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About Sandbag
Sandbag Climate Campaign is a not-for-profit campaigning organisation dedicated to achieving real action to tackle climate change and focused on the issue of emissions trading. Our view is that if emissions trading can be implemented correctly, it has the potential to deliver the deep cuts in carbon emissions and help Europe make the transition to a high tech, low carbon economy.
We are grateful to the European Climate Foundation for helping to fund this work.
About this Report
We have over recent years produced a range of different reports looking at how the European Emissions Trading System (EU ETS) is performing. Using publicly available data combined with our own data we are able to look at how the system is operating at a company level. We have found that the distribution of emissions allowances for free has led to several companies accruing large surpluses in emissions. In this report we focus on companies and sectors in Germany holding the largest surpluses since Germany is the country with largest volume of emissions covered by the scheme and a key player in determining if and how the system will be reformed going forward. 
We are grateful to the comments and feedback from Ann-Kathrin Schneider, BUND.
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Correction statement to Klimagoldesel 
(December 7th 2011)

Since the publication of Klimagoldesel on November 8th 2011 we have received new information which affects the surpluses of European Union Allowances (EUAs) we ascribe to the companies profiled in the report. We have also conducted a wider data verification exercise, reviewing installation ownership and waste gas information in consultation with the affected companies.

The resulting revisions have the following effects on the placement of the companies in our top ten:

	#
	Company name
	Surplus
	Change
	Explanation

	1
	ArcelorMittal*
	13,771,571
	0
	

	2
	Salzgitter†
	7,549,969
	0
	

	3
	Dillinger Hütte*    
	6,532,315
	- 666,371 
	Sarstahl installations removed

	4
	ThyssenKrupp†       
	6,009,759
	-13,496,246
	HKM disaggregated and corrected for waste gas

	5
	Hüttenwerk Krupp Mannessman†
	3,687,210
	3,687,210
	HKM added

	6
	Lhoist  Group (Rheinkalk)
	2,957,749
	0
	

	7
	BASF               
	2,120,412
	0
	

	8
	Stadtwerke Munchen 
	2,016,011
	0
	

	9
	Trianel            
	1,792,871
	0
	

	10
	Dow Chemical 
	1,672,245
	0
	

	-
	-
	-
	-1,584,134
	Shell slips off table

	
	TOTAL
	48,110,112
	-12,059,541
	

	Source: allocations, emissions and company data as provided by CITL. This has been manually aggregated into parent companies by Sandbag.
*Companies marked with an asterisk have been adjusted for waste gas transfers based on Sandbag research.
 †Companies marked with a cross have provided specific information on waste gas transfers. All companies listed have been approached several times for information on waste gas transfers which might affect their surpluses. 



The methodology Sandbag used in the report attributed all emissions and allocations from installations to their companies, and attributed these in turn to parent companies which owned 50% or more of relevant subsidiaries. ThyssenKrupp has since been in contact with Sandbag to inform us that their 50% stake in Hüttenwerke Krupp Mannessmann (HKM) does not afford them emissions management responsibilities for the Glocke Duisburg installation that we had attributed to them. This has been confirmed by the HKM employee listed as the registry account holder for Glocke Duisburg in the CITL database.

By treating HKM as a separate entity managing Glocke Duisburg, we considerably lower the EUA surplus we attribute to ThyssenKrupp, bringing it down  to 6,009,759 from the 19,506,005 listed in the original report. This removes it from the top of our league table, moving it down to fourth place. 

HKM now appears as an independent company in fifth place on the league table.  As a separate note, we have also now reduced the surplus attributed to HKM’s Glocke Duisburg site by 9,809,036 EUAs in light of new information on waste gas transfers they have provided us, and which ThyssenKrupp helped us to identify. 

The lack of transparency over the transfer of waste gases and emissions allowances makes a true assessment of the efficacy of the ETS extremely difficult. Sandbag has repeatedly called for this issue to be addressed so that accurate analysis can be undertaken. 

By contrast with ThyssenKrupp, Dillinger Hütte’s 50% stake in Rogesa appears to afford them emissions management responsibilities for the Roheisenerzeugung Dillingen installation: a Dillinger employee is listed as the registry account holder for this installation. In our recent communications with Dillinger, they have explained that two of the installations we had attributed to them are owned by Sarstahl, in which Dillinger owns only a minority stake. By removing these, we adjust the surplus for Dillinger down to 6,532,315 from 7,198,686.

The above changes, together with the displacement of Royal Dutch Shell from the list bring the new total for the top ten to 48,110,112, a figure closest to the latest annual emissions of Norway rather than of Sweden.[footnoteRef:1] [1:  More recent UN data has become available since November 8th 2011. According to UNFCCC Flexible Queries data Norway emitted 51.3Mt in 2009 while Sweden emitted 60.1Mt (excluding LULUCF). ] 


In relation to Royal Dutch Shell, it should also be noted that a closer examination of company ownership found that two subsidiaries accounting for 220,874 surplus EUAs did not meet the 50% threshold, giving Shell a surplus of 1,363,260 rather than the 1,584,134 listed in the report.

The changes to the surpluses we assign to companies are in some cases quite significant and Sandbag would like to apologize for any reputational damage we may have caused ThyssenKrupp, Dillinger Hütte or Royal Dutch Shell by inadvertently exaggerating the scale of surplus EUAs they have received.

Since the publication of this report the power company Trianel has also contacted us with information about the surplus of allowances attributed to their Kraftwerk Hamm-Uentrop installation.  As noted in the report on page 22, this installation was a new entrant in 2008. New entrants receive allocations according to a sectoral benchmark which rewards gas fired stations over more polluting stations. The benchmarked emissions factor for a new power plant is then multiplied by an expected load factor to give an annual allowance. Kraftwerk Hamm-Uentrop's load factor (i.e. the amount of time the plant was operating)  has not been as high as predicted in the years since it opened further contributing to the surplus of allowances so far in this phase. 

Finally, on page 8 of the report we state that German emissions account for 31% of capped ETS emission. At present this figure describes German 2010 emissions as a proportion of 2010 free allocations. As a proportion of total 2010 ETS emissions the accurate figure is 25%. Germany remains the country responsible for the single largest share of emissions under the EU ETS.

We submit this correction statement in the interests of improving the accuracy of our reporting and as part of our ongoing pursuit of a fairer and more transparent EU Emissions Trading System.
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Executive Summary
)
Why the ETS matters to Germany
Germany is the country with the largest volume of emissions covered by the EU Emissions Trading Scheme, or ‘EU ETS’, with 31% - 455 million tonnes CO2 in 2010 - of total capped emissions in Europe coming from within its borders. Recent political changes in Germany have seen a rise in prominence of environmental concerns. Our aim in producing this report is to contribute to the debate about how Germany and Europe can successfully transition to a low carbon economy. Germany’s unilateral domestic target to achieve a 40% reduction in emissions by 2020 relative to 1990- as set out in the Energiekonzept[footnoteRef:2] of September 2010 - will be challenging to meet and a range of policies will be needed. With the EU ETS covering half of Germany’s emissions, ensuring that it’s working effectively and efficiently must be a key objective in order to help encourage low carbon investment in Germany and also ensure that neighbouring countries are committed to similar levels of action to tackle climate change.  [2:  Bundesministerium für Umwelt,Naturschutz und Reaktorsicherheit (BMU), Energiekonzeptfür eine umweltschonende, zuverlässigeund bezahlbare Energieversorgung. (http://www.bundesregierung.de/nsc_true/Content/DE/StatischeSeiten/Breg/Energiekonzept/energiekonzept-final,property=publicationFile.pdf/energiekonzept-final). 28 September 2010.] 


