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Introduction 

The new directive on emission trading (2009/29/EC), however, enables those Member States which fulfill certain criteria
 to allocate a limited number of emission allowances to  electric power companies (“installation operators”) free of charge. 

Czech Republic has exploited this option through amendments to the Act no. 695/2004 Coll., on conditions for emission allowances trading, as amended (dated 2009
 and 2010
). On the basis of the Act, the Ministry of the Environment has prepared and hereby submits the “Application for allocation of free emission allowances for investment into equipment and modernization of infrastructure and into clean technologies and the National Investment Plan”.
The application for free emission allowances allocation has been processed using materials submitted to the Ministry by the installation operators as well as with the help of publicly accessible data from Eurostat. The application contains a proposal of methodology for the free emission allowances allocation, allotments of free emission allowances to individual installations and control mechanisms for verification of ongoing investments. The total quantity of emission allowances to be distributed among individual installations (approximately 108 million) was determined in compliance with the relevant European legislation rules (Directive 2009/29/EC, Commission document no. 99/03 2001/C: Guidance document on the optional application of Article 10c of Directive 2003/87/EC). For the allocation of emission allowances among individual installations, the Czech Republic has opted for the method of emission allowances allocation on the basis of historical emissions (the so-called grandfathering)
.
For the entire third trading period, the application allots more than 108 million free emission allowances among 51 Installation operators / 85 electricity generating installations (27 million free emission allowances will be allocated in 2013, the amount will be decreasing gradually until 2020 when no free emission allowances are allotted). Installation operators who receive such emission allowances, however, are obliged to invest into measures aiming at investments into the energy system, such as infrastructure modernization, clean technologies etc., in the amount which should correspond with the market value of allotted emission allowances. Czech installation operators should thus invest nearly 50 billion Crowns
 / 1,9 billion EUR. The overall volume of investments reported by installation operators is three times higher, exceeding 154 billion Crowns / 6,3 billion EUR and the expected slump in emissions shall be approximately 12 million t CO2 per year. 

Due to derogations, high investments will be endorsed in the environment sector, which will in effect have positive impact not only on the environment, but also on employment and economy in general. 

On the contrary, failure to apply the given derogations would imprint, in a negative way, on the electricity prices (installation operators would have to buy additional emission allowances, which would reflect in the electricity prices). The installations eligible to receive free emission allowances pursuant to Article 10c of the Directive 2009/29/EC are both electricity generating installations and electricity and heat generating installations. Due to low allocation of emission allowances for heat pursuant to Article 10a of the Directive 2009/29/EC (which cannot be effectively influenced by the Czech Republic), the use of the derogations pursuant to Article 10c of the Directive 2009/29/EC embodies a key stimuli for the Czech energy sector, which will positively reflect in the process of greenhouse gases emissions reduction as well as in the improvement of air quality in individual regions. 

On the basis of the aforementioned facts, the Czech Republic hereby applies for the possibility to allocate free emission allowances to electricity producers in the trading period 2013 – 2020. 
EU Emissions Trading System (EU ETS)

Tackling the issue of climate change is a long-term priority of the European Union. EU Emissions Trading System (EU ETS) operating within the EU since 2005 is the Union’s major tool in decreasing the amount of greenhouse gases emissions. The basic assumption for functioning of the system is the global impact of greenhouse gases emissions (as opposed to pollutants) and a principle setting forth that the desired aim is to be achieved in the most cost-efficient manner.

European legal order

On 5 June 2009, the Official Journal of the European Union published the text of the Directive of the European parliament and of the Council 2009/29/EC of 23 April 2009 amending the Directive 2003/87/EC with the purpose to ameliorate and extend the emission allowances trading scheme within the Community. The Directive regulates the system of emission allowances trading in the trading periods following 2012. One of the most notable changes in contrast with the original directive is the shift from the principle of allocation to installations within the system to the auction principle. 

