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Summary of the audit results

The aim of the audit performed by the State Audit Office was to establish
whether the pollution charges imposed by the state have been able to
influence companies to invest in the reduction of ambient air pollution
and waste generation.

The Estonian economy is a burden on the environment: it uses a lot of
natural resources, generates considerable emissions to water and air and
large quantities of wastes. The ecological footprint of Estonia is 3.8 times
larger than would be considered environment-friendly, energy-
intensiveness per GDP one of the highest in Europe and the level of
pollution (particularly in industry) also high. According to the research on
the ambient air in Tallinn, published in autumn 2007, fine particulate
matter in the air of the capital city causes health problems to the
population, incl. according to the estimates 296 early deaths and 275
hospitalisations every year. According to the research, an inhabitant of
Tallinn lives 7.7 months less due to ambient air pollution, and the
financial damage caused by ambient air pollution reaches ca 360 million
kroons every year.

Efforts have been made for already 18 years to regulate the environmental
burden also with environmental charges, incl. pollution charges, as well
as with the orders and prohibitions provided in the legislation. Pollution
charges are, in essence, an economic instrument which proceeds from the
polluter pays principle. Their aim is to give an entrepreneur the choice of
whether to invest in the reduction of pollution and pay less pollution
charge in the future or to continue production and also polluting and pay
compensation to the state for the environmental pollution caused.
Pollution charges are paid by companies which generate emissions to the
air or water and dispose of wastes. In 2002—2007 the state has received
pollution charges in the amount of approximately 2.2 billion kroons and
has reallocated them to environmental protection on the basis of projects
through the Environmental Investment Centre.

The National Audit Office found as a result of the audit that pollution
charges induce companies to reduce environmental pollution if the aim of
reduction of the pollution is also supported by the legislation and higher
or increased rates of charges; no effect was observed in other cases. The
system of pollution charges would be considerably more effective in
encouraging implementation of environmental protection measures if the
actual environmental damage (external costs), incl. hazards from different
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pollutants caused by production activities and opportunities for
application of the best available techniques were taken into account in
establishing the rates of charges.

In addition, the pollution charges would be more effective if the quality
of environmental permits were improved and higher rates of pollution
charges were applied in the cases provided in the law and supervision
would be improved over pollution.

The most important observations of the National Audit Office concerning
the shortcomings of the system of pollution charges are as follows:

= Pollution charges have not always been imposed according to the
polluter pays principle. As similar charge rates have been imposed
on pollutants with different degrees of hazardousness, lower rates
have been applied to pollutants generated in larger quantities and no
charges have been applied to some pollutants, the pollution charges
of the state do not contribute to the internalisation of external
production costs related to the environment and to their inclusion in
the price of the products. Keeping certain rates low was expected to
induce companies to make environmental investments with the funds
retained but the state did not prescribe the extent of the investments
expected. As a result of the above-mentioned problems, large
industrial enterprises have been supported at the expense of the
environment.

= Companies have invested in environmental protection above all if
not only the pollution charges but also the legislation have began
to require the introduction of new technology.The effect of
pollution charges has also been noticeable in the few cases when the
usual rate is redoubled and if the rate coefficient is related to the
introduction of the best available techniques (e.g. for waste disposal).
In all other cases environmental investments have not kept pace with
increases in pollution charges. Air pollution and waste disposal has
not decreased with regards to several pollutants even after moderate
increases in pollution charges. Increasingly stringent EU standards
may cause compliance problems in the future to several Estonian
industries which have high pollution levels.

= Companies which have ignored restrictions to pollution of the
environment have mostly eluded the payment of pollution
charges.lt is because companies operating without an ambient air
pollution permit or a waste permit have not been required to pay a
pollution charge at an up to a thousand times higher rate than
provided in the law. Many companies operating without a permit
remain undiscovered or the Environmental Inspectorate fails to
collect the pollution charge from the offenders discovered because
there is not enough communication between county environmental
departments and the Environmental Inspectorate, the responsibilities
arising from the law are unclear or it has not been possible to identify
the pollutants released. Quite often a company is just admonished to
apply for the permit instead of collecting a high pollution charge.