To achieve Germany’s domestic climate goal of a 40% emissions reduction by 2020 compared to 1990 levels, emissions reductions in both the ETS sectors (power plants and energy intensive industries) as well as non ETS sectors (agriculture, transport and building sector) are crucial. If the European climate goal remains a meagre 20%, ETS sectors will only be required to carry a small burden of necessary reductions. For Germany to successfully meet it domestic target it’s crucial that the ETS sectors make an appropriate contribution to reducing emissions in Germany, an ambitious EU target is instrumental in this.

Under the radar
In spite of its importance, the EU ETS remains relatively unknown to the German public; a complex policy it has remained largely the preserve of policy makers, industry lobbyists and academics. Yet it deserves greater engagement: one cannot seriously debate decarbonisations without addressing the single policy that covers almost 50%[footnoteRef:3] of the EU’s CO2 emissions. Furthermore, it’s a policy that is already in place, and one which Germany has a strong influence over as a European economic and political leader. For Germany to reach its 40% domestic target it will, to a large degree, be relying on reductions coming from sectors of the economy covered by the ETS. [3:  European Commission, ‘Emissions Trading Scheme’. (http://ec.europa.eu/clima/faq/ets/index_en.htm).] 


So, now is the time for Germany to look closer at the ETS. 

Unfortunately, analysis shows the EU ETS is not functioning as intended. One of its major flaws is that the ‘grandfathering’ of permits has handed out many billions of Euros worth of pollution permits to some of Europe’s most polluting companies. This report looks at those companies who have made the most substantial gains.

The fact that the EU ETS has provided substantial windfalls to some participants and a money making opportunity for many others has not prevented industry from attacking it whenever it can, and from successfully lobbying to keep it in its current state: oversupplied with allowances and exerting only the weakest pressure on participants to invest in a low carbon future. Those same industries enjoying large surpluses of allowances are those most vocally lobbying to hold the system back. 

This situation cannot be allowed to continue. Germany needs to transform its energy systems so that it can become more efficient, competitive and less polluting. A handful of companies cannot be allowed to hold back a policy, which would otherwise deliver this outcome efficiently and cost effectively

Die Klimagoldesel
Table 1 lists the top 10 companies in order of the absolute size of their surplus of allowances and its respective financial value so far in this phase of trading. It is important to note this ranking only takes into account the companies’ German installations. Our recent EU wide Carbon Fat Cats[footnoteRef:4] report contained a similar list for companies’ EU wide operations. Allocations in this trading phase were determined on a Member States level, with individual countries submitting proposals to the EU for approval. Like other countries, Germany adopted a strategy of protecting its heavy industry with generous allocations of allowances while giving the power sector a relatively low level of allowances. However the presence of two state-owned power companies in the top ten, Stadtwerke München (ranked 7th ) and Trianel (ranked 8th ), implies that this strategy was selectively applied. The companies listed below benefitted from this protectionism process which was vulnerable to lobbying for more generous allocations based on overly-ambitious future projections of need. That is why we refer to these companies as Carbon Fat Cats - for them the EU ETS is currently not an additional cost, but rather a source of income. The flagship EU climate policy and its mechanisms have emerged as a Klimagoldesel. [4:  Elsworth. R, Carbon Fat Cats 2011: The companies profiting from the EU Emissions Trading Scheme. (http://www.sandbag.org.uk/site_media/pdfs/reports/Sandbag_2011-06_fatcats.pdf). Sandbag Climate Campaign, June 2011.] 


Table 1
	Ranking
	Company
	Current Phase II  Surplus  (EUAs)
	Surplus as% of allocation
	Value (€m)
	Offsets
(CERs / ERUs)

	1
	ThyssenKrupp*
	19,506,005
	25%
	253.6
	7,375,300

	2
	ArcelorMittal*
	13,771,571
	52%
	179
	0

	3
	Salzgitter*
	7,549,969
	26%
	98.1
	5,535,000

	4
	Dillinger Hütte*
	7,198,686
	27%
	93.6
	1,800,587

	5
	Lhoist
	2,957,749
	24%
	38.5
	289,437

	6
	Basf
	2,120,412
	13%
	27.6
	134,045

	7
	Stadtwerke München
	2,016,011
	17%
	26.2
	165,062

	8
	Trianel
	1,792,871
	31%
	23.3
	150,000

	9
	Dow Chemical
	1,672,245
	24%
	21.7
	1,175,224

	10
	Royal Dutch Shell
	1,584,134
	4%
	20.6
	3,991,521

	Total
	60,169,653
	
	€782,2
	20,616,176



The top ten German Carbon Fat Cats share between them 60,2 million surplus allowances, just below the greenhouse gas emissions of Sweden (64)[footnoteRef:5].  [5: Latest data is for 2008 - Sweden (64M) Denmark (64M) tonnes CO2e. See European Environment Agency, Annual European Union greenhouse gas inventory 1990 – 2008 and inventory report 2010. (http://www.eea.europa.eu/publications/european-union-greenhouse-gas-inventory-2010). 2 June 2010.] 

The top ten Carbon Fat Cats surplus permits to date are worth an estimated €782 million
Looking ahead to the end of Phase II we estimate the Carbon Fat Cats will share 88 million surplus allowances with an estimated value of €1.1bn. 

The free allocations received to date have insulated companies from having to take action to reduce their emissions and provided a potential source of income. This has helped to compensate for loss of production during the recession and offset increases in electricity prices.

Under the rules of the ETS, companies can carry over surplus emissions allowances from Phase II (PII) for use in subsequent years. Free allowances will continue to be given out to heavy industry in Phase III (PIII) according to sector specific benchmarks. This will bring to an end the accrual of large volumes of surplus allowances, however, the volumes accrued in this phase will make it likely that many of these companies will be cushioned from the effects of the EU ETS going into PIII. These findings strongly counter claims by industry groups that they are already being hit by extra costs incurred by the EU ETS, for example, Hans Jürgen Kerkhoff, President of the German Steel Industry Association said, “today the steel industry pays significant CO2 Surcharges on electricity prices”[footnoteRef:6]. Such statements are grossly misleading and fail to acknowledge the position certain industries are in given the overallocation of free allowances. [6:  Metall, 'Kompensation für emissionshandelsbedingte Strompreissteigerung darf nicht ausgebremst werden'. (http://www.metall-web.de/home/recycling/news-detail/news/100/1305151200kompensation-fr-emissionshandelsbedingte-strompreissteigerung-darf-nicht-ausgebremst-werd-1/). 12 May 2011.] 


Sectoral analysis
In addition to looking at the top ten Carbon Fat Cats we have in this report also looked at the sectors that command the majority of the overall surplus and the companies that dominate those sectors, based on the size of their reported emissions. The majority of industrial sectors have a surplus of permits, with the iron and steel, cement and chemical sectors having the largest absolute surplus. The power sector, on the other hand, is short of permits and is acting as the main buyer in the scheme ensuring that there is a positive price for carbon.

