000 2001 2002 
ETS 34.9 34.3 32.6 38.3 40.9 
Non-ETS 29.7 29.7 29.7 29.4 28.5 
Total 64.6 64.1 62.3 67.7 69.3 
1   For the ETS, only CO2 emissions 
 
Source: National inventory of greenhouse gases, December 2003 
 
 
Table 2. Relative distribution of greenhouse gas emissions between the ETS and the non-ETS in the 
years 1998–2002, per cent 
 
All greenhouse gas emissions 1998 1999 2000 2001 2002 
ETS 45% 44% 43% 48% 50% 
Non-ETS 55% 56% 57% 52% 50% 
      
CO2 emissions 1998 1999 2000 2001 2002 
ETS 54% 54% 52% 57% 59% 
Non-ETS 46% 46% 48% 43% 41% 
 
 
In Finland, the proportion of the ETS of carbon dioxide emissions is clearly higher than the EU 
average, which was approximately 46% in 2000 (Source: Statistical Pocketbook 2002 – DG 
TREN/Eurostat). 
 
 
2.3 Basis of information 
 
When preparing the allocation criteria, the Ministry of Trade and Industry carried out a statistical 
survey aimed at operators. The survey was carried out in two parts. The first part was performed in 
autumn 2003 and concerned the consumption data on fuels, CO2 emissions, production capacity 
data and energy production data between 1998 and 2002. In the second part of the survey, 
conducted in January 2004, some of the operators were asked the corresponding data concerning the 
years 2003 and 2004.  
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In June 2004 the Ministry of Trade and Industry requested, subject to section 32(2) of the Emissions 
Trading Act, the companies and installations within the scope of the allocation plan to submit 
information in accordance with section 33 of the Emissions Trading Act in order to be calculate 
installation-specific allowance quantities. This information, with the due revisions made, has 
already bee utilised in this proposal for an allocation plan. 
 
In the proposal for a national allocation plan, the national greenhouse gas inventory to be reported 
to the secretariat of the UN Framework Convention on Climate Change and to the EC Commission 
has been used for the general and sector-specific statistical information on various greenhouse 
gases. It will be gathered and published by Statistics Finland, which acts as the national inventory 
unit. The most recent published inventory was made in December 2003. No information on specific 
installations or enterprises is published in the inventory. 
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3 The targets of the Kyoto Protocol, the EU and 
Finland to reduce greenhouse gases 

 
 
3.1 Targets for the period 2008–2012 
 
In 1997, the parties of the UN Framework Convention on Climate Change reached a consensus in 
Kyoto, Japan, on the restriction of the greenhouse gas emissions of the industrial countries listed in 
Annex B of the Protocol by an average of 5.2 per cent in the years 2008–2012 compared with the 
emissions of 1990. The Convention known as the Kyoto Protocol will enter into force once it has 
been ratified by the 55 parties to the Convention on Climate Change and once the carbon dioxide 
emissions of the industrial countries that have ratified it constitute 55 per cent of the emissions of 
the industrial countries in 1990. 
 
The first of these conditions has been met, but the condition related to the comprehensiveness of the 
emissions has not. 
 
The common target of the EU in the Kyoto Protocol is to reduce total emissions of greenhouse 
gases (carbon dioxide CO2, methane CH4, nitrous oxide N2O, fluorohydrocarbons HFC, 
perfluorohydrocarbons PFC, sulphur hexafluoride SF6) in the period 2008–2012 by an average of 
eight per cent compared with the quantity of 1990. In the so-called internal burden sharing of the 
EU, this goal has been further divided among the Member States, so that the Finnish target is to 
maintain its average emissions at the 1990 level during the first commitment period of the Kyoto 
Protocol, 2008–2012. 
 
The target concerns the whole five-year period 2008–2012, which means that greenhouse gas 
emissions may exceed the average goal in some years, if they are correspondingly below the 
average in other years. 
 
No particular goal has been set for the carbon dioxide emissions caused by the combustion of fossil 
fuels or peat referred to in the Emissions Trading Directive either in the Kyoto Protocol or in the 
internal burden sharing of the EU. 
 
Neither do the EU burden sharing and the Kyoto Protocol define quantitative goals for total 
emissions or carbon dioxide emissions before the years 2008–2012. Instead, the Emissions Trading 
Directive requires that in the period 2005–2007 the emission allowances allocated to operators must 
follow the path of total emissions that is consistent with the target set for the period 2008–2012. 
 
 
3.2 Emission trends in Finland 1990–2003 
 
In the last few years, emissions of all greenhouse gases in Finland have been above the target level 
of the years 2008–2012. In 2003, emissions were exceptionally high due to less Nordic hydropower 
production than normal, record exports of electricity and additional electricity consumption caused 



 14

by the cold winter. According to advance estimates, emissions exceeded the average goal for the 
years 2008–2012 by approximately 17 per cent. 
 
Figures 1 and 2 show, besides statistical emissions, how the emissions would have developed and 
be developing in the years 2000–2004 if the hydropower situation had been normal and if imports 
and exports of electricity had followed the earlier average development more closely. The 
calculation criteria of the thus normalised emissions development are presented in more detail in 
Annex 1. 
 
The normalised descriptor shows that emissions have followed the trend relatively well in the last 
few years, and that the emission variations due to the water situation and other factors affecting 
mainly the production of Finnish condensate electricity have been considerable. 
 