= Environmental permits do not force companies to reduce

pollution. An ambient air pollution permit allows companies to
double or even redouble their emissions of pollutants compared with
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their actual levels. Thus the state seems to allow many companies to
increase their pollutant quantities. Besides, following of the
recommendations to apply the best available technique is required
from only a few polluters. Even companies to whom reduction of
pollution with best available technique is mandatory are not always
required to do so as the conditions set in integrated environmental
permits were not always correct with respect to best available
technique.

= County environmental departments of the Ministry of the
Environment do not have sufficient cottrol over the correctness
of pollution reports or actual emissionsAlthough the
Environmental Charges Act requires inspection of pollutant quantities
before issuing an invoice for the pollution charge, the county
environmental departments mostly do not require presentation of
documents from companies to prove the quantities of raw materials
and just review the report signed by the head of the company. In the
case of larger companies also measurement tests are performed,
however. Also the Environmental Inspectorate is unable to verify
sufficiently the conformity of pollution reports with actual emissions.
In such a situation, due to insufficient control, pollution which is
higher than allowed is discovered only if the company itself declares
it in the pollution report.

= Replacement of pollution charges and projecbased financing by
the Environmental Investment Centre have not induced polluters
to implement more environmentfriendly technologies.This is
particularly because only a few companies have received support and
support amounts do not motivate much in comparison with the
environmental investments required, particularly in the area of
ambient air. Also the substitution measure has been used by only a
few companies in the field of wastes and ambient air pollution, and
their aim has always been to bring their activities into conformity
with requirements, not to outperform. Therefore substitution of
pollution charges has had a relatively insignificant effect on the
reduction of the total pollution quantities and has motivated only
those companies whose pollution quantities are high or exceed the
permitted levels. Also the financing by the Environmental Investment
Centre has not contributed much to the decrease in ambient air
pollution caused by production processes as the pollution charges
collected have not been sufficiently used for the development of
environment-friendly technologies or use of raw materials.

= Although most contracts on the substitution of the pollution
charge have led to the planned decrease in pollution, the
procedure and control over the fulfilment of the substitution
contracts should be improved Applications for substitution
contracts are not always evaluated or documented sufficiently
thoroughly and the supervision over the implementation of the
projects is also a problem. Superficial evaluation leads to the risk of
signing substitution contracts for the implementation of unfeasible
projects, delays in the implementation of the projects or allocating
state support to polluters who are able to make investments by
themselves. If documents on expenditures are not thoroughly audited,
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one cannot be certain that the substitution of pollution charges has not
been used for supporting just daily operations of the company.

Minister of the Environment agreed on the conclusions and most
suggestions of the National Audit Office. Several suggestions will be
taken into account in the development of the conception of environmental
charges and the Draft Environmental Charges Act Amendment Act. The
minister points out, however, that development of environmental charges
that would be optimal for the environment would require expensive in-
depth studies for several years and that pollution charges cannot currently
be raised to the level which would include all external costs related to
pollution.

The problem of integrated environmental permits is already being worked
on. According to the evaluations of the National Audit Office it is
important also to improve the quality of integrated environmental permits
as well as to accelerate the process of issuing them.

It is expected to solve several problems related to the work of county
environmental departments and the exchange of information between
county environmental departments and the offices of the Environmental
Inspectorate with the reform of the administrative sphere of the Ministry
of the Environment and with the improvement of the information system
on environmental permits and the environmental register.

Making the system of substitution of pollution charges more flexible is
not considered to be necessary as according to the evaluation of the
Minister of the Environment it is not possible to set the objective of
substituting the pollution charges of as many companies as possible. For
the time being, no additional activities by the state have been planned for
the facilitation of the support of companies from the Environmental
Programme of the Environmental Investment Centre but discussions
going on at the European Commission on the conditions of providing
state aid to eco-innovative technological solutions according to facilitated
procedures will be monitored.

