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The inclusion of aviation in the ETS and the latest developments at ICAO

Why is it necessary to limit the greenhouse gas emissions from aviation?

The greenhouse gas emissions from aviation grow quickly. Under a no action
scenario, the International Civil Aviation Organization (ICAO) predicts them to
accumulate to 1900 Mt until 2040.

I Range of expected increase in co, emissions from aviation

MT CO, 3500

3000

2 gl I

. ﬂll

1000 r[l”u

500

2012 2050

Source: Intemational Civil Aviation Organisation
Transport & Environment

Other estimations are predicting 3500 to 4500 Mt until 2050. 3.5 giga-tonnes are 20%
of the amount to which global emissions need to be limited according to IPCC in
2050 to contain climate change to 2 degrees. In 2014, the sector emitted more CO2
into the atmosphere than the combined emissions of the 129 lowest emitting
countries including countries like Hungary, Finland and Singapore (see list 1 at
the end of this briefing).
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The task to regulate airline emissions has been given by the international community
to the ICAO in 1997 with the Kyoto Protocol. While the Kyoto Protocol falls short
when it comes to the challenge of climate change, one cannot ignore that at least the
European Union has followed its obligation and limited emissions. The Paris
Agreement, which entered into force on 4 November 2016, brings mitigation
commitment for almost 200 states® worldwide, the EU has committed to a greenhouse
gas reduction target of at least 40% in 2030. Compared to this ambition and activity in
the rest of the economy, the action under ICAO that has been agreed until 27.09.2016,
is only minimal. There was no global agreement under ICAO and no significant
action had been implemented to limit emissions growth in the 19 years since Kyoto
before the 39th Assembly of ICAQ in 2016.

It is necessary that the aviation industry participates in the efforts to limit climate
change from the point of fairness to other modes of transport. Unfortunately, aviation
is the least climate-friendly mode of transport, and while other modes of transport are
highly regulated and subject to many taxes and fees, aviation has not been addressed
at European level:
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Note: The above figures have been estimated with an average number of passengers per vehicle, which is 1.52 for cars, 12.7 for buses and 1.16 for
two-wheelers, 88 for aircrafts and 156 for rail (no data for ships). The addition of more passengers results in fuel consumption — and hence also
CO:z emissions — penalties as the vehicle becomes heavier, but the final figure in grams of CO2 per passenger is obviously lower. This effect has
been estimated for COzemissions from passenger cars, and a range of values is provided above (the higher value corresponds to the average number
of passengers, and the lower value to a car with the driver, three passengers and luggage). For other vehicles (except two-wheelers), which are
generally much heavier than passenger cars, this effect is insignificant. EEA 2014, p. 104: http://www.eea.europa.eu/publications/term-report-2014

The legislation from 2008, the criticism from third countries and the legitimacy
of this criticism

The legislation including aviation in the ETS has been approved after more than two
years debate and involvement of all stakeholders unanimously by the Council and
with more than 90% majority in the European Parliament. A cornerstone of the
legislation was that all flights that start and land in Europe are included. This has been
the point of criticism by third countries. However, after a court case by the American
airlines, the European Court of Justice decided that it is fully in line, not only with
European, but also with international law. The legislation is very moderate compared
to other industries. It implies only 15% auctioning of the allowances, compared to
40% as an average of the ETS, the cap is only 5% compared to 21% in all the other
sectors. That's why also the costs are very moderate, despite the claims of third
countries, which sometimes speak about outrageous burden for their industry.
According to the latest figures, the cost for Ryanair has been 0.03€, for Easyjet 0.11€
(other airlines with a less efficient fleet may have slightly higher costs). The costs of
taxes and fees implied by member states of the European Union or third countries are
much higher.

Country Law costs per flight
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Austria Flugabgabegesetz Up to 35€ depending on distance

International
USA Transportation Tax 16,30%/Passenger

0.03€ (Ryanair)
EU ETS Up to 2€/intercontinental flight
(estimate by Commission)
0,
Departure Fee + 10,3 % 7.40€ $ 10

India Service Charge (on Airport

Development Tax in Delhi) *19°€,$ 25 (only in Delhi)

Up to 7,49€/Passenger outside of

France Civil aviation tax the EU

One important argument by third countries was that the European Union legislation is
illegal because of the extra-territoriality. This argument is, according to the Court of
Justice, invalid because only flights that start and land in Europe are covered.
However, the obligation to surrender allowances is of course higher if the flight is
longer. This, however, is not a unique feature of the European legislation. Also,
national taxes and fees apply the same principle, for example the British fee is
significantly higher for a flight to Mexico than for a flight to Canada, even if the
distance between Canada and Mexico is mainly territory of the United States, see
following map:

. A flight to Toronto,
Canada  (approximately
< 3500 miles) is only
. charged APD of £130
= (156 €/ 8 206).

A flight in business class
from London to Mexico
City after the 1st April of
2012 (approximately 5000
miles) will be charged
APD of £162 (195€/ $
257).