Actual emissions have increased in the ETS, in particular in the production of electricity, whereas 
non-ETS emissions have remained quite stable since 1990. Carbon dioxide emissions have 
increased compared with 1990, whereas a slight decrease can be seen in the quantities of other 
greenhouse gases (Figure 1). 
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Figure 1. Finnish greenhouse gas emissions 1990–2003 (year 2003 advance) and the emissions 
target, millions of tonnes of carbon dioxide equivalent (Mt CO2 eq.) 
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4 Determination of the total quantity of 
emission allowances to be allocated 

 
4.1 Annex III to the Emissions Trading Directive and Finland’s 

National Climate Strategy 
 
According to paragraph 1 of Annex III to the Emissions Trading Directive, the total quantity of 
emission allowances to be allocated before 2008 must be consistent with the measures taken in 
order to reach the objectives agreed for the Member States in the EU burden sharing. In Finland, the 
target for the years 2008–2012 is pursued using the measures defined in the National Climate 
Strategy. These include financial, technological and administrative measures promoting the efficient 
use of technology, the utilisation of renewable energy sources, the increase in the combined 
production of electricity and heat, the replacement of mineral coal by natural gas, and in general, 
the development of the electricity production structure towards production forms with fewer or no 
emissions and the avoidance and recovery of landfill gases. However, the Climate Strategy has not 
set quantitative targets for the first emissions trading period of the Emissions Trading Directive, i.e. 
the years 2005–2007. 
 
 
4.2 Total quantity of allowances under section 35 of the 

Emissions Trading Act and its justifications 
 
Under section 35 of the Emissions Trading Act, the Government decision on the allocation plan 
shall indicate the total quantity of allowances, with justifications. 
 
The Government has decided to propose to the European Commission that the total quantity of 
allowances to be allocated in Finland during the emissions trading period 2005–2007 would be 
134.0 million carbon dioxide tonnes. In addition, it is presented that 2.5 million carbon dioxide 
tonnes would be reserved for new entrants under section 27 of the Emissions Trading Act for the 
same emissions trading period. These figures would also include theallowances of installations 
established in the Åland Islands. 
 
As justifications for the total quantity of allowances and the reserve of allowances for new entrants, 
the following is presented: 
 
The starting point in the determination of total emission targets for the years 2005–2007, i.e. the 
definition of the so-called strategic baseline or path is Finland’s average annual target for the period 
2008–2012, i.e. the emission quantity in 1990. According to the most recent inventory information, 
it was equivalent to 76.77 million carbon dioxide tonnes. 
 
The determination of the strategic baseline (path) presented in this proposal for a national allocation 
plan for the years 2005–2007 is not based on the hypothesis that Finland would use the so-called 
Kyoto mechanisms for acquiring emission units from other countries during the emissions trading 
period 2008–2012. 
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According to the WM (With Measures) scenario presented in Annex 1, Finland’s total emissions 
would seem to be above the target in the period 2008–2012. The WM scenario includes the targets 
of the measures implemented and decided on under the current Climate and Energy Strategy. In 
order to achieve the target, we therefore need new measures that should already be implemented in 
the first emissions trading period, i.e. 2005–2007. 
 
In the WM scenario the presumed economic growth is an average annual growth of 2.3 per cent 
during the period 2002–2012. The volume of industry will increase by 2.4 per cent on the average, 
i.e. slightly faster than the gross domestic product, during this period. Of the energy-intensive 
industries, the annual growth of the pulp and paper industry will be 2.6 per cent, that of the 
chemical industry 1.4 per cent and that of the manufacturing of base metals 2.4 per cent. During the 
period 2002–2012, the volume of services will develop on a par with the gross domestic product, 
and that of construction somewhat slower than the gross domestic product. More detailed criteria 
for foreseen economic growth and the other starting points of the WM scenario are presented in 
Annex 1.  
 
As the impact of new measures decreasing emissions will only be seen after several years, it is 
justified to aim at a baseline where the reduction of emissions will be slower in the next few years 
than at the end of the target period. Such a target-oriented development path required in Annex III 
to the Emissions Trading Directive for the years 2005–2007 is presented by the strategic baseline 
shown in Table 3 and Figure 2. 
 
The emissions of the strategic baseline were 11 per cent higher in 2007 than the average emissions 
in the target period 2008–2012. This means that at the end of the target period the emissions should 
be below the average goal, or that the State should acquire emission allowances, for example, by 
Kyoto mechanisms utilising either international emissions trading or project mechanisms. These 
include joint ventures to reduce emissions that are implemented in industrial countries (JI - Joint 
Implementation) and projects implemented in developing countries (Clean Development 
Mechanism projects - CDM). The use of these measures will be commented on in more detail in the 
revisable Climate Strategy to be completed towards the beginning of 2005, and the emission units 
to be possibly acquired by the Kyoto mechanisms are not included in this proposal and they have 
not influenced the determination of the strategic baseline for the period 2005–2007. 
 
A target-oriented WAM (With Additional Measures) scenario has been drawn up for the 
development of total emissions of the non-ETS until 2020. The emission estimates according to this 
WAM scenario and other emissions of the ETS than those of carbon dioxide have been deducted 
from the total emissions according to the strategic path of the years 2005–2007. In this way, it has 
been possible to calculate the quantity of emission allowances concerning the carbon dioxide 
emissions to be allocated to the ETS. The scenarios and the calculation are described in more detail 
in Annex 1. The WM and WAM scenarios have only been used in estimates on the overall 
development of emissions and in determination of a strategic baseline. They have not been used in 
calculations of installation-specific allowances. 
 
Table 3. The path of strategic total emissions and the emission allowances for carbon dioxide 
emissions for the years 2005–2007, millions of tonnes of carbon dioxide equivalent 
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 2003* 2004e 2005 2006 2007 
Total emissions of the strategic path 89.8 87.3 84.3 85.4 85.3 
CO2 allowances of the ETS 491 471 44.4 45.9 46.2 
* advance estimate, e = forecast 
1 Estimated emissions of the ETS in 2003 and 2004 
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Figure 2. Total emissions and carbon dioxide emissions of the ETS in the years 2000–2004 and the 
strategic baseline of total emissions and the proposal for emission allowances for carbon dioxide 
for the years 2005–2007, Mt CO2 eq. 
 