According to the evaluation of the Environmental Inspectorate,
implementation of the suggestions made by the National Audit Office
would help to considerably improve the current situation, apply better the
polluter pays principle and motivate companies more to invest in
environment-friendly technologies. The Inspectorate also made a
suggestion for raising the efficiency of verification of the calculations of
pollution charges.
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Did you know that

Energy sector is the largest user of natural
resources and polluter in Estonia. In 2003,
abstraction of water by the power
engineering sector accounted for 93% of the
total abstraction of water in Estonia, 92% of
emissions to ambient air and 73% of the
total quantity of wastes.

Basic principles for the ecological tax reform, Ministry of
Finance, 2005

Effect of pollution charges on the reduction of environmental pollution

Overview of the field

Ambient air pollution and waste generation in Estonia

1. The Estonian economy is a burden on the environment: it uses a lot
of natural resources, generates high emissions to water and air and
considerable quantities of wastes. And all this even after a considerable
decrease in pollution in 19901995 as a result of changes in the
economic environment, closing of production enterprises and reduction
of production (see Figure 1). Also establishment of stricter environmental
standards and introduction of more environment-friendly technologies in
the recent years have had an important effect on pollution levels.

2. The National Audit Office analysed the effect of pollution charges on
the improvement of the quality of ambient air and on the reduction of
waste generation. The audit did not cover the water pollution charge, also
ambient air pollution caused by transportation was not analysed as no
pollution charge has been imposed on it.

3. Decrease in ambient air pollution from stationary pollution sources
since the beginning of 1990 has mainly been caused by changes in the oil
shale power engineering industry.

Figure 1. Emissions to ambient air
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4. In total, approximately 20 million tons of wastes were generated in
Estonia in 2006. 73% of these are wastes of oil shale mining, electrical
energy and oil shale production. Estoniaisoneofth e wor | d’ s
waste generators per inhabitant, generating annually ca 15.6 tons of

waste per inhabitant. The annual average quantity of household waste per
inhabitant was 361 kg according to which we are among average waste
generators in Europe.

The objectives and effective rates of the pollution charge

5. The pollution charge is in essence an economic instrument of
environmental protection (similar to natural resource charges, taxes,
excise taxes, subsidies, etc) to influence actors in the open economy to
take into account their burden on the environment. The pollution charge
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and the natural resource charge together constitute a system of
environmental charges which is regulated by the Environmental Charges
Act. Pollution charge is paid for the introduction of pollutants to ambient
air, ground water, bodies of water or soil from stationary pollution
sources and for waste disposal.

6. According to the explanatory memorandum of the Environmental
Charges Act, the environmental charges have the following objectives:

= to encourage sustainable use of natural resources;

= to raise the efficiency of using more environment-friendly raw
materials and fuels;

= to support the implementation of the administrative legislation of
the state in the field of environmental protection and to increase
their effectiveness;

= to contribute to the internalisation of external production costs
related to the environment and to their inclusion in the price of
products;

= to induce users of natural resources and polluters of the
environment to implement environmental protection measures;

= to gather funds for the financing of state measures for sustainable
use of natural resources, environmental protection and
preservation of natural diversity.

1. Thus the pollution charge has a dual objective. On the one hand,
rates of pollution charges have to be sufficiently high to motivate
entrepreneurs to invest in production activities which have a lower
burden on the environment, to be able to pay less pollution charge as a
result. On the other hand, amounts gathered from pollution charges
should be reallocated to environmental protection to help to avoid and
reduce pollution of the environment.

8. According to the explanatory memorandum of the Environmental
Charges Act, the current rates of pollution charges have developed as a
result of negotiations with different stakeholders. According to the
evaluation of the Ministry of the Environment, the power relations
between political and economic stakeholders and the persons who
prepared the economic instruments have been the determining factors
with respect to certain pollutants.