The ICAOQO process and the Stop the Clock legislation

Even though the criticism is not legitimate, the European Union reacted on the third
countries' arguments. It has been said that the European legislation stands in the way
of an international agreement. This has never been true, but as a gesture of good will,
the Commission proposed to limit the scheme to intra-European flights for one year to
help find a better agreement in the ICAO General Assembly in September and
October 2013.

The ICAO Assembly in September and October 2013 adopted a resolution which
included a commitment "to develop a global MBM for international aviation, taking
into account the work called for in paragraph 19".

To help the process at ICAO, the European Union two times “stopped the clock”
(limiting the scheme to intra-European flights). In the first decision for one year and
in the second decision in 2014 for two more years. So, only emissions from flights
within the European Economic Area (EEA) — the 28 EU Member States, plus
Iceland, Liechtenstein and Norway — fall under the EU ETS, which means flights that
start and land at a European airport. This stop the clock derogation expires end of
2016. With no change in the legislation, airlines would have to surrender allowances
also for intercontinental flights that start or land in Europe in spring 2018. The
decision, if the EU would amend the legislation, is very much linked to the outcome
of the 39th ICAO Assembly in Montreal

39th ICAO Assembly in Montreal

On October 6 2016, the ICAO Assembly agreed on the CORSIA (Carbon Offsetting
and Reduction Scheme for International Aviation). Even though many details are
unclear, some conclusions can be drawn. The ambition of ICAQO is very limited,
compared to the ambition of the European Union and other industrialized states under
the Paris agreement ICAO did not adopt reduction targets, while the EU has
committed to reduce emissions by 40% until 2030. The industry that is included in the
EU ETS would even have to reduce emissions by 43%. This is very ambitious and
brings many problems, especially in industries where technical solutions to limit
emissions are not really available (steel, cement, lime, fertilizers). ICAO is only
aiming at carbon neutral growth. This contrasts also to the commitment of the aviation
industry. The association IATA has committed itself to a 50% reduction target in
2050. There is unfortunately no talk at ICAO about this.
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Another problem is that even carbon neutral growth will not be real but only virtual.
The only instrument that is discussed under ICAQ is offsets. The EU abolished offsets
for the other industries because first of all, there has been a lot of criticism that these
offset mechanisms like Clean Development Mechanism (CDM), were not really
helpful for the climate but rather trading hot air, sometimes they even had a negative
impact on the environment, like credits for industrial gases. Second, under the Paris
agreement, almost every state in the world has a target so it is not easy to see where
offsets would come from.

During the last months it has become clear that even this quite unambitious scenario is
further weakened. Unfortunately, the activity to really limit the growth of aviation
emissions will not be binding before 2027. From 2021 on, there will be only voluntary
action for those parties that would like to contribute. The negotiators had to make
these concessions in order to secure the deal.

The scheme will be subject to three-year reviews of its effectiveness and ambition. In
its first phase (2021-2026), 65 countries will participate on a voluntary basis. All EU
Member States will join from the start, including China and USA. India and Russia
had reservations. In its second phase (2027-2035) participation is mandatory (except
exempted countries with small aviation activities). This means that in theory around
80% of the emissions above 2020 levels will be offset by the scheme between 2021
and 2035.

The existing regulation on the emission trading?, clearly calls for a scheme that will
reduce GHG emissions from aviation.

(5) The derogations provided for in this Regulation take into account the results of
bilateral and multilateral contacts with third countries, which the Commission will
continue to pursue on behalf of the Union, in order to promote the use of market-
based mechanisms to reduce emissions from aviation.

2 http://eur-lex.europa.eu/legal-content/EN/T XT/PDF/?uri=CELEX:32014R0421&from=EN
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(6) It is recalled that Directive 2003/87/EC envisages the possibility of adopting
measures amending the aviation activities listed in Annex 1 to that Directive where a
third country introduces measures to reduce the climate change impacts from aviation
activities.

8.The Commission shall regularly, and at least once a year, inform the European
Parliament and the Council of the progress of the International Civil Aviation
Organization (ICAO) negotiations as well as of its efforts to promote the international
acceptance of market-based mechanisms among third countries. Following the 2016
ICAO Assembly, the Commission shall report to the European Parliament and to the
Council on actions to implement an international agreement on a global market-based
measure from 2020, that will reduce greenhouse gas emissions from aviation in a
non-discriminatory manner, including on information, with regard to the use of
revenues, submitted by Member States in accordance with Article 17 of Regulation
(EVU) No 525/2013.

The ICAO agreement did not satisfy the expectations of the European Parliament.
That it is why it is of crucial importance that the agreement did not at the same time
limit the European Union’s possibilities to legislate the climate effects of aviation for
aircrafts that start or/and land in Europe. It is very important to find a global solution
but the solution has to be effective. Commissioner Arias Cariete said in the ENVI
committee on 12.09.2016 that in any case the EU ETS will continue for flights that
start and land in Europe (intra-European flights).

Link between general review of the EU ETS (Report Duncan) and aviation

In its report on the general review of the ETS (Report Duncan) the European
Parliaments Environmental committee adopted an increased ambition for aviation.
The auctioning level should be increased from 15% to 50% and the cap should be
reduced from 5% to about 10% in 2021. From 2021 on, the aviation industry should
be subject to the same linear reduction factor than the other industries.