The Government will allocate the emission allowances for the period 2005–2007 in autumn 2004 
after the Commission has processed the Finnish proposal for the allocation plan. The emission 
allowances are to be allocated, i.e. entered in the installation-specific accounts in a register on a 
yearly basis, by the end of February, in equal batches. 
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5 The division of the emissions trading sector into 
sub-categories 

 
 
According to the Emissions Trading Directive, the emission allowances must be allocated for each 
installation. 
 
Finland has approximately 150 enterprises covered by the Emissions Trading Directive, and 
approximately 330 production plants. Because Finland intends to use the opportunity in accordance 
with Article 24 of the Emissions Trading Directive to extend the allocation plan to cover district 
heating boilers with an input of 20 MW or less, the number of installations to which emission 
allowances are to be allocated reaches approximately 500. The application for this to the 
Commission shall be made in the same connection as this proposal for a national allocation plan is 
notified to the Commission. 
 
For the allocation of emission allowances, installations have been divided into sub-categories based 
on the nature of their production or operation by virtue of sections 17 and 18 of the Emissions 
Trading Act. Specific allocation criteria for emission allowances have been used for each sub-
category under sections 20 to 25 of the Emissions Trading Act. 
 
The division of installations into sub-categories aims at an equal treatment of all competitors in the 
same sector. 
  
The installations have been divided into the following sub-categories: 
 
A1 Industrial processes in which production materials cause the emissions 
 
A2  Industrial processes in which process fuels or the use of fuels with a fixed relation to 

the process cause the emissions 
 
B1  Installations using fuels and producing heat or steam for industrial process activities 
 
B2  Installations using fuels and producing heat or steam for industrial production 

processes and heat or steam for the production of electricity at the same place of 
production, i.e. industrial co-generation installations. This sub-category also 
comprises gas turbines in connection with the industrial installations and other similar 
power production plants. 

C1  Installations using fuels and producing heat or steam to be delivered outside the place 
of production to a heat distribution network and further for end use 

 
C2  Installations using fuels and producing heat or steam for electricity production taking 

place at the place of production and heat mainly to be delivered outside the place of 
production to a heat distribution network and further for end use, i.e. the so-called 
community heating plants (co-generation installations). This sub-category also 
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comprises gas turbines producing district heat and electricity and other similar power 
production plants. 

 
D  Combustion plants delivering steam to a steam turbine located at the same place of 

production and built mainly for electricity production, or other corresponding, the so-
called condensate power plants and the share of co-generation installations regarded 
as condensate power. 

 
E  Peak-load power plants and reserve power plants generating electricity and other 

installations occasionally producing low amounts of electricity. However, 
conventional condensate power plants, which have originally been built for a purpose 
other than reserve power plants and which have later been converted into, or left as, 
plants of the reserve type, belong to sub-category D. The compressor stations within 
the natural gas network also belong to sub-category E. 

 
Annex 2 includes the criteria used for dividing installations or parts of them into various sub-
categories. Annex 3 includes a list of installations covered by emissions trading, the allowances to 
be allocated to them and the information on which sub-category’s calculation formulae have been 
used for calculating the allowances of each installation or part or parts of them. 
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6 The allocation criteria of emission allowances 
for industrial processes and installations covered by 
various sub-categories 
 
 
6.1 Emissions trading period 2005–2007 
 
 

6.1.1 Installations established in 1997 or earlier 
 
In the allocation of emission allowances for existing installations, the so-called “grandfathering 
scheme” is used, i.e. allowances are allocated to various installations based on their actual 
emissions. No production growth estimates according to either sub-category, industry or installation 
have been used in the calculation of installation-specific allowances. In the case of installations for 
which production growth subsequent to the year 2002 has been used when calculating their 
allowances, only such capacity increases that are already being built or on which a binding 
construction decision has already been made are included in the calculation. 
 
In the grandfathering scheme for installations commissioned in 1997 or earlier, the calculation 
period applied covers the years 1998–2002 in compliance with section 20 to 23 of the Emissions 
Trading Act. However, the allowances based on the period 2000–2003 for condensate power plants 
belonging to category D have been calculated under section 25 of the Emissions Trading Act. This 
period corresponds better to the situation where the temperature is normal and the Nordic 
hydropower production is average than the period 1998–2002, which included exceptionally warm 
and pluvial years. 
 
Under section 23 of the Emissions Trading Act, the actual fuel consumption figures of installations 
representing heat production and covered by categories C1 and C2 will be corrected to correspond 
to the long-term average temperature. However, the temperature correction will only be made if the 
average proportion of district heat delivered outside the installation has been more than 20 per cent 
of the heat production in the installation during the chosen review period. The fuels of combined 
heat and electricity production are divided between district heat and electricity in relation to their 
production. The temperature correction is described in more detail in Annex 2. 
 
Sections 20 to 25 of the Emissions Trading Act define in detail how allowances shall be calculated 
for individual installations in the various sub-categories. By virtue of the Act, the allowances have 
been calculated as follows: 
 
Based on the years 1998–2002 (in category D, years 2000–2003), the specific emission coefficient 
of each installation is calculated by dividing the actual and temperature-corrected annual emissions 
by the heat content of fuels used. For installations of the pulp and paper industry covered by sub-
categories B1 and B2, only the quantities of fossil fuels and peat are used. However, in sub-
categories A1 and A2 the sum of the thermal values of fuels is replaced by the total quantity of 
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products produced by the sub-process in the installation in that part of the process that is handled as 
one when calculating the emission allowances. If the numbers of the products from the sub-
processes cannot be separated, the total number of the products produced by the installation is used. 
The highest and lowest of the coefficients thus received are ignored, and the arithmetic mean of the 
remaining three observations is calculated. The same method is applied to the average utilisation 
degree and the fuel consumption figures, i.e. the highest and lowest coefficients are ignored, and the 
arithmetic mean is calculated of the remaining three observations. These coefficients are used in the 
definition of emission allowances for installations. The calculation formulae and their explanations 
are given in Annex 2. 
 

