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This paper seeks to inform Members on what is currently known about a
potential EU-UK ETS Agreement system, what it may mean for Northern Ireland

and its potential interaction with the Windsor Framework.

This information is provided to Members of the Legislative Assembly
(MLAs) in support of their duties, and is not intended to address the

specific circumstances of any particular individual. It should not be relied

upon as professional legal advice, or as a substitute for it.
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Key Points

Under the Windsor Framework Northern Ireland is in the EU ETS as regards the

wholesale electricity market but is in the UK ETS for all other areas.

On 19 May 2025, the UK and EU announced political agreement, the Common
Understanding, which included a framework for agreement on a potential EU-

UK ETS linkage agreement.

The benefit of such an agreement is that it would allow goods originating in the
EU or UK to be mutually exempt from carbon costs associated with the EU and
UK’s respective Carbon Border Adjustment Mechanisms (CBAM), thus
removing barriers to trade for CBAM-regulated industries and businesses in
Northern Ireland, avoiding increased energy costs and enabling Northern

Ireland to reach its Net Zero goals.

It is anticipated that an ETS linkage agreement will apply to Northern Ireland
and run parallel to the Windsor Framework, with UK wide commitments that go

beyond the limited areas and sectors covered by the Windsor Framework.
Elements of an ETS linkage agreement include:

e arequirement to dynamically align with relevant EU laws that underpin
the EU ETS, in all areas covered by the scheme;

e a UK CAP and emissions reduction pathway as ambitious as the EU’s;

e appropriate involvement of the UK in relevant EU law developments at

an early stage;

joint governance of the agreement; and,

e adispute resolution mechanism with an independent arbitration process.

Negotiations on the EU-UK ETS linkage agreement are expected to commence
in Autumn 2025 with implementing legislation brought before the UK Parliament
by 2027. However, the final outcomes of these negotiations are unknown and
UK-EU positions could be subject to change.
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1 Introduction

On 19 May 2025 the UK and EU announced a political agreement, “ A renewed
agenda for European Union-United Kingdom cooperation: Common
Understanding”' which will provide a framework for an agreement in five areas

including:

e Security, defence and development cooperation
e Putting people at the centre of the EU-UK relationship

e Strengthening our economies while protecting our planet

and its resources
¢ Internal security and judicial cooperation; and

e Irregular migration

Of particular note are the proposed frameworks for negotiating a Sanitary and
Phytosanitary (SPS) agreement and an Emission Trading System (ETS) linkage
agreement between the EU and the UK.

This paper seeks to inform Members on what is currently known about a
potential EU-UK ETS linkage agreement, what it may mean for Northern Ireland

and its potential interaction with the Windsor Framework.

2 Whatis an Emissions Trading System?

An Emissions Trading System (ETS) requires polluters to pay for their
greenhouse gas emissions. Prior to the UK’s withdrawal from the EU, the UK
was part of the EU’s ETS linkage scheme as a Member State. Following the
UK’s withdrawal from the EU, the UK introduced its own ETS which was

1 See A renewed agenda for European Union-United Kingdom cooperation: Common Understanding
European Commission Statement, 19 May 2025 and UK Cabinet Office (2025) UK-EU Summit —
Common Understanding
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established through the Greenhouse Gas Emissions Trading Scheme Order
2020.2

Both the EU ETS? and UK ETS* linkage schemes are based on a similar “cap
and trade” approach aimed at reducing emissions of greenhouse gases such as
carbon dioxide, nitrous oxide and perflurocarbons (PFCs). This approach sets a
cap on the total amount of certain greenhouse gases that can be emitted by
sectors covered by the scheme which decreases over time to ensure the that
both the EU and UK meet their respective carbon reduction commitments.
Within this cap, participants receive free emission allowances and/or can buy
emission allowances which they can trade with other participants in the scheme
as needed. The carbon price, which reflects the declining ETS cap, provides an
incentive for companies to reduce emissions. Carbon costs for companies are
balanced by a regulatory Carbon Border Adjustment Mechanism (CBAM)>
which ensures that imported goods are subject to the same carbon costs as
goods produced domestically, thus preventing “carbon leakage” from
companies trying to evade costs by offshoring production to countries with less

stringent climate policies.