The energy sector falls within the category in which installations will be obliged to buy all their emission allowances beginning 2013. Directive 2003/87/EC as amended by Directive 2009/29/EC, however, allows for an exception for installations in those Member States in which one of the conditions for temporally limited derogation pursuant to Article 10c, option for transitional free allocation for the modernization of electricity generation, is fulfilled. The total quantity of these transitionally granted free emission allowances will in 2013 amount to the maximum of 70 % of the average annual number of verified emissions in 2005 – 2007, and such amount will be gradually decreasing until 2020 when no free emission allowances will be allocated. In other sectors, the rise of the auction principle is gradual (20 % in 2013 and 70 % in 2020) with 100 % shares of auctions in 2027.

This provision finds justification especially in the fact that those Member States whose energy sector is based predominantly on use of fossil fuels would be significantly disadvantaged against those who possess other energy resources, such as renewable resources. That is why these Member States are offered an opportunity to modernize their energy generating installations and, at least partially, to balance the impact of the European legislation.

The Czech Republic fulfills the criteria set in Article 10c para. 1 of the Directive 2003/87/EC, as amended, which entitles it to explore the option of transitional gradual allocation of free emission allowances in the energy sector (with the aim of 100 % auction system in 2020), if funds corresponding to the market value of the free allocated emission allowances will be invested into infrastructure equipment and modernization and into clean technologies. With this purpose in mind, the Member States are obliged to produce a national action plan of these investments and submit it to the European Commission together with an annual report on funds invested into modernization of infrastructure and clean technologies. For this purpose, it is possible to take into account investments made since 25 June 2009.

In 2011, the European Commission has issued a legally non-binding communication containing Guidance document on the optional application of Article 10c of Directive 2003/87/EC. 

Czech national legislation

The Directive’s provisions allowing for the use of a temporally limited exception (Article 10c) was implemented into the Czech legal system via Act no. 292/2009 Coll. amending Act no. 353/2003, on consumption taxes, as amended, and other related acts, including Act no. 695/2004 Coll., on conditions for emission allowances trading and on amendment of other acts, and via Act no. 164/2010 Coll. amending Act no. 695/2004 Coll. 

In compliance with the legislation of the Community, the national legal regulation allows for free emission allowances to electricity producers during the transitional period in exchange for investments into equipment and modernization of installations and into clean technologies with the aim to reach an overall improvement of the technological equipment which would reflect in the fall of CO2 production and diveryification of composition of energy and energy supplies. 
  
List of more detailed requirements concerning the application of the derogation (eligibility of installations, admissible projects etc.) was published by the Ministry after consultation with affected parties (installation operators, non-governmental organizations) in its Communication of the Ministry for the Environment on the submission of applications for free allocation of emission allowances for electric energy production for 2013 – 2020
 of 2 July 2010. 
Application pursuant to Article 10c  para. 5 of Directive 2009/29/EC for free allocation of emission allowances for electricity production

The application was prepared following the structure required by the European Commission and set forth in Annex VII of the Guidance document. It contains all minimum information required by the European legislation. Having taken into consideration that it is essential to ensure consistency between procedures pursuant to Article 10c and 10a of the Directive, the data provided to the installation operator in order to allocate emission allowances for heat generation and electricity generation will be reviewed by an independent expert by 31 August 2011. Should the review result in the necessity to amend certain information which shall not have decisive impact on the decision on approval of the document, or should such necessity follow from the preliminary negotiations with the European Commission, the application or its annexes may be amended prior to its submission to the European Commission. 

The application shall consist of: 

1. National Investment Plan

2. report on methodology

3. market analysis

4. report on the estimated balance between supply and demand for electricity and gas (OTE)

5.  report on determination of emissions for electricity production 2005 - 2007

1.1. Eligibility of the Czech Republic – demonstration of fulfillment of criteria for free allocation of emission allowances

Article 10c para. 1 of the Directive allows for a possibility of transitional gradual allocation of free emission allowances within the energy sector (with the aim of 100 % of auction in 2020) with the condition that funds corresponding to the market value of allocated free emission allowances will be invested into equipment and modernization of infrastructure and into clean technologies. To achieve this purpose, Member States must prepare a national action plan of these investments and submit it to the European Commission together with an annual report on funds invested into modernization of infrastructure and clean technologies.