The top seven emitting iron and steel sector companies have a surplus of 50,4 million allowances at this stage in PII, worth an estimated €654,6m
The top ten emitting cement sector companies have a surplus of 7,6 million allowances at this stage in PII, worth an estimated €98,7m
The top ten emitting chemical sector companies have a surplus of 2,9 million allowances at this stage in PII, worth an estimated €37,1m
The power sector is currently facing a deficit of 278 million permits.

Since most power companies buy allowances to comply with the ETS, and pass on the cost of compliance to their consumers, it is likely that German citizens are unwittingly paying a subsidy to oversupplied industrial sectors, which are able to sell their surpluses without investing in emissions reductions themselves.

Unnecessary offsetting undermines competitiveness concerns
All participants in the ETS are allowed to buy cheaper emissions credits from registered projects in developing countries. Another feature of the way the Fat Cats are performing under the ETS is their use of offsets. Despite sitting on comfortable surpluses 9 out of 10 of our Fat Cats benefit from being able to use cheaper offset credits to comply with their caps, banking the more valuable EU allowances that can either then be sold off at a profit or stored up for future use. This is economically rational, however, in a number of cases, companies offsetting in this way have undermined their over-emphasised concerns about international competitiveness. International credits come mostly from industrial gas projects in India and China, however, a proportion originate from projects in industries which compete with companies covered by the ETS. Concerns over competition with rival companies based in these countries have not prevented our Fat Cats from sending money to them in return for their cheap offsets: not what you would expect from sectors focused on protecting their competitiveness at all costs. 

The Carbon Fat Cats have surrendered 20,6 million international carbon credits with an estimated value of €247,1m[footnoteRef:7].  [7:  Based on a €12 CER / €11.90 price (27/06/11)] 

70% of these credits came from India and China while 7.1% came from EU member states.
The Carbon Fat Cats spent €5.8m on carbon credits from their direct international rivals in India and China.
2.2% of these credits came from German offsetting projects.


Recommendations
In Germany the future of the EU ETS has not been a dominant issue in the environmental debate. We believe this needs to change. A policy covering 50% for the EU’s CO2 emissions needs engagement from a wider audience to ensure that it is operating efficiently and effectively to drive investment in a low carbon economy. 

Sadly there is little that can be done about the surpluses accruing to the Fat Cats in this trading phase. We recommend the following measures to prevent the ‘hangover effect’ of surplus permits damaging the effectiveness of the next phase.

Engagement with the EU ETS
Emissions trading must increase in profile in German to reflect the importance of this policy in making the transition to a competitive low carbon economy and tackling climate change. 

Germany publically call for the EU to move to a 30% emissions reductions target 
With German leadership the EU could move towards a 30 emissions reduction target. This will trigger a tightening of the emissions cap for the traded sector taking the slack out of the ETS and helping to drive investment in low carbon technologies. As this report shows, failure to increase the targets will allow some industrial sectors to free-ride the ETS.

Back an allowance ‘set-aside’
The Commission has admitted that the system has too many allowances thanks to the unexpected drop in emissions arising from the recent recession. They estimated that 500-800[footnoteRef:8] million allowances could be held back in the next phase to address this. Our own estimates show that setting caps based on recent historic emissions (rather than overly optimistic future projections) would result in an emissions cap 1.7bn[footnoteRef:9] allowances lower than currently proposed. Furthermore, there is growing support for a set aside from energy companies that fear proposed energy efficiency measures would further weaken the ETS[footnoteRef:10] and cause the carbon price drop to zero[footnoteRef:11]. There is nothing in the ETS Directive that prohibits a set aside of allowances[footnoteRef:12]. We strongly recommend that such a set-aside is agreed and announced before the start of the next phase in January 2013.  [8:  Euractiv. EU 'low-carbon roadmap' aims for 25% cuts by 2020. (http://www.euractiv.com/en/climate-environment/eu-low-carbon-roadmap-aims-25-cuts-2020-news-502197). 16 February 2011.]  [9:  Morris, D, Buckle up! Sandbag Climate Campaign, (http://www.sandbag.org.uk/site_media/pdfs/reports/Sandbag_2011-07_buckleup.pdf). July 2011]  [10:  Energy industry sees urgent need for ETS set-aside clause in draft Energy Efficiency Directive. 14th June 2011]  [11:  Environmental Finance, 'Energy efficiency targets risk EU carbon price collapse utilities'. (http://www.environmental-finance.com/news/view/1776). 15 June 2011.]  [12:  Client Earth. Legal Policy Briefing – Draft ETS auctioning regulation and Commission proposal to move beyond 20% GHG reductions. (http://www.clientearth.org/reports/energy-and-climate-clientearth-legal-briefing-on-auctioning-regulation-june-2010.pdf). 12 June 2010. ] 


Prudent offset usage
The use of offsets is intended to act as a price safety valve against an overly high carbon price and to be supplementary to domestic action. Offsets are not needed in situations where EU emissions are falling faster than projected or where companies have a large surplus of free allocations. However, the fact that they are cheaper than EU allowances, means that they are being used to the maximum extent possible. This displaces investments in genuine EU abatement. The majority of offsets being surrendered represent a lost investment opportunity in Europe. This is particularly true for Germany which has generated carbon credits domestically. Furthermore, evidence of exposed companies surrendering offsets from their international rivals undermines their arguments about threats to their competitiveness. If there are concerns about the EU’s competitiveness then offsets originating from rival industries should not be allowed within the EU ETS. What's more, competitively exposed European industries should be at the forefront of calls for the EU to ban credits from rival industry. Removing the CDM / JI incentive from certain industries could further the development of global sectoral mechanism, as preferred by some global industry associations.
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Introduction
)
The German Government’s Energy Concept, launched in September 2010, sets out a unilateral domestic 40% emissions reduction target by 2020 with 1990 being the base year for measurement. In order to reach this target, the energy concept sets out what needs to happen – fields of action – across different areas to ensure an economically secure and environmentally sound energy supply. The fields of action include the expansion of renewable energy, improving energy efficiency in both the domestic and industrial sectors, increasing the role of carbon capture and storage (CCS), upgrading the electricity grid infrastructure and promoting electric vehicles. Within this report the ETS is noted as being the principal instrument for climate protection, in particular for power plants. 
Much has changed since its publication in September 2010. The disaster at the Fukushima Daiichi power plant in Japan altered the status of nuclear power in Germany. The nuclear debate has been hotly disputed especially by the dominant power companies who have already invested millions of Euros in a nuclear infrastructure in Germany. The subsequent regional elections altered the political balance in favour of the Green Party putting pressure on the German Government – backed by a seemingly overwhelming democratic consensus – to make the historic decision to phase out nuclear power by 2022. The nuclear phase out, in the medium term should be accompanied by measures which ensure a climate neutral energy supply for Germany. The German domestic target of a 40% emissions reduction by 2020 compared to 1990, in cohesion with the EU ETS, is a central cornerstone of Germany’s climate policy.