3 Basis for an agreement

The Common Understanding® has highlighted that both the UK and EU are of
the view that linking their respective carbon markets “would address many of

the issues raised in respect of trade and a level playing field” which both parties

2 The Greenhouse Gas Emissions Trading Scheme Order 2020

3 European Commission: About the EU ETS. Accessed 16 September 2025. As set out in Directive
2003/87/EC of the European Parliament and of the Council of 13 October 2003 establishing a
system for greenhouse gas emission allowance trading within the Union and amending Council
Directive 96/61/EC

4 Department for Energy Security and Net Zero. Guidance: Participating in the UK ETS (updated 30
July 2025)

5 Dillon A, Burnett N and Jozepa | (2024). Carbon Border Adjustment Mechanism. Research Briefing.
House of Commons Library (House of Commons Library, 5 March 2024).

6 Cabinet Office (2025) UK-EU Summit — Common Understanding
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committed to in the Trade and Cooperation Agreement (TCA).” In addition, the
linking of carbon markets would assist in the global fight against climate change
by reducing greenhouse gas emissions. A commitment to the fight against
climate change was considered by both parties to be an essential aspect of the
TCA agreement (Article 764). The ETS agreement gives effect to the UK-EU
commitment in the TCA to “give serious consideration to linking their respective
carbon pricing systems in a way that preserves the integrity of these systems

and provides for the possibility to increase their effectiveness.” (Article 392(6)).

The benefit of such an agreement is that it would allow goods originating in the
EU or UK to be mutually exempt from carbon costs associated with the EU and
UK'’s respective CBAMB, thus removing barriers and incentivising trade between
the EU and UK, while preventing carbon leakage and ensuring both partners
meet their climate objectives. The ETS linkage aims to reduce costs for
businesses and encourage green investments by stabilising the carbon market
and reducing administrative burdens and trade barriers associated with the EU
and UK CBAM.®

Similar ETS linkages have been undertaken on an international basis' with the
EU-Swiss ETS linkage system'' most likely to be a potential model for the EU-
UK ETS linkage Agreement.

4 Implications for Northern Ireland

Under the Windsor Framework Northern Ireland is in the EU ETS as regards the

wholesale electricity market but is in the UK ETS for all other areas. The EU’s

7 Trade and Cooperation Agreement between the United Kingdom of Great Britain and Northern
Ireland, of the one part, and the European Union and the European Atomic Energy Community, of
the other part (Brussels and London, 30 December 2020)

8 aims to ensure equal treatment of domestic and imported goods by applying a charge to carbon
emitted during the production of imported carbon-intensive goods. This is to avoid what is known as
“carbon leakage”.

9 For example, International Carbon Action Partnership (2025) EU and UK commit to linking emissions
trading systems in landmark cooperation agreement. (ICAP, 22 May 2025)

10 For example, Calfornia-Québec Cap-and-Trade Program Linkage and EU Swiss ETS Linking
System

11 Swiss Federal Office for the Environment (FOEN) Linking the Swiss and EU emissions trading
systems. Accessed 16/09/2025.
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https://ww2.arb.ca.gov/our-work/programs/cap-and-trade-program/program-linkage
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/ets/linking-swiss-eu.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/ets/linking-swiss-eu.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/ets/linking-swiss-eu.html
https://www.bafu.admin.ch/bafu/en/home/topics/climate/info-specialists/reduction-measures/ets/linking-swiss-eu.html
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CBAM is due to be fully financially implemented in 2026. In the absence of an
ETS linkage agreement this may impact on the movement of exports associated
with EU CBAM regulated industries, including electricity exports, from GB to
Northern Ireland and from Northern Ireland to the Republic of Ireland and other
EU countries.’ 3 This would potentially: increase administrative and cost
burdens on business; impact on energy bills; and make it more difficult to reach
shared UK and EU Net Zero decarbonisation ambitions.™ Prior to the UK-EU
Summitt in May 2025 the Centre for Inclusive Trade Policy'® and Energy UK

recommended a UK-EU ETS linkage to mitigate these negative impacts.

The new ETS linkage agreement could, therefore, be beneficial in removing
barriers to trade for CBAM-regulated industries and businesses in Northern

Ireland, avoiding increased energy costs and reaching Net Zero goals.