Article 10c para. 1 letter c) is particularly relevant for the Czech Republic. In 2006, more than 30 % of electricity was generated from one type of fossil fuels and the Gross Domestic Product per capita expressed in market prices did not exceed 50 % of average Gross Domestic Product per capita expressed in market prices of the Community. 

It follows from the data provided by Eurostat that the overall gross electricity production of the Czech Republic in 2006 was 84.361 GWh, with 43.619 GWh generated from brown coal. The share of brown coal on the gross electricity production in the Czech Republic for 2006 amounted to 51,71 %.

The average Gross Domestic Product per capita of the EU expressed in market prices was in 2006, according to data published on Eurostat, 23,700 EUR, and the Gross Domestic Product per capita of the Czech Republic expressed in market prices was equal to 11.100 EUR, which corresponds with 46,41 % of the average Gross Domestic Product per capita of the Community. 
It follows that the Czech Republic is eligible for the transitional free allocation of emission allowances to electricity generating installations pursuant to criteria defined in Article 10c of the Directive 2009/29/EC.

1.2. Eligibility of installations to which free emission allowances are to be issued for the individual years in the period 2013-2020

1.2.1. Electricity generating installations

Installations covered by the EU ETS can be divided into three categories: 

1) electricity producers according to the definition in the Directive producing electricity only, 

2) electricity producers  according to the definition in the Directive producing both electricity and heat, 

3) installations producing electricity, but operating additional activity included in Annex I of the Directive (pursuant to the definition, industrial power subjects do not qualify as electricity generators – for instance ironworks or paper mills). 

Installations included in categories 1) and 2) are eligible for the free allocation of emission allowances for electricity generation. In the case of installations producing both electricity and heat, only emissions related to electricity generation are taken into account. 

1.2.2. Decisive day

Eligibility of the installation is also determined by the date of the commencement of operation of existing installations or date of physical initiation of the investment process of new installations. The Directive sets a common decisive day for both categories – 31 December 2008 or earlier.

Installation operators have submitted following documents as proof of their eligibility: 

1) in case of operation commencement prior to 31 December 2008, information on verified emissions of the installation for 2008-10, 

2) in case of commencement of the investment process of an installation prior to 31 December 2008, proof that the investment process was duly physically initiated in the given period (e.g. commencement of construction works, construction contract between the investor and implementer, issuance of a building permit etc.). 

1.2.3. Eligibility of individual installations within the Czech Republic 

The Ministry of the Environment, as part of the process of preparation of the application and National Investment Plan, has invited installation operators to submit applications for free allocation of emission allowances for electricity production by 30 June 2010. Included in the application were, above all others, following information: 

1) List of installations that the holder of the permit for emission of greenhouse gases expects to operate in the period between 1 January 2013 and 31 December 2019, and which were on 31 December 2008 either in operation or for which physical initiation of the investment process started on that date.

2) Proposal of an investment plan regarding investments into equipment and modernization of installations and into clean technologies, in value corresponding at minimum with the estimated market value of allocated free emission allowances, with the condition that the plan will suggest to carry out these investments by 31 December 2019 and that investment process will be physically initiated for at least one project from the submitted investment plan by 31 December 2013, while it is possible to take into account investments from the submitted plan initiated from 25 December 2009.

3) Proposal of mechanism of control over implementation of the planned investments.

1.3. Methodology of free emission allowances allocation
The method for allocation is briefly described in Article 10c of the Directive. It is carried out in two stages. First, the total quantity of emission allowances that the Czech Republic holds at disposal for energy production is determined. Subsequently, allocation on the level of individual installations is carried out. 

1.3.1. Determination of the total quantity of emission allowances

Determination of the total quantity of emission allowances that the Czech Republic will be allowed to allocate free of charge for electricity production, was carried out in conformity with Article 10c para. 2 of the Directive and in compliance with the guidance materials issued by the European Commission. 

