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In April 2018, the EU ETS Directive 
(Directive (EU) 2018/410), 
commonly referred to as phase 4, 
and reforms to the EU’s emissions 
trading scheme came into effect. 
The changes represent the 
cornerstone of the EU’s policy to 
combat climate change and to 
reduce greenhouse gas emissions 
in a cost-effective way.

At the same time, the market stability reserve 
(MSR) was introduced, which serves to address 
the current surplus of EU emission allowances 
and to improve the system’s resilience to major 
shocks by controlling the supply of allowances 
being auctioned. 

Though the changes only became active from 
2019, the effects of the proposed regulatory 
changes have been long felt: Between summer 
2017 and autumn 2018, the prices for CO₂ 
emissions certificates soared more than fivefold. 
This has led to considerable financial burdens 
for those companies with higher CO₂ emissions.

Commerzbank is one of the pioneers and 
leading players in emissions trading. As a result, 
customers benefit from our know-how and 
products when implementing individual 
strategies and professional risk management for 
EU emissions trading.

Since phase 4 sets out the future conditions for 
EU emissions trading, we deem it critical that 
affected companies familiarise themselves with 
the new rules. One important aspect, for 
instance, is the (free) allocation of EU emissions 
allowances between 2021 and 2030 – 
particularly as many market observers are 
forecasting that the changes could increase 
prices for EU emissions allowances.

A reduction in the free allocation with 
simultaneously rising prices for EU emissions 
allowances could have a significant influence on 
companies’ expenses. Even if long-term price 
forecasts are difficult, and many forecasts in the 
past proved to be too high, this scenario should be 
included in strategic planning. As Marie Curie 
stated; “Now is the time to understand more, so that 
we may fear less.”

EU Emissions Trading: New rules for phase 4 

Background: In order to achieve the EU’s target reduction in 
emissions of at least 40% by 2030, the industrial sectors covered by 
emissions trading will have to cut their emissions by 43% compared to 
2005 levels. Therefore, the total number of emissions certificates 
which will be allocated and auctioned from 2021 will be reduced by 
2.2% each year. This is equivalent to an additional lowering of 
emissions by 556 million tonnes between 2021 and 2030.
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The new rules at a glance:

Measure Explanation Effect on the market or on market 
participants 

Sharper cuts in 
the annual cap 

Increase in the linear reduction 
factor from 1.74% to 2.2% 

The total number of EU emissions 
allowances allocated for free will 
fall from 2021. This is equivalent to 
an additional lowering of emissions 
by 556 million tonnes between 2021 
and 2030. 

Surpluses will be 
cut quicker 

Doubling of the MSR set-aside 
rate from 12% to 24% 
(2019–2023) 

Auction volumes will fluctuate 
according to the structural surplus. 
A significant reduction in the 
auction volume is expected in the 
first few years. The free allocation 
will not be influenced by the MSR. 

Sustained 
reduction of the 
surplus 

Limitation of MSR quantities to 
the auction quantity of the 
previous year by eliminating 
certificates (from 2023) 

No influence on availability on the 
market because only EU emissions 
allowances that are in the MSR will 
be eliminated. 

Avoiding a 
“waterbed effect” 

Voluntary elimination of 
certificates from the auction 
quantity on decommissions in 
the energy sector due to 
additional national measures 
(e.g. phasing out coal)

Particularly important in view of 
“overlapping” or “conflicting 
policies” 

Source: Commerzbank, BMU



Prices increased significantly during the last 
months after a sharp fall between 2010 and 
2013 (see Chart 1). 

Many companies are expecting a further 
increase in prices in the coming years 
(see Chart 2).

We at Commerzbank can support our corporate 
clients from start to finish in the emissions 
trading process. This includes assisting in 
calculating the possible surpluses or deficits in 
emissions allowances and then presenting 
potential action strategies.

Commerzbank has been active in emissions 
trading for more than 15 years. Our core 
activities include supporting companies and 
central governments with regard to procuring 
emissions rights and certificates, as well as with 
risk management. We then help our customers 
to implement their action strategies.

Chart 1: Historical price development of EU emissions allowances

Source: Bloomberg
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Chart 2: What will the price for coal be in the next 12 months?