The EU Emissions Trading Scheme
The EU ETS is the EU’s flagship climate policy and the world's biggest market for trading greenhouse gas emissions. Launched in 2005, it covers some 11,000 factories and power stations across ten industrial sectors in thirty countries, whose CO2 emissions make up almost 50% of Europe’s carbon emissions. Within this scheme Germany is the largest player, accounting for 31% of emissions – 455m tonnes CO2 – covered by the scheme in 2010.

Governments have largely accepted the need to help redirect economies towards a low-carbon model, and there are growing signs of a race between major global economies to lead the market for clean technologies. Europe’s cornerstone policy intended to help achieve this is the EU ETS, which sets a cap on emissions, distributes allowances up to the level of the cap and allows these allowances to be traded. The EU ETS is currently the world’s largest functioning carbon market. With its large industrial sector, Germany has 1986 installations in the scheme, covering around 450million tonnes CO2 per year. Assessing its performance is crucial for the climate debate in Germany, Europe and beyond. 

Any such assessment needs to bear in mind that the policy is organised in trading periods, also known as ‘Phases’. This allows changes to be made in an organised way from one phase to the next. 
Phase I, ran from 2005-8 and was seen as a test phase. Allowances from this period could not be carried over to subsequent phases. 
Phase II runs from 2008-2012. Allowances from this Phase can be banked and carried over into Phase III.
Phase III begins in 2013 and runs indefinitely but is subject to a review beginning in 2020.  

There will be significant improvements introduced in Phase III, with central distribution of allowances, a central EU registry, the introduction auctioning as the rule rather than the exception, and the use of benchmarks to assess allocations for those sectors still entitled to free EUAs. These are welcome, but analysis shows that past over-allocation and the impact of the recession have led to a sizeable build-up of unused allowances. The fact these allowances can be carried over into the next phase threatens the future performance of the ETS, driving down the carbon price. Changes are needed to address this surplus if the policy is to remain relevant and effective. 

Support for more ambition
The best solution would be for Europe to adopt more ambitious climate targets and there is currently fierce debate about whether the EU should unilaterally commit to increasing its 2020 emissions reduction target from 20% against 1990 levels, to 30%. Federal Environment Minister Röttgen has repeatedly expressed his support for an ambitious EU emissions reduction target. In an interview following the UNFCCC COP in Cancun he commented:

Europe will maintain its leadership role on climate change only if we move forward with determination and reduce our emissions by 30 percent by 2020compared to 1990.[footnoteRef:13] [13:  RP Online, ‘30 Prozent weniger Dreck’. (http://www.rp-online.de/politik/deutschland/30-Prozent-weniger-Dreck_aid_941495.html). 13 December 2010. ] 


Germany is not alone in its calls for more ambitious emissions reduction targets. There is a growing consensus among progressive Environment Ministers that an ambitious target could be instrumental in stimulating investment in a high tech, low carbon economy, increasing energy security and helping to tackle climate change. On the 14th March 2010 Minister Röttgen – alongside his counterparts from the UK, Spain, Sweden, Denmark, Portugal and Greece – signed an open letter[footnoteRef:14] to the Guardian newspaper in support of moving to a unilateral 30% emissions reduction target. Support is also gathering on a regional level with Baden-Württemberg and Bavaria[footnoteRef:15] supporting a call for more climate ambition. [14:  Department of Energy & Climate Change (DECC). Chris Huhne and EU environment ministers letter in the Guardian.(http://www.decc.gov.uk/en/content/cms/news/ChrisH_EULett/ChrisH_EULett.aspx). 14 March 2011.]  [15:  The Climate Group, EU Regional Governments Call for a 30% GHG emission reduction target. (http://www.theclimategroup.org/_assets/files/regionscallfor-30-PDF.pdf).] 


Support is growing in the business sector too: 72 companies – including Eneco, IKEA, Nestle, Philips, Puma, Sony and Vodafone[footnoteRef:16] – have signed public declaration calling on the EU to adopt a 30% emissions reduction target by 2020, insisting that increased ambition would be good for the EU economy and jobs. As well as these companies thirteen leading German CEOs – including those from EnBW, Deutsche Bahn and Allianz[footnoteRef:17] – in a policy statement have called for greater climate ambition, including a strengthening of the EU ETS. [16:  WWF, 72 leading companies call for increase in EU climate ambition to boost EU economy and jobs. (http://www.wwf.eu/?200650/72-leading-companies-call-for-increase-in-EU-climate-ambition-to-boost-EU-economy-and-jobs). 15 June 2011.]  [17: Der 2°-Initiative, Grundsatzpapier der 2°-Initiative. (http://www.initiative2grad.de/images/pdfs/110530_positionspapier_initiative_2grad.pdf).] 


Heavy (industry) opposition
However, there remain voices strongly opposed to Europe unilaterally moving to increase its emissions reduction targets, and chief among them is traditional heavy industry who views climate protection as a burden rather than an opportunity. The fear of losing market share to foreign competitors with lower production costs has prompted some extravagant claims. The European Confederation of Iron and Steel Industries, EUROFER, has gone so far as to argue that the European Commission’s DG Climate Action’s proposal on the move to a 30% emissions reduction target would lead to the ‘de-industrialisation of Europe’.[footnoteRef:18] The German Steel industry has been equally indignant about the effects of the ETS on their industry, “If the steel industry has to pay for CO2 allowances it will lose its competitiveness against regions outside the EU that have no emissions trading schemes, and it will therefore be forced to relocate,”[footnoteRef:19] said Hans Jürgen Kerkhoff, of the German Steel Industry Association. The Confederation of German Industry (BDI) equally reflects this position - “The BDI rejects an unconditional tightening of EU emission reduction target of minus 30% by 2020”. Unfortunately their words are not falling on deaf ears, with the European Commissioner for Energy, Günther Oettinger, taking up their cause. Addressing the  Association of German Chambers of Industry and Commerce (DIHK), Oettinger commented, "a further tightening of the CO2 emissions trading scheme would affect the European economy, which goes straight back to growth. Then we lose not only jobs with all taxes and social contributions. We also have no CO2 emissions reductions[footnoteRef:20].  [18:  Callanta, M. EUROFER:"EU Low Carbon Roadmap 2050 unacceptable". (http://www.eurofer.org/index.php/eng/News-Publications/Press-Releases/EUROFER-EU-Low-Carbon-Roadmap-2050-unacceptable). Eurofer, 25 February 2011.]  [19:  Stahl, ‘European Council: steel industry demands signal against auctioning’.
(http://www.stahl-online.de/english/media_lounge/photos/Steel_Application/media_information/20080312PMEuropeanCouncilSteelindustrydemandssignalagainstauctioning_e.pdf).]  [20:  Stefanie Bolzen, ‘Brüderle legt sich mit Röttgen wegen Klimazielen an’. (http://www.welt.de/wirtschaft/article12727165/Bruederle-legt-sich-mit-Roettgen-wegen-Klimazielen-an.html). Welt, 7 March 2011.
] 


A sensible path to low-carbon growth
Energy intensive industries are vulnerable to increased electricity costs, and a higher carbon price could mean increased costs for those companies who continue to emit large quantities of CO2. What remains a concern for Sandbag is the disparity between what is being said by the industrial sectors and their actual positions, failing to acknowledge that many have so far not been affected by the EU ETS. 