The total quantity of free emission allowances for electricity production was calculated via the following formula: 

TQFA13 = (GFNC / TGEP) * AAQEEG05-07 * 0.7, where

TQFA13

total quantity of free emission allowances for 2013, 

GFNC

gross final national electricity consumption, 

TGEP

total gross energy production, 

AAQEEG05-07
average annual quantity of emissions related to electricity production of eligible installations in 2005-7, 

0,7


adjustment factor corresponding with the gradual decrease in free emission allowances; the maximum level for allocation of free emission allowances in 2013 is 70 %, gradually decreasing until 2020 with the value of 0 % (2014 will have the adjustment value of 0,6 etc.). 
Taking into consideration the fact that GFNC is not officially registered data, it was calculated following the formula below which was set by the European Commission:

GFNC = FEC - MNET + {[(FEC - MNET) / (TGEP + MNET)] · TDL} + {[(FEC - MNET) / TGEP] · CEG}, kde

FEC


final electricity consumption (Eurostat code 101700),

MNET

net electricity exports (Eurostat code 100600),

TGEP

total gross electricity production (Eurostat code 107000),

TDL


transmission and distribution losses (Eurostat code 101400),

CEG


electricity consumption of the electricity sector (Eurostat code 101301).

The total quantity of free emission allowances for electricity production expressed through adjustment factors for individual years is entered in the table below:  

	2013
	2014
	2015
	2016
	2017
	2018
	2019
	2020

	0,7
	0,6
	0,5
	0,4
	0,3
	0,2
	0,1
	0

	27 060 778


	23 194 953


	19 329 122


	15 463 301


	11 597 477


	7 731 652


	3 865 821


	0




Note: Sum of the free emission allowances for the entire period 2013-2020 equals to 108 243 104.
1.3.2. Determination of the method for allocation among individual installations

Pursuant to Article 10c para. 3 of the Directive, the Czech Republic may choose from two manners of emission allowances allocation on the level of individual installations. The allocation of emission allowances to individual installations is, pursuant to the Directive, based either on allotments within verified emissions for 2005-2007 (grandfathering), or on the method of emission allowances allocation on the basis of emission factors determining the quantity of emission per electricity production unit (benchmarking). Details governing the use of individual methods were set by the European Commission in its Decision. 

The Czech Republic, as well as other Member States, has chosen to utilize the grandfathering method for the free allocation of emission allowances. Benchmarking was used in case of new resources or incomplete data. 

1.3.2.1. Grandfathering 

This method is based on the principle of historical emissions when the participant in the trading scheme (i.e. installation operator) must evidence their emissions (as a rule, average emissions for a given period are required). Installation operator then receives a permit for the upcoming trading period on basis of evidenced historical emissions.

When grandfathering is used, the quantity of free emission allowances allocated to each eligible installation must not exceed the average annual emission of the eligible installation for 2005-2007. Moreover, the average annual emission production will be adjusted in order to reflect the productivity of each installation with regard to emissions on the basis of the ratio between the total average annual emission production of the eligible installations for 2008-2010 and the total average annual emission production of the eligible installations for 2005-2007.

In case that the eligible installations produce electricity and heat, only those emissions which are unambiguously attributable to electricity production shall be taken into account. In the case of combined production of electricity and heat (KVET), the emissions attributable to electricity production shall be calculated following the formula set in Annex IIA of Decision K(2011) 1983. 

1.4. National Investment Plan and investments proposed therein
1.4.1. Tenets of the National Investment Plan 

Guidance document stipulates principles to be observed with regard to investments set in national investment plan in order to be approved by the Commission. In their applications, installation operators have declared the conformity of investments with the following principles: 

1) The national plan should include such investments which directly or indirectly (investments into networks and auxiliary services) contribute in a cost-efficient manner to reduction of greenhouse gases emissions. 
2) Future investments should, insofar it is possible, preclude occurrence of situations which are pursuant to the Directive decisive for the eligibility for free emission allowances.
  
