Page 1 of 3

i

A —
conarna

TECHNICAL CIRCULAR No. 760 of 4" January 2023

To All Surveyors/Auditors. All flags
Title European Emissions Trading System
Reference Directive 2003/87/EC

European Emissions Trading System (EU ETS)

BACKGROUND

As part of the European Commission the “Fit for 55” package aiming to reduce EU wide net GHG
emissions, the European Parliament and Council have come to an agreement on 18 December
2022 on the revision of the EU Emissions Trading System (ETS), Directive 2003/87/EC, introducing
the extension to maritime transport by 1 January 2024.

MAIN PRINCIPLES

ETS is a ‘cap-and-trade’ system for cutting down GHG emissions. It has two principles, setting a
ceiling on the yearly maximum amount of GHG emissions and the trading of EU emission
allowances (EUAs). To that end, covered installations must surrender at the end of each period an
EUA for each ton of carbon-dioxide equivalent (CO2e) they emitted for that period.

INCLUSION OF MARITIME INDUSTRY

Beginning from 2025, shipping companies will have to surrender EUAs based on their verified
emissions as quantified as per Regulation (EU) 2015/757 (Monitoring, Reporting and Verification
of CO2 emissions from maritime transport, MRV). To ensure a smooth transition, shipping
companies will be given a three-year phase in period where they will surrender allowances for a
portion of their emissions, based on the following schedule:

a) 40% of verified emissions in 2024

b) 70% of verified emissions in 2025

¢) 100% of verified emissions in 2026.

The regulated entity shall surrender sufficient allowances by 30 April of each year to cover its
emissions during the preceding year. In case these allowances are not adequate, the regulated
entity shall be held liable for the payment of an excess emissions penalty while Member States
shall publish the names of shipping companies that fail to submit sufficient allowances.

From 2025, the Union—wide allowances shall be increased to cover for the inclusion of maritime
transport, corresponding to the maritime transport emissions reported via MRV. From 1 January
2026 and 1 January 2027 respectively, the total quantity of allowances shall again be increased
due to the inclusion of CH4 and N20 emissions, and the emissions from offshore ships of 5000 GT
and above.

To push the industry towards greener and more efficient technologies, the Union—wide allowances
for each year will be reduced by a linear factor equal to 4.3% from 2024 to 2027 and 4.4% from
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2028 to 2030.
KEY NOTES

Applicable Vessel Types: Ships covered by Regulation (EU) 2015/757, above 5000 GT
Maintenance aspect: All Ships performing voyages in EU ports as of 1 January 2024

References: Directive 2003/87/EC Regulation (EU) 2015/757

VESSELS & GREENHOUSE GASES COVERED EU ETS will initially cover the CO2 emissions
generated from ships of 5,000 GT and above, which call at EU ports. More specifically, shipping
companies will have to surrender allowances for:

- 50% of emissions from ships performing voyages departing from an EU port to a non-EU port

- 50% of emissions from ships performing voyages departing from a non-EU port to an EU port

- 100% of emissions from ships performing voyages from an EU port of call to another EU port of
call

- 100% of emissions from ships at berth in an EU port.

From 1 January 2026, EU ETS will be extended to also cover methane (CH4) and nitrous oxide
(N20) emissions. From 1 January 2027, the regulation will also be applicable to offshore vessels
of over 5000 GT.

The inclusion of ships, including offshore ships, below 5000 GT but not below 400 GT will be
subject to a review by the Commission by not later than 31 December 2026.

The European Union will further implement anti-evasion measures, which will include certain stops
at non—Union ports which are in a vicinity of less than 300 nautical miles from the Union’s territory.
DEROGATIONS

Until 31 December 2030, the Directive will allow for exemptions for certain types of vessels, and
certain trades within the EU as follows:

* Shipping companies may surrender 5% fewer EUAs than their verified emissions for certain ice
class ships.

» Shipping companies may be eligible for exclusions from the obligation to surrender EUAs related
to Small Islands, Transnational public service connection between Member States and Outermost
regions.

AMENDMENTS TO REGULATION (EU) 2015/757

The inclusion of shipping industry into Regulation (EU) 2003/87/EC requires specific amendments
to the EU MRV Regulation (EU) 2015/757. Furthermore, from 1 January 2024 onwards the
greenhouse gases covered by the EU MRV Regulation will be amended to also include methane
(CH4) and nitrous oxide (N20) while from 1 January 2025, the EU MRV Regulation shall also
apply to general cargo ships and offshore vessels of 400 GT and above calling at EU ports.
REVENUES

The main objective of the EU ETS is to drive the decarbonization of EU. To that end, a certain
amount of the revenue from the EUAs auctions will be allocated to the maritime sector with the
objective to support innovation in low-carbon technologies and contribute to zero pollution
objectives, such as the improvement of energy efficiency of ships, ports, sustainable alternative
fuels, innovations to ice—classed vessels.

NEXT STEPS

The political agreement is preliminary pending the adoption of the legislation by the European
Parliament and Council, its subsequent publishing in the EU’s Official Journal and entry into force.
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REFERENCES:
- EU Emissions Trading System (ETS), Directive 2003/87/EC, introducing the extension to
maritime transport by 1 January 2024.

ATTACHMENTS: No

Kindest Regards,
CONARINA Technical Office
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