6.1.2 Installations established in 1998 or later 
 
The grandfathering scheme used for allocating emission allowances does not apply as such to 
installations established in 1998 or later. The same applies to industrial areas where individual 
installations or combustion plants have been changed during the review period. Specific allocation 
criteria for emission allowances have been defined in section 26 of the Emissions Trading Act for 
such installations, based on their year of completion. They are as follows: 
 
For installations completed in 1998 and with four full years of operation by the end of the year 
2002, emission allowances are allocated based on the allocation criteria of the sub-category, so that 
the highest and lowest annual values of actual fuel consumption and specific emissions of the 
installations are ignored, and the arithmetic mean of the two remaining years is used as the average 
of fuel consumption and specific emissions in the calculation formula. 
 
For installations completed in 1999 and with three full years of operation by the end of the year 
2002, emission allowances are allocated based on the allocation criteria of the sub-category by 
including the values of 2003, so that the highest and lowest annual values of actual fuel 
consumption and specific emissions of the installations are ignored. In the calculation formula, the 
arithmetic mean of the two remaining years is used as the average of fuel consumption and specific 
emissions. 
 
For installations completed in 2000 and with two full years of operation by the end of the year 
2002, emission allowances are allocated based on the allocation criteria of the sub-category by 
considering the values of the year 2003 and calculating the arithmetic mean for these three years. 
 
For installations completed in 2001 and with one full year of operation by the end of the year 2002, 
emission allowances are allocated based on the allocation criteria of the sub-category, so that the 
values of fuel consumption of the year 2003 and specific emissions are considered, and the 
arithmetic mean of the years 2002 and 2003 is used as the average in the calculation formula. 
 
For installations completed in 2002 and with one full year of operation by the end of 2003, emission 
allowances are allocated based on the allocation criteria of the sub-category by considering the 
estimates of fuel consumption in 2004 and specific emissions presented by the operator, and by 
calculating the arithmetic means of the fuel consumption and specific emissions based on the years 
2003–2004. 
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For installations completed in 2003 and with one full year of operation by the end of May 2004, 
emission allowances are allocated based on the allocation criteria of the sub-category, using the 12-
month period after the completion of the installation as a reference period and the operator’s 
estimate on the next 12-month period following this 12-month period and by calculating the 
arithmetic means of these for fuel consumption and specific emissions. 
 
For an installation completed between the end of May 2003 and the date on which Finland’s 
proposal for a national allocation plan is sent to the Commission, the emission allowances can be 
calculated either of the fuel amounts and specific emission coefficients estimated by the operator 
from the 12-month period subsequent to the completion of the installation or values to be specified 
for new entrants can be used in the calculation. Of these, the option that would give the lowest 
emission allowances is chosen. 
 
For installations belonging to sub-category D and parts of condensate production of installations 
belonging to other sub-categories, completed in 2000 or thereafter, emission allowances are 
calculated by using the period determined as above and by calculating the arithmetic means for fuel 
consumption and the specific emission coefficient. 
 
With installations with a review period shorter than five years, the running step may rise slowly and 
achieve its indicative value only towards the end of the review period or thereafter, when the 
national allocation plan has been delivered to the Commission. Typically, installations of the 
process industry, i.e. installations of the A1 and A2 sub-categories, whose commissioning may take 
long, even several years, are such installations.  
 
For installations belonging to sub-categories A1 and A2 and completed in 2000 or thereafter, whose 
running step’s gradual rise leads to a situation in which the installation’s emission allowances 
remain, when using the calculation formulae described above, at 90 per cent maximum of what its 
emissions were in 2003, or the utilisation degree of such an installation for even one year has 
remained lower than 65 per cent during the review period, the emission allowances are calculated 
by means of the calculation formulae of the emission allowances of a new entrant. 
 
The proportion of installations or installation areas for which emission allowances are allocated 
according to the allocation criteria presented here is approximately one fifth of all installations. 
These include several large installation areas of the forest industry. 
 

 
6.1.3 New entrants 

 
In the national allocation plan, a proportion of the emission allowances is reserved for new entrants. 
The reserve determined for the years 2005–2007 is 2.5 Mt CO2. It corresponds to about two per cent 
of the total quantity. 
 
Under section 27(2) of the Emissions Trading Act, allowances are allocated to 
 

1 an installation built in a new or an existing installation area and belongs within the scope of 
the Act under section 2 or section 3, 
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2 an installation that falls within the scope of the Act, because the rated thermal input of a 

combustion plant built at the place of installation together with rated thermal inputs of the 
existing installations at the place of installation exceeds 20 MW or if the summed up 
capacity of the place of installation otherwise exceeds the capacity limits referred to in 
section 2, 

 
3 an installation connected to a district-heating network when at least one of the combustion 

plants in the network has a rated thermal input of more than 20 MW, 
 

4 an existing installation with a maximum rated thermal input of 20 MW that is part of a heat 
distribution network serving communities, which will be connected to a new installation 
with a rated thermal input exceeding 20 MW, 

 
5 an alteration of an existing combustion plant increasing the rated thermal input of the 

installation by 20 MW or at least 10 per cent, 
 
6 an alteration of an installation or a process in sub-categories A1 and A2 that increases the 

production capacity of the installation or process so that the change is at least 10 per cent or 
higher than the threshold values fixed in the Annex to the Emissions Trading Directive for 
installations that fall within the scope of the Directive; for the production of pulp, the 
threshold of 20 tonnes per day in paper production is used. 