3) Investments should be mutually compatible as well as compatible with other legislative instruments of the Union. They must neither endorse dominant position, nor inappropriately distort competition and trade on the common market and, if possible, they should enhance competition in the internal market with electricity. 
4) Investments should complement those investments that the Member States must facilitate in order to fulfill other goals or legal obligations stemming from the law of the Union. Simultaneously, investments should not be of that nature as to be necessary for satisfying the increasing supply and demand for electricity. 
5) Investments should contribute to diversification and decrease in carbon intensity of the energy resources composition and energy supplies for electricity production. 
6) Investments should be economically viable even without the free emission allowances when the transitional allocation of these emission allowances ceases with the exception of specific newly emerging technologies which are still in their demonstration stage and which are specified in Annex III of Communication 2011/C 99/03. 
The National Investment Plan fulfills all aforementioned criteria on the following grounds: 

Ad 1) The National Investment Plan fulfills the given principle because it contains projects leading to an overall drop in emissions of greenhouse gases. Installation operators have, when possible, quantified this reduction in their applications and derived it from the shift to a less energetically demanding fuel, increase in efficiency, decrease in own consumption etc. 

Ad 2) The National Investment Plan in its entirety represents a mixture of measures implementation of which will lead to a greater diversification in resources via reliance on resources other than brown coal and/or decrease in consumption of brown coal through enhanced efficiency and lesser own consumption. 

Ad 3) Investments are mutually compatible and are not in violation of Czech or European Union law. Free allocation of emission allowances for electricity production is conditioned by these investments so as to be carried out pursuant to Article 10c of Directive 2009/29/EC. 

Because the investments and free allocation fulfill all criteria and are in conformity with the European legislation which allows for them, it must be concluded that they do not inappropriately distort competition or trade within the common market. Investments do not endorse dominant position of any subject either, as elaborated on in the market analysis in the Annex.  

Ad 4) Investments will not bring about any or only a minimum rise in electricity production. Simultaneously with construction of new energy facilities, older production capacities are put out of operation in a number of cases. The Czech Republic does not consider the possibility of free allocation as a tool in fulfilling its other goals or legal obligations stemming from the law of the Union. The predominant aim is reduction of the country’s dependence on solid fossil fuels. The Czech Republic will fulfill its other goals (e.g. reduction of greenhouse gases emissions, increase of the share of renewable resources on energy production) using different instruments and it will ensure that double counting will not take place. 

Ad 5) Investments will lead to reduction in carbon intensity and diversification of resources (described in no. 2). 

Ad 6) Projects are planned as long-term investments and as such will continue after the cessation of free emission allowances allocation for electricity production. Installation operators have emphasized this factor in their economic evaluation of their investments and were not in any way motivated to implement otherwise unprofitable investments. 

1.4.2. Investments under the National Investment Plan of the Czech Republic 

In order for the Ministry of the Environment to add an operator of an eligible installation to the list of installations entitled to obtain transitional free emission allowances for electricity production, the operator must commit themselves to investment in the minimum value of the market value
 of allocated free emission allowances into equipment and modernization of infrastructure and clean technologies. An allocation mechanism ensuring, on an annual level, that a value of the free allocation is invested prior to the free allocation of emission allowances has been devised. Emission allowances which shall not be allocated accordingly will be auctioned.  

Conditions for recognition of projects and their inclusion into the National Investment Plan were as follows: 

· Project must lead to reduction in greenhouse gases emissions – primarily CO2.
· Project must fulfill criteria listed in the reference documents BREF
. Fulfillment of criteria for both the entire project and for its individual technological areas is required. 
· Installation operator had to calculate the so-called greening of a project (ratio of investment costs corresponding with the annual reduction of emissions by one ton CO2ekv.). The calculation was redundant in case of investments into infrastructure (thermal networks, smart grids) and for projects where such calculation was unfeasible. 
· If the investment concerns a new source of greenhouse gases emissions, displacement of a different, existing source must take place (displacement might be evidenced by the cancellation of the permit for emission of greenhouse gases, evidence of displacement of another source etc.), or the operator is obliged to calculate the “displacement effect” with respect to average emission factor on the electricity energy production in the Czech Republic). 

· Project must not receive other form of public investment support
. If the installation operator receives other investment support nonetheless, only that portion of investment which was not funded by the other investment support shall be counted in. 
· Support for construction of new or power enhancement of existing nuclear power installations with the exception of extraction and use of already produced heat in compliance with the guidelines of the European Commission was ruled out. 
· In the area of renewable sources of energy, only innovative projects which inspire reasonable presumption of successful demonstration with regard to inevitability of technological risks or which are equipped with complements addressing such risks were supported.
· Only projects carried out on the territory of the Czech Republic were supported. 
· Investments should be implemented by the installation operator. Should the installation operator cooperate with another subject regarding implementation of the investment, all liability for fulfillment of the investment plan rests with the installation operator (who must evidence that the investment is being financed, must submit reports on fulfillment of investment plan etc.).