Source: Commerzbank Energy & Carbon Seminar, November 2018 

< €10
0%

10%

33%

19%

38%

€10 – 15

€15 – 20

€20 – 25

> €25



Companies receive a free allocation of EU 
emissions allowances in February of each year 
and then – depending on the actual emissions – 
must surrender a number of emissions 
allowances in April of the following year. 

If a company has a surplus, and if the number of 
free EU emissions allowances is higher than the 
actual emissions, it can decide to either retain or 
sell its additional allowances. 

If a company chooses to retain its surplus, this 
can be sold later or used within the scope of the 
obligations set by the EU emissions trading 
scheme. Conversely, in the event of a company 
having a deficit, it must then buy more EU 
emissions allowances. 

Experience shows that companies have very 
individual approaches to the procurement of 
commodities and, indeed, to risk management. 
Some companies adopt a long-term strategy, 
while others think more short term. 

Which path a company takes is often dictated 
by its overall philosophy, its appetite for risk, as 
well as the availability of meaningful hedging 
possibilities.

We can support you with the analysis, discuss 
risks and opportunities with you and can help 
you to develop and implement a risk 
management strategy.

What do the new rules mean for companies?

Free allocation and schematic overview of carbon leakage protection in the fourth phase of EU emissions trading

Carbon leakage risk? 
Quantitative check on the basis of a combination figure of 

trading and emissions intensity (threshold: 0.2 at sector 

level, in exceptions also at product level)  

Qualitative check (threshold: 0.15)

Partly free allocation as per 
updated benchmark

100% free allocation as per 
updated benchmark

Inclusion of the sector in the 
carbon leakage list

Update benchmark
Starting figure 2008 

Comparison figure 2015 

=>Efficiency developmentElectricity supplier? No free allocation

No

Yes

Yes

No

Starting figure 2008 
10% most efficient facilities = 

product benchmark phase 3

Comparison figure 2016 
Efficiency development 2008

- 2016 in the range 0.2%

- 1.6% p.a.

Benchmark adjustment 
Application of the set efficiency 

development from 2009 - 2023 

(or 2028) = product benchmark 

phase 4

2021-25: 30 %

2026-30: scaled decline 30 % - 0 %

Companies that 

work less efficiently 

than their 

benchmark have to 

buy certificates

Companies that work 

just as efficiently as 

their benchmark 

receive a full allocation

Total quantity free 
allocation

Source: BMU schematic overview carbon leakage protection
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Reduce risks and take opportunities: Typical products and strategies of companies

Strategy Feature Target/Background

Spot purchase or sale
The simple possibility to buy or sell EU 
emissions allowances (EUA), EU aviation 
allowances (AEUA) or emissions 
certificates (CER).

•  Companies receive or sell EU emissions 
allowances with immediate delivery and 
pay or receive the purchase price.

•  Purchase with immediate delivery, for 
example, to meet compliance 
obligations at the end of April or a sale 
to realise a profit.

Forward purchase or sale
Purchase or sale of EU emissions allowances 
(EUA), EU aviation allowances (AEUA) or 
emissions certificates (CER) on a set date in 
the future (e.g. December). Purchase/sale 
prices, quantity, point in time of delivery and 
payment are agreed.

•  Customer fixes a price today at which 
they will buy or sell emissions rights in 
the future.

•  Delivery date can be adjusted to suit the 
customer’s needs.

•  The forward purchase can hedge the 
purchaser against rising prices and 
purchase emissions rights for the 
current or future periods.

•  Accordingly, a company can hedge 
against falling prices with forward sales.

Limit order
Purchase or sale of EU emissions allowances 
(EUA), EU aviation allowances (AEUA) or 
emissions certificates (CER) on the spot or 
forward market at a set price.

•  Customer gives Commerzbank an order 
to buy or sell emissions rights at a target 
or desired price on the spot or 
forward market.

•  If the target price is reached, the 
customer receives or sells the 
emissions rights.

•  Particularly in view of the volatility of 
prices for EU emissions rights, this 
strategy is frequently used by 
companies that have flexibility when 
buying or selling.