9. Coming into effect of the Environmental Charges Act redoubled the
rates of pollution charges in all areas except oil shale wastes (see Figures
2 and 3). An important motivation for raising the charges was the need to
fulfil the requirements arising from EU legislation, e.g. disposal of
household waste according to the requirements, limiting the spread of
volatile organic compounds, etc. The existing rates of pollution charges
have been established until 2009. The Ministry of the Environment will
have to present to the government by the end of 2008 its positions
concerning the further increase of the rates until 2015.
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Figure 2. Rates of ambient air pollution charges in 1993§2009 (version of 2006)
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10. Pollution charges for wastes generated in oil shale mining,
processing and incineration have not increased at the same pace with
other charges since 2004 (see Figure 3). The aim of the favourable
treatment was to leave funds at the disposal of companies for taking
environmental measures but the Ministry of the Environment had to
admit a few years later that no such measures followed.

Figure 3. Rates of pollution charges for wastes in 20022009
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11. If the quantity of pollutants or wastes exceeds the limits allowed in the

pollution permit or pollution is performed without any permit, the pollution

charge rate is multiplied by different coefficients (see Table 1).The rate of

pollution charge is also 1.2—2.5 times higher for the emissions of pollutants to

ambient air from stationary sources located in certain municipalities (e.g.

Tallinn, Tartu, Haapsalu, Kohtla-J ar v e, hi gh owscesandhe pol | u
Narva River). The rate of pollution charge for waste is raised also if wastes are

disposed to a substandard landfill — for non-hazardous wastes doubling the rate

at present and multiplying by 3 from 2009, for oil shale fly ash and bottom ash
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by 5, in the case of semi-coke the current coefficient is 5 and from 2009 it will

be 8, and for the rates of hazardous wastes 15.

Table 1. Increased rates for pollution charges
Pollutant

Pollution exceeds the
limit (coefficient of
the pollution charge)

Pollution without a
permit (coefficient of
the pollution charge)

Substitution of the pollution charge § a
voluntary contract according to which the
state allows a company to make investments
for the reduction of pollutants, waste
treatment or their appropriate disposal in
landfills or construction of a landfill of
hazardous wastes instead of paying the
pollution charge.

10

CO, particulate matter 5 10
SQ@, NOx, VOC, mercaptans 10 20
Heavy metals 100 200
Nonhazardous wastes, oil sh 5 10
wastes (sernoke, ash, mine

waste)

Hazardous wastes 100i 500 200i 1000

Source: Environmental Charges Act

Reception of environmental charges and use of the funds

12. More than five billion kroons of environmental charges have been
received in the course of 17 years (see Figure 4). Approximately 4 billion
kroons of it have been paid to the state budget and 1.2 billion kroons to
local budgets.

Figure 4. Reception of environmental charges to the state budget in 19942007 and
forecasts until 2010
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13. The state has two possibilities for using the funds from pollution
charges for the support of environmental protection measures:

= substitution of the pollution charge,
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Did you know that

the largest substitutions of pollution charges
have taken place for the reduction of ambient
air pollution by Narva Power Stations, for the
reduction of waste disposal and reduction of
pollutants in waste water by AS Silmet, and
construction of treatment facilities for the
Tartu and Tallinn water works.

Effect of pollution charges on the reduction of environmental pollution

=  project-based support of environmental protection measures
through Environmental Investment Centre (hereinafter EIC).

14. The state has signed ca 50 contracts on the substitution of pollution
charges in the field of ambient air, wastes and water, i.e. with 17
companies since 2002. In total 9 contracts with companies are effective at
present for the substitution of the pollution charge to the extent of no
more than 35 million kroons. The final amount of the pollution charge
will depend on the actual emission of pollutants by the company.

15. The largest amounts allocated through the EIC from the
environmental charges received to the state budget have been intended
for the waste water treatment projects and landfill construction of local
governments (see Figure 5). Such proportions are largely caused by the
need to fulfil the requirements of the EU legislation.