 
7 an installation that has been in operation before the entry into force of the Emissions 

Trading Act in whose operations the requirements of EC legislation inevitably lead to an 
increase of more than 10 per cent in emissions and in which this legislation has brought 
about investments. 

 
Allowances are allocated for that altered part of an installation or a process referred to in paragraphs 
5 and 6 above or for the parts of an installation or a process on which the alterations concerned have 
an impact. 
 
The production and thereby the emissions of an installation or a process may increase along with a 
rise of the running step. Such operations increasing emissions are not handled as new entrants 
eligible for emission allowances. 
 
As new entrants have no history of operations or emissions, the grandfathering scheme cannot be 
used for calculating their emission allowances. Under section 28 of the Emissions Trading Act, 
emission allowances are calculated based on the rated thermal input, the annual running time of the 
installation type and the specific emissions of the fuel used as a reference fuel. 
 
Under section 28 of the Emissions Trading Act, the following values are used as annual peak 
running times of new entrants: 
 

- the production of district heat and the related power base load: 6,000 h/a, 
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- the production of the process industry (pulp & paper, oil refining, chemical, metal 
processing, construction material industries) and heat or steam production related to 
it; running time corresponding to a 100% utilisation degree of the capacity of a 
corresponding function during 1998–2002, 

- heat or steam production in other types of industry: average pead load period of a 
corresponding function during 1998–2002, 

- reserve boiler for heat or steam in district heating or industry, a peak gas turbine or a 
corresponding installation used occasionally: 500 h/a, 

- a condensate power plant: 6,000 h/a. 
 
The following specific emission coefficients are used for the calculation of emission allowances 
(section 28 of the Emissions Trading Act): 
 

- if the installation has been designed for the combustion of liquid or gas fuel, the specific 
emission coefficient applied is 56.0 CO2/MJ, 

 
- if the installation has been mainly designed for the combustion of solid fuel, the specific 

emission coefficient applied is 74.2 CO2/MJ, which corresponds to a mixed fuel with 70 
per cent of peat and 30 per cent of wood, 

 
- if the new installation is covered by sub-category A1 or A2, the lowest actual annual 

specific emission coefficient of a corresponding function (a process or a part of it) in the 
sub-category in the years 1998–2002 is applied. 

 
For an alteration of process activity according to the above definition of a new entrant (6), the 
emission allowances are calculated similarly to those of an existing installation. 
 
Under section 41 of the Emissions Trading Act, allowances are allocated to new entrants based on 
an application and a Government decision. Emission allowances are allocated for the whole 
remaining emissions trading period as of the beginning of the month following the commercial 
commissioning of the installation or the alteration of the installation reported by the operator. If the 
commercial commissioning is delayed from the time reported in the operator’s application, the 
Emissions Trading Authority registers only the amount on the operator’s account that corresponds 
to the emission allowances to be calculated for the period between the beginning of the month 
following the actual commissioning and the end of the emissions trading period. 
 
As a result of the cancellation of the greenhouse gas emissions permit of an installation, the 
emission allowances of the installation that are therefore not registered on an account of the national 
registry are transferred to the proportion reserved for new entrants. If emission allowances reserved 
for new entrants remain unused, the State sells the emission allowances to the market. 
 

 
6.1.4 Closing of installations 

 
If an operator closes an installation so that the use of the installation is permanently ended, the 
Emissions Trading Authority cancels the greenhouse gas emissions permit. 
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If the Emissions Trading Authority cancels the greenhouse gas emissions permit of an installation, 
the Emissions Trading Authority cannot enter any emission allowances for the operator on the 
account of the installation after cancelling the permit. The unregistered emission allowances are 
transferred to the proportion reserved for new entrants. 
 
 

6.1.5 Emission allowances for the emissions trading period 2005–2007 
by sub-category 

 
When installation-specific allowances are calculated by the calculation criteria under the Emissions 
Trading Act described above, their sum, including the quantity reserved for new entrants, will be c. 
five per cent higher than the total quantity of emission allowances based on the strategic baseline 
presented in Chapter 4. Therefore the intallation-specific allowance quantities for the years 2005–
2007 have been adjusted under section 30 of the Emissions Trading Act to the target by multiplying 
the emission allowances of all installations by the same coefficient, i.e. 0.9470. 
 
The Table below shows how the allowances to be allocated would be divided into sub-categories, if 
the basic data given by operators were used as the basis of information and sections 20 to 28 of the 
Emissions Trading Act and the above adjustment coefficient subject to section 30 as the allocation 
criteria. 
 
Table 4. Emissions by sub-category in the years 1998–2003 and emission allowances for the years 
2005–2007, millions of tonnes of CO2 

 

  actual emissions, mill. tonnes of CO2   calculated emission 

emission 

all. 

  period of calculating the emission allowances 1   

allowances, mill. t of 

CO2 
3 

total 

  
1998 1999 2000 2001 2002 2003 2 2005 2006 2007 

2005-

2007 6 

Sub-categories A1 and A2 10,09 10,30 10,38 10,30 10,53 11,29 12,33 12,33 12,33 36,98

incl. mineral industry 1,53 1,67 1,74 1,76 1,77 1,82 2,19 2,19 2,19 6,58

oil refinery 1,66 1,71 1,65 1,62 1,82 1,81 2,11 2,11 2,11 6,32

iron and steel industry 5,86 5,86 5,92 5,82 5,80 6,44 6,80 6,80 6,80 20,39

pulp & paper industry 1,04 1,07 1,06 1,10 1,14 1,21 1,23 1,23 1,23 3,69

Sub-categories B1 and B2 7,94 7,57 7,12 7,44 7,74 8,01 8,62 8,62 8,62 25,86

Sub-categories C1 and C2 12,60 11,89 11,14 13,01 13,31 13,61 14,22 14,22 14,22 42,66