Purchase at an average price
Purchase or sale of EU emissions allowances 
(EUA), EU aviation allowances (AEUA) or 
emissions certificates (CER) on the spot or 
forward market. The price is equivalent to the 
average price during a set period of time, e.g. 
one month, one quarter or one year.

•  Purchase or sale of EU emissions 
allowances (EUA), EU aviation 
allowances (AEUA) or emissions 
certificates (CER) on the spot or forward 
market at an average price during a set 
period of time.

•  Through the formation of the average, 
the customer avoids buying at historic 
highs or selling at lows. Companies 
frequently use this transaction for 
strategic purchases.

Option
The customer buys or sells the right to buy or 
sell EU emissions allowances (EUA).

•  Hedging against extreme price 
developments by buying options.

•  Selling options offers the possibility to 
generate (option) premiums.

•  A combination of various options (e.g. 
call spreads, collars) is possible.

•  Selling purchase options is an alternative 
to spot sales for companies that have a 
surplus of emissions rights, do not sell at 
the current level but want to generate 
(premium) income (covered call).

•  Accordingly, companies that have a 
deficit can sell sale options (puts). 
Thus, customers have the opportunity 
to reduce the effective purchase price.

Swap
Exchange of EU emissions allowances 
(EUA), EU aviation allowances (AEUA) with 
emissions certificates (CER) on the spot or 
forward market.

•  Companies can exchange a set quantity 
of emissions certificates (CER) with EU 
emissions allowances (EUA) or EU 
aviation allowances (AEUA). In a swap, 
companies exchange EUAs for CERs and 
get a payment, thus generating an inflow 
of funds.

•  Managing a company’s compliance 
position.

Financing
Companies hold EU emissions allowances 
(EUA) or EU aviation allowances (AEUA) in 
their register accounts. Through the 
simultaneous spot sale and forward 
repurchase, companies can receive funds. 
The term can be adjusted to the 
customer’s needs.

•  Through the simultaneous spot sale of 
EU emissions allowances and 
simultaneous forward repurchase, 
companies can receive funds and finance 
themselves.

• Simple documentation.

•  In view of the free allocation, purchases 
or past surpluses, many companies hold 
EU emissions allowances (EUA) or EU 
aviation allowances (AEUA) in their 
register accounts. However, these (or 
parts of these) are only needed at the 
end of April, when companies have to 
surrender EU emissions allowances as 
per the actual emissions.

•  Companies can finance themselves in 
this manner.

Immediate delivery 
and payment

Delivery and payment 
in the future

Desired price

Average during a set 
period of time

Payment of the option 
premium, possible delivery 
and payment in the future.

Spot or forward delivery 
and payment

Simultaneous 
purchase and sale
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Background
Commerzbank can provide updates on the 
latest industry developments, legal 
frameworks and trends in Germany, Europe 
and even across the world. Commerzbank 
will give you the context accompanying any 
developments and help you to understand 
how (and why) they are relevant to 
your company. 

EU Emissions Trading
What do the rules of the fourth phase of EU 
emissions trading mean for your company? 
We will show you the opportunities and 
analyse your risks. 
 
Preparation
As explained in this paper, companies receive 
a free allocation of EU emissions allowances 
in February of each year and then must 
surrender a number of emissions allowances 
in April of the following year depending on 
the actual emissions. Detailed preparation 
and implementation are necessary in order to 
avoid unnecessary costs and to take 
advantage of the opportunities at hand.
 
Analysis
Based on a company’s disclosure around 
future emissions and allocation, we can 
support you in calculating the expected 
surplus or deficit, and then devise concrete 
action options on your behalf. 

By analysing all possible scenarios, we can 
help in quantifying the risks to your 
company, determining the financial costs (or 
benefits), and giving information on how 
you can use emissions allowances to 
optimise working capital according to risk 
profile.

We can support you by considering your risks and assist you in implementing 
a trading strategy.

We provide services in the following areas:

Risk Management
In a way that complements its principles and 
philosophy, a company must first determine 
its risk profile. What makes sense for 
your company?

Companies often choose from the following 
strategies which can be adapted to your needs:
•   Passive strategies: Emissions allowances 

are acquired shortly before the compliance 
reporting date. Sales are made at the end of 
the year or quarter.