The Secretary State for Northern Ireland, Hiliary Benn, has
stated “linking the UK and EU emissions trading systems will
avoid a potential £130 million per year on Northern Ireland
energy bills under the Carbon Border Adjustment Mechanism
(CBAM)”.17

The Common Understanding document has highlighted that the EU-UK ETS
linkage agreement will apply to the whole of the UK, noting that “regarding its
territorial scope, this agreement should be appropriately articulated with the

provisions of the Windsor Framework” (para 36). The European Commission’s

12 Zhao X and Zhang D (2023) Where Technical Meets Political: The Complexity of the EU CBAM in
Northern Ireland Centre for Inclusive Trade Policy Working Paper 4 (CITP, 4 September 2023).

3 Energy UK (2025) Energy UK Explains: Borderline confusion — Carbon Border Adjustment
Mechanisms in Northern Ireland (Energy UK, January 2025)

4 Energy UK (2025) Energy UK Explains: Borderline confusion — Carbon Border Adjustment
Mechanisms in Northern Ireland (Energy UK, 29 January 2025)

15 Centre for Inclusive Trade Policy (2023) The Complexity of the EU CBAM in Northern Ireland (CITP,
4 September 2023)

16 Energy UK (2025) Energy UK Explains: Borderline confusion — Carbon Border Adjustment
Mechanisms in Northern Ireland (Energy UK, 29 January 2025)

17 Northern Ireland Office. Secretary of State visits local business to highlight benefits of new UK-EU
relationship: Press Release, 4 September 2025
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https://www.energy-uk.org.uk/wp-content/uploads/2025/01/Energy-UK-Explains-Carbon-Border-Adjustment-Mechanisms-in-Northern-Ireland.pdf
https://www.energy-uk.org.uk/wp-content/uploads/2025/01/Energy-UK-Explains-Carbon-Border-Adjustment-Mechanisms-in-Northern-Ireland.pdf
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https://www.gov.uk/government/news/secretary-of-state-visits-local-business-to-highlight-benefits-of-new-uk-eu-relationship?utm_medium=email&utm_campaign=govuk-notifications-topic&utm_source=f38af323-8c4f-4aa8-a100-32a0ac2e9
https://www.gov.uk/government/news/secretary-of-state-visits-local-business-to-highlight-benefits-of-new-uk-eu-relationship?utm_medium=email&utm_campaign=govuk-notifications-topic&utm_source=f38af323-8c4f-4aa8-a100-32a0ac2e9
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5.1

Recommendations for a Council Decision'® document which seeks
authorisation to open formal ETS negotiations has outlined that an ETS
agreement should “apply to and in the United Kingdom in respect of Northern
Ireland except as regards wholesale electricity markets, where the
arrangements in Article 9 and Annex 4 to the Windsor Framework will continue
to apply.” Therefore, the EU anticipates that an ETS linkage agreement will
apply to Northern Ireland and run parallel to the Windsor Framework. However,
the ETS agreement will contain UK wide commitments that go beyond the

limited areas and sectors covered by the Windsor Framework.

Proposed elements of an ETS linkage agreement

Both the Common Framework and Recommendations document have stated
the agreement should cover all aspects of a functioning ETS link which requires
the UK to dynamically align with relevant EU laws that underpin the EU ETS

scheme'® within the sectors of

e electricity generation;

e industrial heat generation;

e industry;

¢ domestic and international aviation, and:

e domestic and international maritime.

Which sectors could be covered?

The UK ETS already applies to installations such as electricity generators,
industrial heat generators, industry and aviation as set out in the Greenhouse
Gas Emissions Trading Scheme Order 2020, but currently does not apply to
domestic and international maritime. Linking the EU and UK ETS will,

therefore, expand the scope of sectors subject to the ETS on a UK wide basis

8 European Commission: COM(2025)408 Recommendation for a COUNCIL DECISION authorising
the opening of negotiations between the European Union and the United Kingdom of Great Britain

and Northern Ireland on a common sanitary and phytosanitary area between the European Union

and the United Kingdom in respect of Great Britain and to link the United Kingdom and the Union’s

greenhouse emissions trading systems. (European Commission, 16 July 2025)

19 European Commission. EU ETS: EU Emissions Trading System, Accessed 16 September 2025
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to cover domestic and international maritime. However, this expansion is
aligned to pre-existing UK plans to expand its ETS to cover maritime from 1 July
2026.