 (
The Top Ten Companies
)


Figure 1
The Top Ten Companies
Our ‘Top Ten’ is based on the companies with the most surplus permits available to sell at the end of 2010. This is over half way through Phase II (2008-2012). It is calculated by adding reported free allocations over the three years, and then subtracting reported emissions over the same period. It takes into account all the companies’ German installations, which may fall within different economic sectors. Adjustments have been made for the transfer of calorific waste gas between steel and power installations for those companies which provided the data.[footnoteRef:21] [21:  See below and Annex 1 for details] 


The ten Carbon Fat Cats have between them 60,2 million tonnes worth of emissions permits. This is almost the equivalent to the annual emissions of Sweden (64 million).[footnoteRef:22] Furthermore, we project that this surplus could grow to 88 million by the end of Phase II. [22: Sweden (64M), Denmark (64M), Latvia (12M). European Environment Agency, European Union Greenhouse Gas Inventory 2010, http://www.eea.europa.eu/publications/european-union-greenhouse-gas-inventory-2010, 2nd January 2010.] 










How much money is made?
The total value of the surplus permits held by our top 10 companies is valued at €782 million[footnoteRef:23]. If the permits are not used for compliance or sold they are banked and remain on the company’s books. Indeed as the carbon price increases, so does the asset value. [23:  Based on a €13 EUA price] 
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)

Most of these permits will have been generated as a result of companies having more permits than they needed due to over allocation of free permits thanks to inflated projections of growth and the subsequent impact of the economic recession. For many companies, little or no actual‚ effort towards emissions reductions will have taken place, yet these companies will be able to literally bank the profits from the sale of their surplus permits or bank the actual permits for future use in the scheme. Indeed, if the carbon price rises – as it would likely do if the ETS cap were tightened – so does the asset value. Figure 2 shows a company breakdown of the surplus value. 
Looking to the end of to Phase II
In order to get an idea of what the position of our Fat Cats might be at the end of this second trading period, we have, using a 2008 baseline, estimated their overall Phase II position. Modelling future emissions trends is notoriously difficult and this is a conservative estimate of the total surplus, given that emissions in 2008 were considerably higher than 2009 and 2010. With this in mind we project that in two years the surplus of the Carbon Fat Cats will have grown to 88 million allowances, with an estimated value of €1.1 billion. 

How is money made on the EU carbon Market?
This comparison of free emissions allowances with the actual emissions reveals the total number of surplus permits available to each company. Not only do these have a market value – as reported above – but there are a number of other ways that companies can profit from them, meaning that our estimates of financial benefits to the ten Carbon Fat Cats are likely to be conservative. 
Companies can:

Sell surplus permits for a windfall profit
ArcelorMittal have already made gains from their favourable position, selling allowances for €172m[footnoteRef:24]. ThyssenKrupp also reported that they sold credits[footnoteRef:25]. [24:  ArcelorMittal. ArcelorMittal reports first quarter 2011 results. (http://www.arcelormittal.com/index.php?lang=en&page=128). 11 May 2011. (Accessed 9 June 2011).]  [25:  ThyssenKrupp, ‘Group Review – Income from emissions trading’. (http://www.thyssenkrupp.com/financial-reports/09_10/en/business_development.html#Income_from_emissions_trading). ] 

Lend permits to traders
If they do not wish to sell their permits they can loan them to banks and brokers who can speculatively trade the allowances with a view to returning a profit.
Pass on the cost of emissions allowances to consumers
While the emissions allowances have been allocated to the companies for free, this has not prevented many of them from passing on the full cost to the consumer. This has been proven to be the case for both the power[footnoteRef:26] as well as the industrial sectors.[footnoteRef:27] [26: Sijm, J., et al. The impact of the EU ETS on electricity prices. (http://www.ecn.nl/docs/library/report/2008/e08007.pdf). Energy Research Centre of the Netherlands, December 2008. ]  [27: de Bruyn, S. et al. Does the energy intensive industry obtain windfall profits through the EU ETS? (http://www.ce.nl/publicatie/does_the_energy_intensive_industry_obtain_windfall_profits_through_the_eu_ets/1038). CE Delft, April 2010.] 

Swap EUAs for CERs / ERUs
Companies are free to use international offsets to meet a percentage of their emissions reduction targets. The price of these offsets are lower than European allowances and many companies are choosing to buy and surrender cheaper offsets and bank their allowances, incurring a saving in the process. 

These factors must be kept in mind when considering the overall impact of emissions trading on the EU economy and in particular when considering the more alarmist statements from some industry players.

Why do some companies have surplus pollution permits?
The size of the allocations for Phase II was set in advance and so most of the overall surplus in the system is due to the combination of inflated projections of growth and the subsequent impact of the economic recession. 

There are a number of reasons for the uneven spread of the surplus across economic sectors, with huge over-allocation for some and huge under-allocation for others. In the current trading period (Phase II) the vast majority of allowances were provided for free and the rules governing this process were set at a Member State level. Member states decided how many permits were provide to installations in their territory in a National Allocation Plan (NAP), which was then subject to approval by the European Commission.  Many countries chose to protect the competitiveness of their industrial sectors by giving them allocations based on generous business-as-usual projections that incorporated estimates of strong future growth. There were a number of instances where Member States submitted extremely inflated NAPs, in particular Italy[footnoteRef:28] and Poland, the latter taking the Commission to court regarding its NAP[footnoteRef:29]. To compensate for this over-allocation of permits to industry, governments under-allocated their power companies, deemed not be exposed to international competition, or ‘carbon leakage’.  [28: Europa, Emissions trading: Commission adopts decision on Italy's national allocation plan for 2008-2012. (http://europa.eu/rapid/pressReleasesAction.do?reference=IP/07/667&format=HTML&aged=0%3Cuage=EN&guiLanguage=en). 15 May 2007.]  [29:  Euractive, EU, Poland move to settle carbon quota row.
( http://www.euractiv.com/en/climate-environment/eu-poland-move-settle-carbon-quota-row-news-461636). 20 April 2010.] 


‘Carbon Leakage’
The threat of ‘carbon leakage’ is the main driver to protect heavy industry with such generous allocations of free allowances. The term is used to refer to the degree to which an industry is exposed to international competition and thus vulnerable to production being relocated outside of Europe – with its associated emissions ‘leaking’ from the ETS.  While framed in terms of carbon, the principle concern is with the loss of jobs and competitiveness through additional costs on business imposed by the ETS.

The extent to which the additional costs from the ETS have impacted industry is fiercely debated and varies widely between sectors. However, the argument that paying some form of price on carbon emissions can be avoided by businesses relocating outside Europe looks increasingly dubious as likely relocation countries such as China and India show strong signs of introducing their own environmental measures to curb emissions.

Leakage to countries sharing borders with EU Member States would also be addressed if Emissions Trading Schemes were adopted in these countries; something which is being actively considered in the Ukraine and Turkey. 

Still getting a free ride in Phase III?
Given the problems created by free allocations, changes agreed for the third phase included a move to greater use of auctioning of permits. This important reform starts in 2013 when the auctioning of allowances will be the rule rather than the exception. The power sector will have to buy all of its allowances, with only ‘limited and temporary options to derogate from this rule’.[footnoteRef:30]  [30:  DG Climate Action, Auctioning. (http://ec.europa.eu/clima/policies/ets/auctioning_en.htm).] 