This is also important as some energy-intensive industry, like the steel industry, needs
to be treated more generously under the ETS. To maintain the environmental
ambition, other parts of the economy needs to contribute.

The final assessment of the situation has to take into account, the ambition of the
ICAO agreement and the possibility of the EU to keep (parts of) the ETS as it was
originally designed. The assessment of the Parliament will most likely also take into
account which kind of third countries will be voluntary participating in the ICAO
scheme from 2021. It is of crucial importance that at least the big emitters like the US
and China participate.




European Parliament resolution of 6 October 2016 on the implementation of
the Paris Agreement and the 2016 UN Climate Change Conference in
Marrakesh, Morocco (COP22) (2016/2814(RSP))

27. Recalls that transport is the second biggest GHG-emitting sector; regrets that
international aviation and shipping are not mentioned in the Paris Agreement; insists
on the need to put a range of policies in place aimed at lowering emissions from this
sector; reiterates the need for the UNFCCC Parties to act to effectively regulate and
cap emissions from international aviation and shipping, in line with the needs and
urgency of the situation; calls on all the Parties to work through the ICAO and the
IMO to develop a global policy framework that enables an effective response, and to
take measures to set adequate targets before the end of 2016 to achieve the necessary
reductions in the light of the well below 2 °C target;

28. Recalls that GHGs from aviation were incorporated into the EU ETS on 1
January 2012, obliging all aircraft operators under the scope of the ETS to obtain
carbon emission allowances; notes the adoption of two ‘Stop-the-Clock’ Decisions
in 2013 and 2014, which temporarily reduced the scope of the EU ETS to exclude
international flights in order to allow the ICAO time to develop a Global Market-
Based Measure (GMBM) for reducing international aviation emissions, and notes
that this exemption will expire from 2017 onwards;

29. Calls for the establishment at the currently ongoing 39th Session of the ICAO
Assembly of a fair and robust GMBM to be implemented at international level from
2020 onwards; expresses its deep disappointment with the current proposal being
discussed at the ICAO and recalls that any amendment of the existing legislation on
including aviation in the EU ETS can only be considered if the GBMB is ambitious,
and that, in any case, intra-European flights will continue to be covered by the EU
ETS;



In 2014, the aviation sector emitted more CO2 into the atmosphere than the
combined emissions of the 129 lowest emitting countries (below marked blue)
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Sourges:
UM Framework Convention on Climate Change (UNFOCC) Secretariat.
See: hitpoiuntess. Int.

United Nations, Department of Economic and Sockal AMairs, Population Dhision, Worid Population Prospects: The 2015 Revision.
July 2015 - Copyright & 2015 by United Mations. Al rights reserved.

Foomores:

1 1934 5 consliderad 35 an uncharacieristically high In tarms of GHG emissions. | was malnly Infuencad by large-scale extansion of Niue's
Intesmiational airport runveay, and the major consirucion and saaling of roads (230 km). The high per capia igure ks also due to a vesy small
pooulation base.

2 There was large hereass In emisslons due Me conversion of the forest and grassland to pastures, cropland, or other managed uses, which can
significantty changs carbon siared In vegetation and soil.

Definitions & Technical notes:

Greenhouss gases [GHG] are those gassous constiuents of the atmosphers, both natural and anthropogenic, that absort and emit radiation at
specific wavalengths within the spectrum of thermal Infrared radiation emitiad by the Earih's surface, e aimosphese Rse, and by clouds. This property
causss the gresnhouss effect. Waler vapour (H:0), carbon diosde {C04), nitrous codde (M:O), mathane (CH, ) and ozone (O.) ane the prmary
greenhouse gasas In the Earth's atmosphere. Moreover, MEre are a number of entinely human-made gresnhouse gases In the atmosphere, such as the
halocaroons and other chiorine- and bromine-contining substances, dealt with under the Monireal Prosocol. Beslds CO;, MoD and CHL, the Kyotn

Protocol deals with e greenhouse gases sUpNUT haxafuonde (SF,), hydrfiuoncarens (HFCS) and perfluorocarons [PFCS).

Total GHE emissions Inciwding LULUCFILUCF refer o greenhouse gases emisslions Inciudng emissions/removals from the forestry sector. The
defnition ks different for Arnex | and ron-Annex | Paries. For Annex: | Parties, the sector Is called Land Use, Land-use Change and Farestry [LULUCF)
whereas for non-Annex | Parlles, | Is called Land-use Change and Faorestry {LUCF). These two definitions are close but not equivalent. Land use, land
use change and forest may have an Impact on Me surace albeno, Svapotranspiraton, SOUCEs and SINkS of Qreennouse gases, OF OiNer properes of
the cimate system and may thus have a radioactive forcing andior other Impacts on climate, iocally or globaily.

Data on greenhouse gas emilssions ane usually estimated accomding to intemational methodalogies on the basls of national statistics on energy,
Indusiria and agricuitural preduction, waske management and land use. atc.

The best known and most widely used methodology Is the 1996 Guidelines of the Intergovernmesntal Panel for Climate Change (IPCC) which s the
basis for reporting to the UNFCCC.

See: itpoih L Qe o
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