Sub-category D 4,65 5,12 4,70 7,93 9,46 16,23 9,46 9,46 9,46 28,37

incl. condensate power plants 2,74 3,26 2,46 4,03 5,22 9,29 4,97 4,97 4,97 14,90

condensate parts 4 1,91 1,86 2,24 3,90 4,24 6,94 4,49 4,49 4,49 13,47

Sub-category E 0,05 0,05 0,04 0,05 0,05 0,06 0,04 0,04 0,04 0,13

Sub-category F, new operators 5           0,83 0,83 0,83 2,50

TOTAL, mill. tonnes of CO2 35,33 34,92 33,38 38,74 41,09 49,18 45,50 45,50 45,50 136,50

1 Does not apply to sub-cat. D                       
2 Advance estimate       
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3 The emission allowances are allocated for the whole period 2005–2007 as presented in Chapter 4   
   In this Table, the emission allowances are presented on an annual basis based on a calculation.   
4 Emissions and emission allowances are mainly included in sub-category C2      
5 The quantity to be left as a reserve is allocated as in point 6.1.3. 

6 The total quantity of emission allowances is adjusted to the total quantity issued.  
 

The emission allowances of sub-categories A1 and A2 are bigger than their realised emissions, 
because the calculation of emission allowances for installations covered by these sub-categories 
allows for expansion of their capacity that is already being implemented or on which decisions have 
been taken. 
 
The emission allowances of installations of separate district heat production (C1) and the combined 
heat and electricity production in communities (C2) will also increase compared with the last few 
years. This is because the temperature correction has been taken into account in the emission 
allowance calculation formula, on the one hand, and because of the coefficient that takes account of 
growth in inputs increases the emission allowances for these sub-categories compared with a 
situation in which emission allowances would only be calculated based on emissions implemented 
in the years 1998–2002 that have only been corrected for temperature, on the other hand. 
 
With the applied calculation formulae, the sum of allowances of condensate power plants becomes 
clearly bigger than what their total emissions were on average at the turn of the 1990s and 2000s. 
However, the total quantity of allowances still remained below their emissions in the peak year of 
condensate production 2003. 
 
The letter sent on 17 March 2004 by the Commission’s Environment and Competition DGs to 
Member States on State and national allocation plans examines the situations in which the issue of 
emission allowances may include State aid that distorts competition. According to the letter, serious 
distortion of competition may occur e.g. when a Member State allocates more allowances to 
companies than what they would probably need to cover the predicted emissions during the 
emissions trading period concerned. 
 
In Finland’s proposal for an allocation plan the over-allocation problem is avoided so that the 
allowances of combustion plant units connected to a district-heating network are determined so as 
to consider the network production to be one combustion plan unit and the allowances are allocated 
to the combustion plants in relation to their carbon dioxide emissions since 1998. 
 
6.1.6 Moderationisation of the emission allowances 
 
Regarding certain installations, the proposed allowance allocation formulae may lead to an obvious 
unreasonableness in the case of individual installations compared to the competing operators 
belonging to the same sub-category. This unreasonableness may arise from a low running step 
following the commissioning stage of an installation, a machine breakdown that hampered 
production of the installation, a fire or some other similar reason. In this respect section 29 of the 
Emissions Trading Act allows making the allowances reasonable. While applying for emission 
allowances, operators must present justifications for this process. 
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In this proposal for an allocation plan, the possible processes of making allowances reasonable have 
not yet been taken into account, except for the installation referred to in Annex 3, for which 
justifications have presented in the same Annex. They will be taken into account in the final 
Government decision granting allowances, to be made under section 37 of the Emissions Trading 
Act after the European Commission has approved Finland’s proposal. However, the process of 
making allowances reasonable does not change the total quantity of allowances to be allocated. 
Installation-specific changes made to the proposal approved by the Commission will still be 
separately notified to the Commission. 
 
 
6.2 Allowances for the emissions trading period 2008–2012 
 
In the general justifications of the Government proposal for an Emissions Trading Act to 
Parliament, it is stated that the proporsal does not contain provisions on the allocation method or 
allocation criteria for the emissions trading period 2008–2012 and the subsequent periods. 
According to the proposal, it is justified to prepare the issues related to allocation of allowances for 
the emissions trading period 2008–2012, including the allocation method, as a total package. These 
conclusions have been made because there is not enough certainty as to which sectors or gases the 
second period will involve and to what extent Finland will utilise the so-called flexible mechanisms 
of the Kyoto Protocol - the Joint Implementation (JI) and the Clean Development Mechanism – or 
inter-governmental emissions trading.  
 
The allocation criteria will be finalised during 2005 at the latest. The installation-specific emission 
allowances to be granted in accordance with the criteria will be presented in a proposal for a 
national allocation plan to be notified to the Commission in June 2006. 
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7 Special issues 
 
 
7.1 Early action 
 
The Emissions Trading Directive allows Member States to consider early action when allocating 
installation-specific emission allowances. These are measures taken by an operator to cut emissions 
before the Emissions Trading Directive enters into force. 
 
When preparing the draft Finnish proposal for the national allocation plan, early action has been 
studied and processed as three different categories. 1) measures taken to alter the materials of an 
industrial process that have decreased emissions, 2) measures that have made the use of fuels more 
efficient and thus decreased emissions, 3) measures that have decreased emissions by starting to use 
fuels or energy forms producing fewer or no emissions. 
 
All these measures have been implemented in all sub-categories. It is obvious that the measures 
have mainly been taken due to their financial benefits. The stimuli have included fuel prices, 
estimates of their future price relationships, energy taxes or State subsidy received for a project. 
 