1.4.3. Investments into thermal networks

Installations utilizing highly efficient combined production of electricity and heat (complying with criteria of Directive 2004/8/EC
) are identified as electricity generators pursuant to the European Commission’s Guidance paper to identify electricity generators
 and Communication of the Ministry, and it is therefore possible to allocate free emission allowances to these installations pursuant to Article 10c of the Directive.

According to the Guidance paper of the European Commission, the definition of an installation is to be devised by Member States. The Czech Republic defines “installation” in Article 2 para. 1 letter a) of the Act as “stationary technological unit in which one or more activities stipulated in letter A to D of Annex no. 1 to this Act and any other directly related activities which have technological relation to the activities operated on the given place and which may influence emissions; stationary technological units used for research, development and new products and processes testing are not regarded as installations. If the same installation operator operates in the same installation or elsewhere more activities which fall under the same designation following the list stipulated in letter A to D of Annex no. 1 to this Act, capacities of these activities shall be added together.”

Arguments for inclusion of investments into thermal networks into the National Investment Plan in case of installations utilizing highly efficient combined electricity and heat production (KVET) pursuant to Directive 2004/8/EC are following:

· It follows from the physical principle of KVET that extension of the useful heat supply is the only path towards extending clean electricity production in cogeneration. Were the extension of heat supplies not supported within the meaning of Article 10c, we would relinquish a possibility to reduce emissions of greenhouse gases by tens of percentage points. No other known methods for modernization of electricity production which have been used in mass scale achieve such level of savings. 

· The definition of highly efficient KVET itself (Directive 2004/8/EC) as well as the wording of Article 10a para. 4 of the Directive call for a supply of useful heat which is carried out through thermal networks between heat generator and consumer (customer). Electricity production from highly efficient KVET is thus closely connected with the production and supply of useful heat even from the vantage point of legislation. Without the development of thermal networks, an increase in share of KVET on total electricity production is unfeasible. 

· Besides the possibility of a more comprehensive application of KVET, investments into thermal networks bring about reduction of losses in connection with energy supplies, thus leading to decrease in greenhouse gases emissions (the fundamental goal of EU ETS).

· If the investments under the National Investment Plan are partially directed into thermal networks, the risk of competition distortion on electricity market will be simultaneously minimized (requirement set by Directive 2009/29/EC). In the framework of assessment of support for investments into KVET and thermal networks, a precedent decision in DG Competition is in existence, which states that support for highly efficient KVET and heat supplies does not violate rules on state aid provision – e.g. in March 2010 in case of project N295/2008 Investment support to heating plant in Mellach
 with the subsidy reaching 16 million EUR.

1.5. Provisions on control and enforcement of planned investments 

Ministry of the Environment will be the main subject to supervise fulfillment of obligations on part of the installation operators. Essential information on the conduct of investments will be included in the National Investment Plan. Such information is to be submitted by each installation operator every 12 months pursuant to Article 10c para. 4 of the Directive. 

Amendment to the Act, which is currently in the legislative process, introduces an allocation mechanism ensuring allocation of emission allowances in connection with the performance of investments in accordance with Article 10c Directive 2009/29/EC and Guidance document of the Commission no. 99/03 2011/C, and contains remedial as well as sanction mechanisms to be activated by the operator’s potential failure to fulfill their obligations. 

1.5.1. Obligations of the installation operator

Installation operators are obliged to submit an annual report on implementation of investments included in the National Investment Plan. The report must inter alia contain a report of an independent auditor who will carry out an inspection of the site and subsequently verify the nature of individual investments as well as the accurate funds spent in the given year and authenticity of expenses claimed.

After implementation of the investment, the volume of funds invested will be established by a financial audit. Furthermore, the project has to be assessed by an energy auditor and a greenhouse gases verifier. 