The Common Understanding anticipates that the agreement should provide for
a procedure to further expand the list of sectors covered by the linking
agreement. However, no further details has been provided regarding whether
this will be undertaken via tertiary legislation or whether a mechanism similar to
that provided for adding “New Acts” to the Windsor Framework will be
considered. This procedure may be significant, in light of the EU’s new
emissions trading system, ETS2, which will become operational in 2027. The
new ETS2 system is separate from the current EU ETS system?° and will
address emissions from buildings, road transport and additional sectors as set
out in the associated EU Directive. This expansion may have future

implications for the UK.

5.2 What are the implications for legislation?

The Recommendations document highlights that the ETS relevant laws which
the UK must dynamically align with are those set out in the EU ETS Directive
(Directive 2003/87/EC) and any derived legislation. The document also includes
provisions of the EU’s financial regulatory and supervisory framework relevant
to trade in ETS allowances and their derivatives. Under Article 9, Annex 4 of the
Windsor Framework, Northern Ireland is currently subject to the ETS Directive
and derived legislation regarding the wholesale electricity market. However, as
discussed earlier, any UK-EU ETS linkage agreement is likely to expand the
application of the EU ETS Directive to areas beyond the wholesale electricity

market.

20 European Commission. ETS2 : buildings, road transport and additional sectors, Accessed 16
September 2025. As set out in Directive 2003/87/EC of the European Parliament and of the Council
of 13 October 2003 establishing a system for greenhouse gas emission allowance trading within the
Union and amending Council Directive 96/61/EC
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5.3

5.4

Implications for the ETS cap and emissions reduction pathway

The Common Understanding states that any UK cap and emissions reductions
pathway should be as ambitious as those of the EU. Currently the UK reduction
pathway is more ambitious than the EU’s with a 68% greenhouse gas (GHG)
reduction target set for 2030 compared to 55% for the EU, with both parties
aiming to achieve net zero by 2050.2' However, the EU’s recommendations
document?? states that this should not constrain either party from pursuing

environmental standards more ambitious than those in the agreement.

In addition, the UK should provide a financial contribution to support the
associated costs of the EU’s work in this area, including the functioning of the
relevant EU agencies, systems and databases that the UK would gain access

to.

Governance and enforcement

The Common Understanding document highlights a joint governance
mechanism to oversee the implementation of an ETS agreement. This could be
similar to the governance mechanisms in place for the Withdrawal Agreement
(Joint Committee) or TCA (Partnership Council). The Joint Committee
established by the ETS linking Agreement between the EU and Switzerland?? is

another example of a similar arrangement.

It also highlights that the agreement should be subject to a dispute resolution
process with an independent arbitration panel should the UK and EU disagree,

with the CJEU as the ultimate authority on all questions of EU law referenced

21 International Carbon Action Partnership. Compare ETS (UK and EU)

22 COM (2025) 408: Recommendation for a COUNCIL DECISION authorising the opening of
negotiations between the European Union and the United Kingdom of Great Britain and Northern

Ireland on a common sanitary and phytosanitary area between the European Union and the United

Kingdom in respect of Great Britain and to link the United Kingdom and the Union’s greenhouse

emissions trading systems, 16 July 2025, p.8

23 Agreement between the European Union and the Swiss Confederation on the linking of their

greenhouse gas emissions trading systems,(1 January 2020), Chapter VI
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within the agreement.?* The Cabinet Office?® has stated that role of the CJEU in
the UK will be limited to assisting the tribunal and “only where there is dynamic
alignment of laws under any future.... ETS linking agreement”. The role of the
CJEU could be similar to that for EU law in the Windsor Framework while the
dispute resolution arbitration process could be similar to that available in other

EU-UK Agreements such as the Withdrawal Agreement and TCA.

The EU considers?® that any ETS linkage agreement should allow for
appropriate measures to be taken in the case of non-compliance in relation to
other obligations within that same agreement and/or elements of other EU-UK
agreements, including cross-retaliation with the areas covered by the TCA.?’
This is similar to countermeasures allowed in the UK-EU Withdrawal
Agreement?® and the TCA.2°

6 Engagement and UK involvement in policy making

The Common Understanding document highlights that the UK “should be
involved at an early stage and contribute appropriately for a country that is not a
member of the European Union to the decision-shaping process of European

Union legal acts in the fields covered by the obligation to dynamically align™°

24 Cabinet Office (2025) UK-EU Summit — Common Understanding

25 House of Commons Written, Questions, Answers and Statements Daily Report (Daily Report, 30
May 2025) page 33, 53067

26 COM (2025) 408: Recommendation for a COUNCIL DECISION authorising the opening of
negotiations between the European Union and the United Kingdom of Great Britain and Northern
Ireland on a common sanitary and phytosanitary area between the European Union and the United
Kingdom in respect of Great Britain and to link the United Kingdom and the Union’s greenhouse
emissions trading systems, 16 July 2025

27 COM (2025) 408: Recommendation for a COUNCIL DECISION authorising the opening of
negotiations between the European Union and the United Kingdom of Great Britain and Northern
Ireland on a common sanitary and phytosanitary area between the European Union and the United
Kingdom in respect of Great Britain and to link the United Kingdom and the Union’s greenhouse
emissions trading systems, 16 July 2025, para 12.