In the studies, the conclusion has been made that early action has mainly been implemented for 
other reasons than the reduction of emissions. The prerequisites of various operators to implement 
measures reducing emissions have varied significantly, for example, based on whether the 
installation is located near a natural gas network or whether local biofuels have been available. In 
practice, it has proved impossible to consider early action in an objective, transparent and non-
discriminatory way in the allocation of emission allowances. 
 
Therefore Finland’s proposal for a national allocation plan includes no suggestion for compensating 
operators for taking early action. The reasons for this include the above facts and the fact that the 
grandfathering scheme used in the allocation plan and the allocation formulae based on it partially 
consider early action. Some of it is considered in all three categories reviewed if the emissions of 
the place of installation have decreased, so that the average specific emission coefficient applied in 
the installation-specific allocation formula is higher than the emission coefficient of the latest years. 
 
The allocation formula to be applied will chiefly benefit those installations that have started burning 
wood instead of peat or mineral coal in the review period. However, the allocation criteria do not 
compensate such operators for early action that have implemented action decreasing emissions 
before 1998. 
 
 
7. 2 Consideration of clean technology 
 
In Finland’s proposal for a he national allocation plan, clean technology mainly refers to the 
utilisation of renewable energy sources and to the efficiency of energy use, for example, in the form 
of a high performance. These technologies are partially considered, for example, in the allocation 
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formulae of emission allowances concerning district heat and electricity produced in connection 
with it. 
 
Annex 1 of the allocation plan describes the emission development and simultaneously the 
operation of various sectors and sub-categories, their development and existing technology. Finland 
is one of the leading countries in the co-generation of electricity and heat (CHP). Economically 
utilisable thermal stresses have been harnessed for co-generation in a considerable proportion of 
applications. Approximately three quarters of district heat is produced in co-generation installations. 
The pulp and paper industry forms another significant utiliser of co-generation. Approximately one 
quarter of its own electricity production is carried out in co-generation. 
 
In industrial energy production and processes, clean, energy-efficient technology is also used. In 
many sub-categories of process industry, such as metal or oil refining, very efficient and clean 
technology is used compared with the international level. 
 
As the proportion of renewable energy sources, above all biofuels in the various sub-categories, is 
high in the emissions trading sector and the use of energy is efficient, full consideration of clean 
technology would lead to compensating nearly all sub-categories for the utilisation of clean 
technology in the allocation of emission allowances. However, this is not possible, because the total 
quantity of emission allowances remains fixed. 
 
The wide use of clean technology, particularly energy-efficient technology, has been considered 
when defining the total quantity of emission allowances and the potential for emissions reduction. 
 
 
7.3  Summary of the consideration of the criteria of Annex 

III of the Emissions Trading Directive 
 
This Chapter indicates how the grounds, i.e. criteria for drawing up the allocation plan of Annex III 
of the Emissions Trading Directive have been considered. 
 
Criterion 1: Kyoto commitment 
 
Chapter 2 describes the proportion of all emissions accounted for by the emissions trading sector, 
Chapter 3 describes the Finnish emission target and emission trends 1990–2003, and Chapter 4 
describes the definition of the total quantity of emission allowances as a proportion, in order to 
achieve the emission target in the years 2008–2012. The calculation of the total quantity is 
described in more detail in Annex 1 of the allocation plan, which describes the development of 
greenhouse gases in Finland until 2020, and the calculation of emission allowances concerning 
carbon dioxide emissions to be allocated for the years 2005–2007. 
 
Criterion 2: assessment of emissions development 
 
Annex 1 to the proposal for an allocation plan describes the development of Finnish greenhouse 
gases until 2020 and the calculation of emission allowances concerning carbon dioxide emissions to 
be allocated for the years 2005–2007. The description is a part of the National Climate Strategy to 
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be updated. Earlier estimates on actual and future trends in emissions support the calculations used 
for the preparation and implementation of the Climate Strategy. This emission development 
assessment will be used in the next report subject to Decision 280/2004/EC. 
 
Criterion 3: potential for reducing emissions 
 
When forming sub-categories and placing installations in them, the technical and economic 
potential for reducing emissions has been considered. The installations and processes with less 
emission-reduction potential have been placed in sub-categories A1 and A2. When assessing the 
strategic emission baseline, the measures of the valid Climate Strategy and the measures to be 
implemented in the emissions trading sector and in compliance with the Kyoto commitment have 
been considered. In the allocation method concerning new entrants, the emission-reduction potential 
has been considered. 
 
Criterion 4: conformity with the rest of EU legislation 
 
The proposal for a national allocation plan conforms to other EC legislation. The National Climate 
Strategy implements other parts of EC legislation, such as the RES Directive, the CHP Directive 
and the Biofuel Directive. 
 
Criterion 5: non-discrimination 
 
The 5th criterion has been considered so that for the allocation of emission allowances, installations 
have been divided into sub-categories based on the nature of their production or operation. Specific 
allocation criteria for emission allowances have been defined for each sub-category, and these 
criteria are applied to the installations and industrial processes included in each sub-category. 
 
The division of installations into sub-categories aims at an equal treatment of all competitors in the 
same sector. 
 
Criterion 6: new entrants 
 
The way new entrants are dealt with is described in paragraph 6.1.3. 
 
Criterion 7: early action 
 
The way early action is dealt with is described in paragraph 7.1. 
 
Criterion 8: clean technology 
 
The way clean technology is dealt with, including energy-efficient technology, is described in 
paragraph 7.2. 
 
Criterion 9: public consultation 
 
Public consultation is described in paragraph 1.5. 
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Criterion 10: list of installations 
 
Annex 3 to the proposal for an allocation plan includes a list of installations to be covered by 
emissions trading and allowances to be granted to each of them. 
 
Criterion 11: considering competition from outside the EU 
 
Competition from outside the EU is partly considered in the division into sub-categories and 
particularly in the way sub-categories A1 and A2 are dealt with. 
 