The emission reduction will be attested by verifiers (persons authorized to verify the quantity of greenhouse gases emissions pursuant to the Act no. 86/2002 Coll., Air Protection Act, as amended.  

1.5.2. Annual report on funds invested into infrastructure modernization and clean technologies 

The basic principle of the proposed control mechanism is compilation of an annual report on fulfillment of the National Investment Plan of the Czech Republic which is to be created by the Ministry on the basis of reports on implementation of investments submitted by the installation operators to the Ministry on annual basis.  

Consequently, the report will be submitted to the European Commission (for the first time in 2013, by 31 January for the past year) and will be made available by the Ministry via distant access. The given procedure will facilitate transparent control of the National Investment Plan by state administration as well as the general public. 

Report on fulfillment of the National Investment Plan will be drafted in accordance with the Communication 2011/C 99/3, section 6.3.
1.5.3. Control over enforcement of planned investments 

In order to carry out evaluation of the enforcement of planned investments, suitable, verifiable and transparent indicators of fulfillment (for instance volume of invested funds, CO2 emission reduction etc.) must be proposed. 

Ministry of the Environment will suggest appropriate indicators for achieving compliance of investments implementation with the conditions stipulated by the Directive, Guidance document and National Investment Plan of the Czech Republic. The fundamental starting point will be embodied in the examples of indicators set forth by the Commission in the Annex VIII of the Guidance document. Usage of such indicators will be regulated via and Act together with the implementation of Directive 2009/29/EC. 

1.5.4. Remedial and sanction mechanisms

The Act will include an allocation mechanism which will eliminate the need for remedial and sanction mechanisms in relation to the potential failure to invest funds corresponding to the free allocation. However, it does introduce efficient measures against provision of incorrect information which would lead to wrongful allocation of free emission allowances: 

8)  New wording of Article 18 para. 1 letter h): 

„h) states false information in report pursuant to Article 10a para.6.” 

10) New wording of Article 18 para. 5:

„(5) For the administrative offence pursuant to para. 1 letter h), fine will be imposed on the operator which will correspond with the value of wrongfully obtained free allocated emission allowances to the date of their allocation increased by the index of industrial producers prices. Fines constitute income of the State Fund for the Environment of the Czech Republic.”

Transparency and public consultation

In the course of preparation of the National Investment Plan of the Czech Republic, the Ministry of the Environment has cooperated on a professional level with the Minister for Industry and Commerce, Ministry of Finance as well as with representatives of the energy industry. 

The National Investment Plan of the Czech Republic takes into account the Commission’s Guidance plan, will be subject to interdepartmental amendment procedure and will be subsequently published on the website of the Ministry for the Environment in order to enable the public to submit their comments. The Ministry of the Environment will thoroughly settle all duly submitted comments.  
Competition
The Directive allows Member States to opt for transitional allocation of free emission allowances in connection with modernization of electricity production procedure. The Directive therefore stipulates such option, which the Czech Republic as a Member State has chosen to explore. 

This possibility, together with other decisive factors, leads to a conclusion that the transitional free allocation of emission allowances for CO2 emissions might be considered as state aid provision. 

With due regard to the fact that state aid is generally precluded, it is essential to demonstrate that competition will not be distorted. Such action is also required by Article 10c para. 5 of the Directive, which stipulates the content of a Member State’s application for free allocation of emission allowances.  

In order to preclude inappropriate distortion of competition, compliance with the existing rules on state aid provision, in particular Community Guidelines on State Aid for Environmental Protection (2008/C 82/01). In paras. 139-141, the Guidelines set forth requirements for the provision of aid included in the system of emission allowances trading. The Czech Republic shall observe and comply with the conditions set therein within the framework of allocation of free emission allowances to electricity producers. 
Thanks to free allocation of emission allowances to installation operators, investments into new technologies and energy savings will be implemented at a much more rapid pace and will be more accurately targeted than in the case of support for modernization through investment incentives programs. In case of redistribution of funds raised via sale of derogation allowances, the identical investments would be delayed by years. This is caused predominantly by the need to announce the incentives programs, administer the applications reception and their evaluation and subsequently supervise their implementation. The positive effect on the environment will be thus more notable and quicker in case of application of the derogation clauses. 