•   Tactical/active trading approach:  
Companies use market opportunities and 
have, for example, set price targets at which 
they will buy or sell EU emissions allowances.

•   Hedging/purchasing strategies: Clearly 
defined strategies according to which 
companies acquire or sell EU emissions 
allowances on a daily, weekly or 
monthly basis.

•   Integrated risk management approach: 
Commodity, exchange rate and interest rate 
risks are managed simultaneously.

 CO₂ neutral
Commerzbank has been CO₂ neutral since 2015. 
Our priority is to reduce CO₂ emissions using 
renewable energies and energy efficiency 
measures. We compensate for unavoidable CO₂ 
emissions by buying CO₂ certificates which we 
then discontinue. 

We are here to help: Commerzbank will support 
you with defining and implementing your 
climate strategy while sharing our expertise. We 
can also assist by supplying CO₂ certificates or 
by compensating for your CO₂ emissions.
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Commerzbank is a leading player in EU 
emissions trading
Your partner for procurement and hedging strategies
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Pilot project 
“Hessen Tender”:
First auction of CO2 
certificates in 
Germany, 
comparable with 
Joint 
Implementation (JI).

Even before the market launch we were a 
leading pioneer in ground-breaking 
milestones involved in innovative product 
solutions for the development of 
emissions trading.

We are an expert advisor to the German 
Parliament regarding the 2nd phase of the 
EU-ETS and advisor to the Italian Ministry for 
the Environment regarding the purchase of 
project certificates from Russia and the 
CIS states.

We develop CDM and JI projects and are actively trading 
project certificates in the primary and secondary 
market. Furthermore, we have acted as the strategic 
partner for a development bank in purchasing a broadly 
diversified project certificate portfolio.

We maintain an active dialogue with customers from the 
electricity, energy, aviation, industrial and financial 
services sectors. Our service is tuned according to our 
customers’ needs and includes strategic discussion 
about European and global climate policy (including 
their implications) and advice and support in risk 
management, purchasing and trading solutions in the 
area of CO2. 

First International 
Swaps and 
Derivatives 
Association 
(ISDA) and 
German Master 
Agreement 
(Deutscher 
Rahmenvertrag 
(DRV)) 
documented 
trading 
transaction of EU 
emissions 
allowances. First 
trade of EU 
emissions 
allowances with 
cash settlement.

The Italian 
environmental 
ministry 
mandated the 
Carbon Trade  & 
Finance SICAR 
S.A. (CTF) as a 
consultant with 
regard to the 
Italian Kyoto 
strategy and 
investment 
opportunities in 
Russia and the 
CIS states.

First transaction 
with EU Aviation
Allowances.1

Commerzbank 
becomes CO2 
neutral and joins 
the Carbon 
Pricing 
Leadership 
Coalition of the 
World Bank.

Joint book runner of 
the EIB Climate 
Awareness Bond as 
first “Green Bond”.

Establishment of 
Carbon Trade & 
Finance as a joint 
venture (JV) with 
Gazprombank in 
order to develop 
and invest in Jl 
projects in Russia 
and the CIS states. 
The focus was 
primarily on energy 
e�ciency projects. 
The JV was ended 
in 2013.

2004 2008 2011 20152001 2007

1  https://ec.europa.eu/clima/sites/clima/files/ets/revision/docs/ets_revision_slides_en.pdf

https://ec.europa.eu/clima/sites/clima/files/ets/revision/docs/ets_revision_slides_en.pdf


Ingo Ramming
Head of Corporate & 
Investor Solutions
Tel. +49 69 136 86304
Email: ingo.ramming@
commerzbank.com

Commerzbank AG
Mainzer Landstr. 153
DLZ – Gebäude 2
Händlerhaus
60327 Frankfurt am Main
Germany
Tel. +49 69 136 21200

London Branch
30 Gresham Street
London EC2V 7PG
United Kingdom
Tel. +44 20 7623 8000 Please read Commerzbank's full important notice / disclaimer here GPP 47480

mailto:ingo.ramming@commerzbank.com
mailto:ingo.ramming@commerzbank.com
https://www.corporates.commerzbank.com/portal/en/cb/de/footer/recht/home.html