For industry, an assessment was made to determine which sectors were at risk of carbon leakage.  Those installations in the ‘at risk’ category will continue to receive the vast majority of their allowances for free, but rather than basing allocation on past emissions, each sector has been benchmarked, to assess a best performance level of emissions by product. Benchmarks are based on the average of the 10% most efficient installations in the sector.  Companies will therefore receive free allowances up to the level of best performing companies in that product sector, and have to purchase any remaining allowances required. The Commission estimates that this will see 80% of allowances allocated for free in 2013, gradually decreasing to 30% in 2020 with the view to reaching full auctioning in 2027.

The benchmarks were hotly contested by industry, with fierce lobbying to secure very generous assessments.  Unsurprisingly, the most vocal opposition has come from the iron and steel[footnoteRef:31], and cement[footnoteRef:32] sectors - the companies insulated from the effects of the ETS are those pushing for even more free allocations. The German steel industry described the benchmarks as “technically unachievable”[footnoteRef:33] and EUROFER has announced it is planning legal action against the European Commissions[footnoteRef:34]. [31:  ICIS, Steel industry challenges CO2 benchmarks in court, (http://www.icis.com/heren/articles/2011/04/04/9449781/steel-industry-challenges-co2-benchmarks-in-court.html). 4th April 2011.]  [32:  CEMBUREAU, EU ETS – A Clinker Benchmark but .., (http://www.cembureau.be/newsroom/article/eu-ets-%E2%80%93-clinker-benchmark). ]  [33:  Stahl, ‘Stahlindustrie gegen eine Verschärfung des Klimaziels’. (http://www.stahl-online.de/medien_lounge/medieninformationen/070311StahlindustriegegenVerschaerfungdesKlimaziels.pdf). 7 March 2011.]  [34:  Mia Callanta, ‘EUROFER Initiates legal action against the Commission on benchmarks for steel’. (http://www.eurofer.org/index.php/eng/News-Publications/Press-Releases/EUROFER-Initiates-legal-action-against-the-Commission-on-benchmarks-for-steel). 4 April 2011.] 


More free allocations for industry will further compound the effects of over allocation and the likelihood of companies free-riding their way through Phase III. 


 (
Sector Analysis: Iron & Steel, Cement & Chemical
sdf
)The EU ETS covers ten economic sectors – CITL sector codes[footnoteRef:35] – ranging from power generation to glass making, yet not all sectors are affected equally, with some sectors and companies benefitting more from the scheme. This section of the report looks at the surplus allocations accrued by key sectors in Germany. These sectors, as well as individual companies, lobbied extensively[footnoteRef:36] for lenient treatment under the ETS citing threats to competitiveness and risks of carbon leakage. It should come as little surprise that certain companies find themselves in such a comfortable position at this stage in PII.  [35:  For a full list of those sectors of the economy covered by the EU ETS please see Annex 2]  [36:  Corporate Europe Observatory (CEO), Laughing all the way to the (carbon offset) bank: collusion between DG Enterprise and business lobbyists. (http://www.corporateeurope.org/system/files/files/article/CDM_ban_delay_final.pdf). 12 April 2011.] 


Our sectoral breakdown
This analysis is based on data taken from those installations that have surrendered information for 2008, 2009 and 2010, giving a complete and consistent overview of their position. Our categories of economic sectors are base on NACE and CITL sector codes for Iron and Steel, Cement, Chemical and Power. Figures 3, 4 and 5 show the companies from different sectors, ordered by volume of reported emissions. (largest polluter at the top).

Iron and Steel
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The seven iron and steel sector companies have a surplus of 50.4 million allowances at this stage in PII, worth an estimated €654.6 million.








Cement
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4
)
The top ten emitting cement sector companies have a surplus of 7.6 million allowances at this stage in PII, worth an estimated €98.7 million.

Chemical
 (
Figure 
5
)
The top ten emitting chemical sector companies have a surplus of 2.9 million allowances at this stage in PII, worth an estimated €37.1 million.
In any market there is a need for demand. In the case of the EU carbon market the demand for emissions allowances comes predominantly from the power sector.  (
Sector analysis: Power
)

Looking at company level data we find that it is actually just a handful of major power companies that completely dominate demand in the ETS. This demand is set to increase with the decision to phase out nuclear power, which accounted for 23% of Germany’s energy mix prior to March 2011.

Being short of permits requires these companies to make a corresponding effort to cut their emissions, purchase surplus allowances or use offsets. They can choose whether to invest in abatement or whether to pay for surplus allowances or equivalent offset credits from overseas. Thus these companies are the major drivers towards Germany achieving its obligations under the EU ETS as well as achieving its domestic 40% emissions reduction target. 


Figure 6
Figure 6 shows the position of the top ten power companies, as ranked by volume of emissions (largest polluter at the top). 
The top ten emitting power companies face a collective shortfall so far of 277 million allowances.
RWE, Vattenfall and E.ON alone already face a shortage of 253 million allowances. 
State-owned Stadtwerke München, Trianel and Stadtwerke Köln buck the trend with combined surplus of 4.8million allowances at this stage in PII.

Exception to the rule
While the vast majority of power companies face a shortfall of allowances, amounting to tens of millions for some of the largest, there are three exceptions: Stadtwerke München, Trianel and Stadtwerke Köln who have a surplus of 2m, 1,8m and 1m allowances respectively.
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7
)What it notable about all three companies is that they are all state owned. With significant shortages faced in the rest of the power sector it does seem odd that the three state owned power companies should be in a position so different to their competitors.

One reason for this position could be the surplus of allowances has accrued due to the companies switching from carbon intensive fossil fuels to low carbon alternatives. This is after all the incentive the EU ETS is supposed to create. This reason seems unlikely, as Figures 7, 8 and 9 – plotting the companies’ emissions and allocations since 2005 – shows. It would appear that allocations have been consistently higher than emissions since the onset of PII in 2008. This suggests that, like the industrial sectors, these state owned companies have been purposefully insulated from the effects for the EU ETS.	
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)Note: Trianel was a new entrant in 2008 with a single power station
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The 
Klimagoldesel
 and the Global Carbon Market
)
 (
Figure 
10
)While the EU ETS is a policy instrument of the European Union, its reach goes far beyond the borders of Europe. One of its most direct and tangible links to the international climate negotiations of the UNFCCC is through the use of international carbon offsets. International offsets are those credits generated by Clean Development Mechanism (CDM)[footnoteRef:37] and Joint Implementation (JI)[footnoteRef:38] emissions reduction projects, as established by the Kyoto Protocol. [37:  Credits generated by CDM projects are called ‘certified emissions reductions’ (CERs)]  [38:  Credits generated by JI projects are called ‘emissions reductions units’ (ERUs)] 

The use of offsets was designed to act as a safety valve against a high carbon price and be supplementary to domestic action. Furthermore, it plays an important role in demonstrating the EU’s commitment to international climate change negotiations, prolonging of the Kyoto protocol, and the expansion of carbon markets globally. To date 300 million offsets have been used for compliance by companies across Europe in the EU ETS representing a value of €3.9 billion.