 
7.4 Kyoto mechanisms in the Finnish climate policy 
 
The valid Finnish National Climate Strategy is so far only based on Finnish measures. The 
incompleteness of the rules concerning the mechanisms of the Kyoto Protocol was the reason why 
they were left out of the valid Climate Strategy. The Climate Strategy states the role of the Kyoto 
mechanisms possibly supplementing national measures for reducing emissions in the first 
commitment period, depending on the development of international climate policy. 
 
When the National Climate Strategy is supplemented during 2004, the roles of the flexible 
mechanisms of the Kyoto Protocol, i.e. international emissions trading, and project mechanisms, i.e. 
joint implementation and the Clean Development Mechanism (CDM), will be considered in more 
detail. In this proposal for a national allocation plan, the Kyoto mechanisms are not yet considered 
and their possible use has not affected the strategic baseline defined for the years 2005–2007 and 
thus not the total quantity of allowances proposed to be allocated for that period. 
 
JI/CDM pilot phase on the way 
 
In Finland, the Ministry for Foreign Affairs started the pilot phase of the Kyoto mechanisms in 
2000. The intention is to develop capacity for using the project mechanisms and to obtain emission 
reductions. Experience is needed of the administrative procedures, the handling of the various 
stages of the project cycle and of standardised procedures for accepting projects. 
 
The aim of the Finnish CDM/JI pilot programme is to implement around 10 JI and CDM projects. 
The practical implementation is carried out by the Finnish Environment Institute. In addition, 
Finland invested approximately 10 million euros in the coal fund of the World Bank, which 
acquires emission reductions from CDM and JI projects from all over the world. All in all, the 
emission reduction units obtained from these projects represent less than 1 per cent of the Finnish 
emissions quota for the first commitment period. 
 
In connection with the Finnish pilot programme, agreements have so far been signed on two JI 
projects. The district heating plant in Paide, Estonia, is already in operation, and the agreements on 
the Pakri wind park project were recently signed between Estonia and Finland. Some JI projects and 
several CDM projects are also being developed. 
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Finland has signed a letter of intent on JI projects with the following parties to the Kyoto Protocol: 
Latvia, Lithuania, Poland, Ukraine, Hungary and Estonia. With Estonia, Finland has also concluded 
a convention for any transfer of emission units. Furthermore, Finland has signed a letter of intent on 
clean development mechanism projects with Costa Rica, El Salvador and Nicaragua. In the 
environmental co-operation agreements with India and China, CDM is mentioned as one of the 
possible objects of co-operation. 
 
 
7.5 Allowances of installations established in the Åland Islands 
 
In the Åland Islands there are two operators that have a total of five energy production installations 
that fall within the scope of emissions trading. The total emissions and allowances of these 
installations are included in the emissions presented in Chapter 4 and in Annex 1. The Åland 
Islands imports the majority of its electricity via a submarine line from Sweden. 
 
Enforcement of the Emissions Trading Directive in the Åland Islands falls within the jurisdiction of 
the province by virtue of sections18(10) and 18(22) of the Act on the Autonomy of Åland. 
Therefore the Ministry of Trade and Industry has concluded an agreement with the Government of 
Åland on that the share of Åland of the emissions quotas to be allocated to Finland for the years 
2005–2007 is 151,126 allowances. This includes the allowances to be granted to new entrants. The 
precondition for the agreement is that the Government approves Finland’s proposal for a national 
allowances allocation plan. 
 
The list of installations in Annex 3 does not include the proposal for Åland’s installation-specific 
allowances. The Government of Åland makes a proposal to the Commission on a separate occasion 
for the allowances to be allocated to installations established in Åland. 
 
 
7.6 Consideration of other EC law 
 
The Emissions Trading Directive states the following on an allocation plan: “The plan shall be 
consistent with other Community legislative and policy instruments. Account should be taken of 
unavoidable increases in emissions resulting from new legislative requirements.” In the Guidelines 
adopted by the Commission on 7 January 2004 (COM(2003) 830 final) concerning the 
implementation of the criteria of Annex III the Commission recommends a restriction that other 
legislation is taken into account only if it increases or reduces emissions significantly (e.g. by 10%). 
 
While preparing the allocation plan, a few such cases have emerged in which implementation of the 
Waste Incineration Directive and the Landfill Directive will increase the emissions from an 
installation. For these, the consequences of implementing the Directive are not yet, however, clearly 
known. If the domestic interpretation of other EC law is not yet clear when sending the allocation 
plan to the Commission, it is possible to take the possible future effect of EC law into account by 
treating the installation concerned or a part of it as a new entrant. Then the precondition of a new 
entrant must be met, which is according to the Emissions Trading Directive that “???” 
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Helsinki, 19 August 2004 
 
 
Minister of Trade and Industry  Mauri Pekkarinen 
 
 
 
Senior Adviser   Pekka Tervo 
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ANNEXES: 
 
Annex 1 to the Proposal for an Allocation Plan Development of greenhouse gases in Finland 

until 2020 and the calculation method for 
emission allowances to be allocated for the 
years 2005–2007 

Annex 2 to the Proposal for an Allocation Plan The allocation criteria subject to the 
Emissions Trading Act for allowances and 
the formulae for calculating the allowances to 
be allocated to installations of different sub-
categories for the years 2005–2007 

 
Annex 3 to the Proposal for an Allocation Plan List of installations and industrial processes 

to which the Emissions Trading Directive 
applies and the installation-specific 
allowances to be allocated 

 
Annex 4 to the Proposal for an Allocation Plan List of interest groups from whom a 

statement was requested 
 
Annex 5 to the Proposal for an Allocation Plan Sources used, basis of information and 

reports drawn up 
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