28 See Article 178. Agreement on the withdrawal of the United Kingdom of Great Britain and Northern
Ireland from the European Union and the European Atomic Energy Community

29 See Article 749, Trade and Cooperation Agreement between the United Kingdom of Great Britain
and Northern Ireland, of the one part, and the European Union and the European Atomic Energy
Community, of the other part (Brussels and London, 1 May 2021) and Fella S (2021) The UK-EU
Trade and Cooperation Agreement: governance and dispute settlement. House of Commons Library,
3 August 2021

30 Cabinet Office (2025) UK-EU Summit — Common Understanding, para 44.
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This will be more consultative, however, and does not stretch to participation in
EU decision-making including the work of the Council or its preparatory bodies.
This is a less advantageous approach than that experienced by EEA countries
such as Norway, Iceland and Lichenstein which have a more participatory role

in the development of EU legislation.

Regarding the role of devolved administrations in this early consultative
process, the UK Government has stated “we are committed to ensuring that UK
Departments, the devolved governments, the UK Mission to the EU, and the
Northern Ireland Executive Office continue to work together to determine a

shared UK view on EU policy.”’

7 Next steps

On 16 July 2025, the European Commission published its Recommendation for
a Council Decision3? seeking authorisation to open formal negotiations with the
UK on an ETS Agreement. A European Parliamentary Research Service
briefing paper3 has set out that once negotiations have formally commenced
the UK and EU will conduct technical negotiations, led by the Directorate-
General Climate Action (DG CLIMA) for the European Commission and
Department for Energy Security and Net Zero (DESNZ) for the UK. Once
agreement has been reached, it is anticipated that the EU Council will formally
adopt it, subject to approval by the European Parliament under the consent
procedure, without amendments. No formal timeline has been announced yet

but the Rt Hon Nick Thomas-Symonds MP3* has indicated that negotiations are

31 Correspondence from the Rt Hon Nick Thomas-Symonds MP to the Lord Carlile of Berriew CBE
KC, Chair of the Northern Ireland Scrutiny Committee, 12 June 2025.

32 COM (2025) 408: Recommendation for a COUNCIL DECISION authorising the opening of
negotiations between the European Union and the United Kingdom of Great Britain and Northern
Ireland on a common sanitary and phytosanitary area between the European Union and the United
Kingdom in respect of Great Britain and to link the United Kingdom and the Union’s greenhouse
emissions trading systems, 16 July 2025

33 | opez Henandez J F (2025) Linking the EU and UK emissions trading systems: European
Parliamentary Research Service Briefing paper (EPRS, July 2025)

34 The Rt Hon Nick Thomas-Symonds MP. Paymaster General and Minister for the Cabinet Office
(Minister for the Constitution and European Union Relations). Speech on the UK's Future
Relationship with the European Union, (Cabinet Office, 27 August 2025)
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expected to commence Autumn 2025 with implementing legislation brought
before the UK Parliament by 2027.

8 Conclusion

The Common Understanding represents a reset of UK-EU relations and
common co-operation in relation to areas of shared interest including the global
fight against climate change. The current view is that ETS arrangements on
electricity markets made under Article 9, Annex 4 of the Windsor Framework
are separate from and will continue to run alongside any new ETS Agreement.
What is less clear is how this will work in practice, the implications for existing
channels of engagement with EU legislation, and the role of devolved nations3®
in establishing a shared view on legislation in any UK-EU negotiations. It
should also be noted that formal negotiations have not yet commenced. While
the Common Understanding represents a framework for these negotiations, the
final outcomes of these negotiations are unknown and UK-EU positions could

be subject to change.

35 See Moran S (2025) What could the latest UK-EU agreement mean for Wales? Senedd Research, 5
June 2025
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