Emission allowances will be allocated in a transparent manner on the basis of objective criteria, as established above. Only quality sources of data, which are always subject to verification, are used. The total value of emission allowances allocated freely to operators of individual installations shall not exceed the estimated requirements of the entire sector of electricity production, as follows from the calculation method for allocation. 

Operators of those installations which will receive a permit for emissions of greenhouse gases after 30 June 2011, or those whose permit was altered due to comprehensive extension after such date, shall not receive any free emission allowances for electricity production. 

The method for emission allowances allocation does not put any installation operator into a disadvantageous position and is applied in an equal manner on each eligible installation. The selection of receivers of free emission allowances is based on objective and transparent criteria established at the Committee on Climate Change (CCC) of the European Commission and its working group on emission trading (WG3) and emission allowances are allocated to all eligible installation operators in an equal manner. It thus follows that the transitional allocation of free emission allowances with the aim of simplifying the development of low-emission electricity production does not alter market conditions so as to jeopardize the common goal, and might be therefore considered as compatible with the common European electricity market. 

� Conditions: in the reference year 2006, more than 30 % of electricity must have been generated from one kind of fossil fuels and the Gross Domestic Product per capita expressed in market prices could not exceed 50 % of the Gross Domestic Product of the Community per capita expressed in market prices. The share of brown coal on the gross electricity production in Czech Republic in Czech Republic in 2006 amounted to 51,71 % and the Gross Domestic Product per capita of the Czech Republic corresponded with 46,41 % of the average Gross Domestic Product per capita of the Community. 


� Act no. 292/2009 Coll. amending Act no. 353/2003 Coll., on consumption taxes, as amended, and corresponding acts. 


� Act no. 164/2010 Coll.  amending Act no. 695/2004 Coll., on the conditions for emission allowances trading.


� System based on allotment within the framework of verified emissions in the period of 2005-2007 (see charter 2.3.2).  


� At the use of average emission allowance price in period 2013-2019 at the value of 18,43 EUR in compliance with the Commission’s communication 2011/C 99/03.


� Directive 2009/29/EC, Art. 10c, para. 1.


� �HYPERLINK "http://www.mzp.cz/cz/bezplatne_pridelovani_povolenek"�http://www.mzp.cz/cz/bezplatne_pridelovani_povolenek� 


� Eligibility criteria for allocation of free emission allowances stipulated in Article 10c para. 1 letters a-c of the Directive. 


� Market value was established in compliance with the Communication of the European Commission 2011/C 99/03 of 31 March 2011. The average price of emission allowance for years 2013-19 pursuant to the aforementioned Communication amounts to 18,43 EUR.


� Reference documents BREF provide comprehensive overview of information about the best available technologies. BREFs are processed for individual industrial areas and contain data on industrial processes, methods, emission limits used in individual EU Member States, priority material flows and monitoring. Information contained therein is decisive for determining whether the specific technology and method of its operation comply with the Act on IPPC and whether permit for operation of industrial installation will be issued. The basis of each BREF document forms the description of BAT and information on future BAT.


� It is possible to complement investments partially funded from other Union resources (e.g. regional funds, funds from the reserve for new resources, TN-E, European Economic Recovery Plan, European Energy Program for Recovery, SET etc.) with investments from revenues stemming from free allocated emission allowances. Union rules on total limits on financing must be observed.





� Directive 2004/8/EC on the promotion of cogeneration based on a useful heat demand in the internal energy market and amending Directive 92/42/EEC, �HYPERLINK "http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2004:052:0050:0060:EN:PDF"�http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2004:052:0050:0060:EN:PDF� 


� Guidance paper to identify electricity generators, 20 October 2009 


� State aid, Austria, N 295/2008 – Austria Investment Aid for co-generation of electricity and heat (CHP) – Mellach of Verbund Austrian Thermal Power GmbH and Co KG, �HYPERLINK "http://ec.europa.eu/competition/elojade/isef/case_details.cfm?proc_code=3_N295_2008"�http://ec.europa.eu/competition/elojade/isef/case_details.cfm?proc_code=3_N295_2008� 
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