Figure 5. Use of funds received from environmental charges 199352007
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The sensitivity to pollution of the emission
site, the hazardousness of the pollutant
and the use of the best possible
technology shall be taken into account
upon establishment of the charge rates.

§ 3(6) of the Environmental Charges Act

Hazardousness of pollutants
and the rates of pollution
charges are not in conformity
with each other

12

Relation of the rates of pollution charges with the objectives of pollution
reduction

Rates of pollution charges do not sufficiently take into account the
hazardousness of pollutants

16. If the state wishes to encourage environment polluters to apply
environmental protection measures, the rates of pollution charges should
proceed from the hazardousness of pollutants. For that purpose,
companies should be induced to reduce above all the emissions of
pollutants that are most harmful for health or for the environment. The
highest rates of pollution charges should be imposed on harmful
pollutants that could be made less hazardous or reduced in quantity
through investments in the production process or treatment facilities; also
which should be reduced as a national priority. An appropriate rate of
pollution charge should be based on analyses and expert assessments
which relate the charge rates to the risks and damage arising from the
hazardousness of pollutants.

17. All air pollutants which have been regarded as having high priority in
the Environmental Strategy until 2030" have been subjected to the
pollution charge. Entrepreneurs are taxed for emissions of the same
pollutants to the air according to a similar system of pollution charges
also e.g. in the Czech Republic, Lithuania, Latvia and Slovakia. While
our charge rates are mostly higher in comparison with Latvia, the
pollution charge for SO,, for instance, is as low as just a third of the
charge in all the above-mentioned countries. Also waste disposal charges
are lower in Estonia than e.g. in the Czech Republic and in Hungary and
even as low as a tenth of those in e.g. in Belgium, the Netherlands and
Austria.

18. The problem of Estonia in the area of wastes consists in the large
guantities of hazardous wastes generated in oil shale industry. For
instance the residue in oil shale production —semi-coke —is toxic in
water environment, and disposed semi-coke is inflammable due to its
high organic matter content. The rate of charge for semi-coke is ca one-
tenth of the rate for non-hazardous wastes. The hazardousness of another
hazardous pollutant generated in large quantities — oil shale ash —results
from flushing it to ash fields with water: ash becomes very corrosive
after contact with water. Besides, Estonia has taken a commitment in the
EU Accession Treaty to gradually reduce and to stop by 2009 the
disposal of oil shale ash in liquid form, but the pollution charge for oil
shale ash (considering the increased rates) is still only a half of the
charge for non-hazardous wastes.

19. According to the evaluation of the National Audit Office, rates of
pollution charges do not proceed from the hazardousness in the case of
all substances. According to the ambient air specialists of the Ministry of
the Environment, rates of pollution charges were developed on the basis
of the legislative act which defined hazardousness classes and was in
effect before regaining of independence by Estonia, and on the basis of

1 C0,, CH,, N,0O, SO,, NOX, volatile organic compounds, particulate matter,
heavy metals.
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Permitted pollution limit value (PLV) §
quantity of the pollutant in the unit of volume
of ambient air which does not yet have a
harmful effect on human health or on the
environment in the course of the specified
time period.

As the effect of pollutants may be manifested
in the course of different periods, the average
of 1 hour (PLV1), average of 8 hours (PLV8),
average of 24 hours (PLV24) and annual
average limit values are used.

Effect of pollution charges on the reduction of environmental pollution

emission quantities from pollution sources located in Estonia®. According
to the results of the analysis performed by the National Audit Office,
rates of charges are not in proportion with the limits established to
ambient air pollutant levels® which characterise the threshold of
hazardousness of the pollutant to human health (see the examples in
Table 2).