Each Member State allows for a percentage of carbon credits from offsetting projects to be used by companies to meet their required targets. Under the current rules Germany allows installations to use offsets equivalent to a maximum of 22% of their free allocations provided between 2008 and 2012, which the Öko Institute estimates to amount to a total permitted volume of 466million[footnoteRef:39]. So far German companies have surrendered 88m CERs, the largest number of all Member States. Given that Germany as a whole is under-allocated with EUAs, the fact that German installations in aggregate are the largest purchaser of offsets is no surprise[footnoteRef:40].  [39:  Hauke Hermann et al., Free allocation of emission allowances and CDM/JI credits within the EU ETS: Analysis of selected industries and companies in Germany. (http://www.oeko.de/oekodoc/1105/2010-148-en.pdf). Oko-Institut, 14 December 2010.]  [40:  Germany has a shortfall of EUAs (2008-10) of -175 million, with the UK having the next largest shortfall at -83 million.  Spain, holding the largest national surplus at 33 million, was also one of the largest purchasers of CERs, buying 42 million.] 


However, 9 of the 10 Carbon Fat Cats – despite their generous surplus of allowances – use international offsets to meet their compliance obligations: 
The Carbon Fat Cats have surrendered 20.6 million international carbon credits with an estimated value of €247.1 million[footnoteRef:41].  [41:  Based on a €12 CER / €11.90 price (27/06/11)] 

70% of these credits came from India and China while 7.1% came from EU member states. 
The Carbon Fat Cats spent €5.8 million on carbon credits from their direct international rivals in India and China.
2.2% of these credits came from German offsetting projects

[image: ]
Figure 11: Sandbag’s offset map showing origin of CER offsets purchased by installations in Germany.

Credits type and value for money
[image: ]The use of international offsets has come under increasing scrutiny over the past year; in particular the dominance of a handful of project host countries and the dominance of just a few credit types have led many to question the system. 

The majority of offsets used in the EU ETS come from industrial gas CDM projects, notably HFC-23 and N20 adipic projects. The true abatement cost of HFC 23 is deemed to be about €0.17/tonne[footnoteRef:42]; however, through the CDM it commands a price of up to €12 per CER. [42:  Environmental Investigation Agency. Companies urged to reject HFC-23 credit trade. (http://www.eia-international.org/cgi/news/news.cgi?t=template&a=598&source). 16 June 2010.] 
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As well as distorting the geographical distribution of projects, industrial gas credits have no real sustainable development benefits for the host country, a fundamental requirement of all CDM projects. Figure 11 shows that this general trend for heavy dependency on industrial gas credits is equally true for our Fat Cats.

Subsidising international rivals
Offsetting projects are designed to reduce emissions by implementing new low carbon technology in those parts of the world that otherwise would be unable to make the investment themselves. Many of these projects take place in an industrial setting – where there is a high concentration of emissions. Like in Europe, high levels of emissions are found in the industrial sectors of the economy and it is common for CDM and JI projects to be based on emissions savings from increasing the efficiency of heavy industry, such as a steel mill or cement works.

Given the worry about carbon leakage, it would make little sense for European sectors exposed to carbon leakage to use credits from project run by their international rivals: this could be seen as providing a direct subsidy to their competitors, buying credits that help pay for improved production facilities. Table 2, however, shows that this is exactly what three out of our ten Fat Cats are doing, in surrendering credits from their direct international rivals. 

Playing the market in this way is perfectly legal and may be economically rational, yet it calls into question the vociferous concerns of companies about losing business to foreign competitors: they are choosing to pay what amounts to a subsidy. So while the volumes of credits concerned are not necessarily high the political significance of these transactions is. Companies desperately concerned about their competitiveness should take more care to ensure their money is not helping competitors to improve their efficiency and profitability.
Table 2
	Company
	Year
	CERs
	Value (€)
	CDM Project 
	Host county
	CDM id

	Dillinger Hütte
	2010
	43,157
	517,884
	Anshan Corporation Blast Furnace Gas Combined Cycle Power Plant Project
	China
	1608

	Salzgitter
	2009
	40,000
	480,000
	Waste Heat Recovery Based Captive Power Project activity in steel plant
	India
	696

	ThyssenKrupp
	2009
	21,768
	261,216
	Waste gas CDM project in Jinan Iron & Steel Works
	China
	812

	ThyssenKrupp
	2008
	375,000
	4,500,000
	Generation of Electricity through combustion of waste gases from Blast furnace
	India
	325

	Total
	479,925
	5,759,100
	
	
	



Domestic offsetting
 (
Figure 
12
)Not all offsets used originate from developing countries or rival industry, 7.1% have come from the EU, including Germany. Both BASF and Lanxess have Joint Implementation projects generating credits in their chemical plants in Ludwigshafen and Krefeld-Uerdingen respectively. There projects have generated credits which in turn have been sold and surrendered by companies to meet their compliance obligations. So far 457 thousand offsets from German projects have been surrendered domestically, i.e. by German companies, representing a value of some €5m. Again, the numbers are relatively small but it raises interesting questions; what represents value for money in terms of carbon offsets, should Germany prioritise those credits coming from the EU, or Germany? At a time when Europe needs investment it seems legitimate to ask how Germany could further utilise such a mechanism to leverage investment at home. 





To offset or not to offset?
The use of international offsets has a role to play within the EU ETS. However, the continued blind usage of offsets is highly questionable. Companies should take full responsibility for the kind of offsets they use, screening against projects that have no meaningful sustainable development benefits or contribute to exacerbate carbon leakage by subsidising international rivals. Companies choosing to use offsets need to be aware of the origins of their offsets, favouring those from projects with genuine sustainable development benefits for the host country.

There is a further question around the swapping of CERs for EUAs: should those installations with a huge surplus of allocations – such as those owned by our Fat Cats – be permitted to use offsets? The current policy, which determines the quantitative limit on the use of offsets amongst all installations, irrespective of their position in terms of their allocation of allowances, serves to boost demand for offsets when there is little need for them. This serves to increase the amount of investment flowing out of Europe at a time when Europe needs inward investment to help deliver a low carbon economy for the future.
 