Table 2. Permitted pollutant limit values for ambient air (the lower is the PLV, the more
hazardous is the pollutant) and their relation to rates of pollution charges

Pollutant PLV1 PLV24
(average (average
per hour) per 24 h)

[ug/m’] [ug/m’]

PLVa
(annual
average)

[ug/m’]

Rate of pollution
charge [2006,

kroons per ton]

Mercaptans (VOC) 320 443 0.2 0.2

Arsenic (heavy metal) 10 010 ) i 0.006
Zinc (heavy metal) 10 010 200 50

NO, 629 200 T 30
HNOs 629 400 150

Benzene (VOC) 629 ) 5
Ethanol (VOC) 629 5000 5000 i
SO, 275 350 125 20
Hydrogen sulphide (H,S) 275 8 8 )
Total particulate matter 275 500 150 i
Fine particulate matter

(with the diameter below 275 T 50 40
10 &m)

co a o

Did you know that

fine particulate matter (PM10)
(particles with the aerodynamic

di ametre bel«
air pollution with most important
health effects which may lead to the
occurrence of cardiac diseases,
pulmonary diseases, lung cancer,
asthmatic episodes. Most
anthropogenic dust pollution belongs
to this fraction (e.g. fly ash, soot
from combustion processes).

Source: National Audit Office

20. Substances with different limit values (i.e. hazardousness) have been
classified under similar rates of charges according to the Environmental
Charges Act. The same high rate of charge imposed on heavy metals
should be paid both for arsenic (8.4 tons generated in 2006) and for zinc
(generated 40 tons in 2006) emissions. The limit values demonstrate,
however, that arsenic is a considerably more hazardous pollutant than
zinc. The group of volatile organic compounds (hereinafter: VOC)
includes more than 70 pollutants with different characteristics and
hazardousness which have all (except mercaptans) the same rate of
charge. Emissions to ambient air of certain pollutants which belong to the
VOC group generate the toxic pollutant ozone as a result of chemical

? Database of pollution sources and pollutant emissions of the Estonian
Environment Information Centre (EEIC).

® Regulation No. 115 of 07.09.2004 of the Minister of the Environment

- Ambi ent Ai r V&ues| TargetValwesand Pallution Tolerance
Limits, Alert Thresholds of Pollutant Concentrations and More Remote Goals
and the Level of Communication of
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Effect of pollution charges on the reduction of environmental pollution

The system of pollution
charges has no measurable
goals for the reduction of
pollutants

Figure 6. Disposal of semi-coke
(tons annually)
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information on the calculation of pollution charges
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reactions; also certain carcinogenic substances belong to this group. For
instance, carcinogenic and genotoxic benzene and the alcohol used for
human consumption — ethanol — have the same rates for charges. Also
fine particulate matter, a component of air pollution which is very
hazardous for human health has the same rate as other particulate matter.

21. Hazardousness has not been fully taken into account in establishing
rates for charges because no analysis has been performed concerning
substances (if any) which create problems most of all in Estonia due to
their quantities. The issue of hazardousness of different pollutants was
not raised at the discussions with entrepreneurs on environmental charges
organised by the Ministry of the Environment in 2000-2001 or 5 years
later in the development of the Environmental Charges Act in Riigikogu
and no positions were expressed in that respect. Instead, the rates of
charges were established on the basis of the positions of the Ministry of
Economic Affairs and Communications concerning the maintenance of
the competitiveness of companies and keeping the price of electricity
low, therefore taking into account the hazardousness of oil shale waste
remained in the background.

22. As additional arguments for the low differentiation of pollution
charge rates, the Ministry of the Environment has pointed out the
possible increase in administrative burden which would exceed the
benefit from the reception of pollution charges, difficulties in the
calculation of pollution charges and in the performance of surveillance.
The possible occurrence and costs of such effects have not been
analysed, however. According to the evaluation of the National Audit
Office, an increase of the administrative burden may be justified if it
brings along a decrease in pollution with highly hazardous pollutants.

23. Therefore no measurable goals have been set for the decrease in
environmental pollution as a result of pollution charges. The only
document which sets limits to pollutant quantities is the Environmental
Strategy until 2030 but the target levels of air pollutants presented in it
are also higher than the current emissions of Estonian enterprises as some
space was left also for economic development. Also the limit values set
to emissions from stationary pollution sources with a legislative act® were
higher than the actual emissions of Estonian enterprises at the time of
their enactment.