 (
Conclusions and Recommendations
)
Germany is at a cross roads in terms of climate policy. For Germany to reach its domestic 40% emissions reduction target, the German economy must switched to cleaner modes of production. This challenge with be exacerbated by the vocal opposition coming from a handful of powerful companies representing Germany’s traditional industrial heartland. 
Yet while these are keen to discuss possible future impacts of climate policy they are less inclined to mention the massive windfall profits they have made from the EU ETS, and how this has helped to insulate them from energy price increases. As this report shows, so far in phase II a surplus of 60.2 million allowances, with a value of €782.2 million, is held by the German carbon Fat Cat companies.
These companies have received their windfalls in part through persistent lobbying of the German government and the EU authorities, based on the argument that they were expecting significant production increases, that they were at risk from the higher costs the ETS would bring and that generous free allocations were needed to prevent ‘carbon leakage’. Sandbag argues not that such concerns could never be without foundation, but rather that these arguments are being deliberately and consistently exaggerated, largely by a small section of entrenched heavy industry incumbents who have the ear of the most senior politicians in both Berlin and Brussels. These companies have in fact profited handsomely from the first few years of the ETS, to the point where the surplus of permits is a threat to the future of the mechanism. Nevertheless companies in the iron and steel, cement and steel sectors are resisting any and all efforts for reform.
Tackling climate change is an urgent priority, and one that Germany is committed to addressing. A transition to a globally competitive, high tech, low carbon economy is in the interest of Germany and Europe. Nevertheless a balance has to be struck between driving decarbonisation and nurturing economic recovery, and a functioning EU ETS can help nurture sustainable economic growth that both incentivises investment and reducing emissions.
To do this we need an honest discussion on how to get to this point and finding a balance is crucial, but in the current heated debate the vigour with which heavy industry has embraced the threat of ‘carbon leakage’ deserves to be treated with great scepticism. This is especially true given the results of our analysis. On the basis of the available data some of the companies shouting loudest are sitting on enormous stockpiles of valuable emissions allowances, received for free and banked to cushion the impact of carbon prices for many years to come.
Cries of ‘carbon leakage’ help little in taking Germany forward and reflect those limited, but powerful voices that wish to protect the status quo for their own benefit. The German government must not allow a handful of powerful companies undermine its long-term economic competitiveness or its position as a global economic leader, as well as leading in its commitment to tackling climate change. 
Germany should pursue a more ambitious EU-wide climate policy as this will help to deliver on its domestic goals and ensure that its European neighbours are also taking action. While influential business figures are starting to come out in favour of more ambitious climate policy, leadership from traditional heavy industry is still needed. 
Therefore, Sandbag would make the following recommendations for dealing with the issues this report has addressed:
Emissions trading should increase in profile in Germany to reflect the importance of the policy.
Germany should strongly support: 
Calls for a 30% emissions reduction target for Europe.
An allowance ‘set aside’ in Phase III to reduce the surplus and prevent a carbon price crash.
An amendment to offset rules to exclude offsets from projects that undermine the competitiveness of European companies. In particular, those firms affected by international competition should take leadership on this.
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Company and waste gas data
)
Company Ownership
All data in this report is based on publically available emissions data, in particular from the community independent transaction log (CITL) and the UNFCCC websites. Sandbag has been working through the data to correct invalid and add missing company information, both at the subsidiary and parent company level. Due to the lack of transparency it was not possible to add full company ownership information to all 4,983 installations, hence, Sandbag adopted the following approach. First, we researched basic subsidiary company information for all installations and were able to record this for all German installations. Secondly, these subsidiary companies were assigned to parent companies. Although only 59% of German installations have complete parent company information, this covers 91% of total emissions (87% of total allocations) in Germany across the phase and provides us with a sufficient data set for the German Klimagoldesel ranking.

Waste Gases
We contacted all relevant German companies that might be involved in waste gas transfers to provide us with accurate number so that we could adjust their surpluses.
ThyssenKrupp recommended a methodology be used to calculate the scale of EUAs they have transferred with waste gases. After identifying their waste gas recipients, they have requested Sandbag (and other observers) assume that the amount of EUA transferred corresponds to the amount the waste gas using installation is short by:
ThyssenKrupp
	Installation surplus/shortfall
	2008
	2009
	2010
	2008-2010

	Integriertes Hüttenwerk Duisburg (producer)
	10,810,776
	13,016,490
	10,926,737
	34,754,003

	Dampfkesselanlage Duisburg Hamborn (recipient)
	-3,707,694
	-2,085,282
	-4,317,265
	-10,110,241

	Heizkraftwerk ThyssenKrupp Stahl AG Duisburg Hamb. (recipient)
	-2,661,063
	- 1,571,796
	-2,291,576
	-6,524,435

	Kokerei Duisburg Schwelgern (recipient)
	-971,570
	-819,567
	-1,098,432
	-2,889,569

	Heizkesselanlage Duisburg Hamborn (recipient)
	-11
	-192
	-629
	-832

	Hubbalkenofen 2 (recipient)*
	-119,317
	-96,537
	-104,360
	-320,214

	Kraftwerk Hamborn (recipient)*
	-3,054,512
	-2,726,156
	-3,206,809
	-8,987,477

	Integriertes Hüttenwerk Duisburg adjusted for waste gas
	296,609
	5,716,960
	-92,334
	5,921,235


Table 3
Source: CITL and ThyssenKrupp email and authors’ calculations
*Indicates installations which are not ThyssenKrupp holdings

Salzgitter referred us to their corporate responsibility report. It states that their installation Glocke Salzgitter produces waste gas that is used by Kraftwerk Hallendorf, which also belongs to Salzgitter.

	Installation surplus/shortfall
	2008
	2009
	2010
	2008-2010

	Glocke Salzgitter (producer)
	5,100,330
	5,830,522
	5,264,551
	16,195,403

	Kraftwerk Hallendorf (recipient)
	-2,964,847
	-2,157,598
	-3,135,793
	-8,258,238

	Glocke Salzgitter adjusted for waste gas
	2,135,483
	3,672,924
	2,128,758
	7,937,165


Table 4
Source: CITL and authors’ calculations

Dillinger Hütte did not respond to our request but have waste gas transfer information on their website (http://www.dillinger.de/dh/unternehmen/innovation/weitere/00024302/index.shtml.en). It states that Dillinger Hütte’s installation Roheisenerzeugung Dillingen produces waste gas that is used by Gichtgaskraftwerk Dillingen/Saar, which also belongs to Dillinger Hütte.

	Installation surplus/shortfall
	2008
	2009
	2010
	2008-2010

	Roheisenerzeugung Dillingen (producer)
	1,742,466
	3,707,315
	3,240,143
	8,689,924

	Gichtgaskraftwerk Dillingen/Saar (recipient)
	0
	0
	-724,560
	-724,560

	Roheisenerzeugung Dillingen adjusted for waste gas
	1,742,466
	3,707,315
	2,515,583
	7,965,364


Table 5
Source: CITL and authors’ calculations

One of ArcelorMittal’s installations is involved in a waste gas transfer that is described on the website of Vulkan Energiewirtschaft Oderbrücke (VEO, http://www.veo.de/index.php). It states that the installation Roheisen- und Stahlerzeugung of ArcelorMittal Eisenhüttenstadt GmbH produces waste gas that is used by VEO’s Dampfkraftwerk VEO.

	Installation surplus/shortfall
	2008
	2009
	2010
	2008-2010

	Roheisen- und Stahlerzeugung (producer)
	2,270,215
	2,775,642
	2,590,119
	7,635,976

	Dampfkraftwerk VEO (recipient)
	-1,919,987
	-1,436,188
	-2,048,228
	-5,404,403

	Roheisen- und Stahlerzeugung adjusted for waste gas
	350,228
	1,339,454
	541,891
	2,231,573


Table 6
Source: CITL and authors’ calculations

After their transfers to external companies are taken into account, Sandbag’s research on companies finds ThyssenKrupp holding a surplus of 19.5 million EUAs and ArcelorMittal holding a surplus of 13.8 million EUAs. Salzgitter’s and Dillinger Hütte’s overall surplus is unaffected because waste gases and EUAs are transferred between installations belonging to the same company.

	Company
	Installations
	2008-2010 surplus
	2008-2010 waste gas transfers
	Adjusted surplus

	ArcelorMittal
	8
	19,175,974
	-5,404,403
	13,771,571

	ThyssenKrupp
	16
	28,813,696

	-9,307,691

	19,506,005


Table 7
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