24. As according to the evaluation of the National Audit Office, rates of
pollution charges are not related to environmental damage caused by
pollutants, the state does not give a signal to the emitters of hazardous
substances that they should change their current practice. For instance,
the quantities of semi-coke disposal have even increased every year due
to the increase in production (see Figure 6). We have to note, however,
that one of the shale oil producers has made investments for more safe

* The influence of the ambient air quality to human health in Tallinn City.
Evaluation of the impact from fine particulate matter. Tartu University, 2007.

*Regul ation No. 299 of 20.09.2004 of
Limit Values of Sulphur Dioxide, Nitrogen Oxides, Volatile Organic

Compounds and Ammonium Emissions from Stationary and Mobile Pollution
Sources and the Deadlines for their
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Effect of pollution charges on the reduction of environmental pollution

disposal of semi-coke. The commitments taken before EU in connection
with the disposal of oil shale ash by 2009 will probably not be fulfilled
with respect to the characteristics of wastes (corrosive liquid wastes) or
their conformity with requirements to landfills.

Rates of pollution charges do not sufficiently take into account the polluter
pays principle

25. Pollution charges are an important instrument for the application of
the polluter pays principle. In order to contribute to the internalisation of
external production costs related to the environment, the rates of charges
have to proceed from the damage caused to the environment with
pollution. Besides, all pollutants should be subject to the charge.
Consequently, companies should compensate to the society the damage
or also risks to health and to the environment caused with emissions of
pollutants, in order to make it possible to use the proceeds for the
avoidance, prevention or solution of problems. Application of the
polluter pays principle gives the entrepreneurs the following choices: to
compensate the full damage or to invest in the reduction of pollution. In
order to ensure the effectiveness of pollution charges, making exceptions
from this principle should be well-considered and justified with
important national needs which could not be achieved without polluting
the environment. The state has to support the planning of investments by
announcing rates of charges early in advance.

26. Emitters of pollutants in large quantities pay less pollution charge for
the pollution created as some of the pollutants generated have lower
rates, e.g.:

Polluters are not treated equally

= Semi-coke and oil shale fly ash and bottom ash, to which low
pollution charges apply, are generated in very large quantities in
comparison with other types of wastes.

Did you know that
y = Carbon dioxide (CO, —in 2006 ca 13 million tons) is the

C0, ishk”OW” as a”thpoga"tt,a"”}”";]‘?gﬁ”ilc pollutant with the largest quantities of emissions to ambient air

greeniouse gas on the reduction ot which aiso in Estonia, its rate of charge is 15.65 kroons per ton, i.e. dozens

international agreements have been signed (e.g. the .

Kyoto Protocol) of times less than for other pollutants: e.g. 68,189 tons of SO,
and 13,155 tons of NO, were generated in 2006 (see the rates of
pollution charges in Table 1).

=  The annual quantity of H,S emissions is ca 50 tons in Estonia
according to the information of the Estonian Environment
Information Centre (hereinafter EEIC) but its rate of pollution
charge is less than one-thousandth of the rate of mercaptans
emitted in considerably lower quantities (annual emissions of
ca 2 tons), although both substances have a very intense
unpleasant smell (mercaptans at a much lower concentration
than H,S). The unpleasant smell of H,S disturbs the population
bothin Kohtla-J &r ve and -Muugatrdabuttidoma r d u
low pollution charge does motivate entrepreneurs to reduce
emissions.

Ca 71% of the total quantity of CO, emissions in
Estonia in 2006 was generated by the Narva
Power Plants.

21. Polluters are not treated equally in the taxation of greenhouse gases.
According to the Environmental Charges Act, only energy producers are
obliged to pay the pollution charge for CO, emissions. Consequently,
industrial enterprises do not pay the pollution charge for CO, although
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Not all pollutants generated
are subject to the charge

Did you know that

the charge for methane in the Czech
Republic is 561 kroons per ton. The
methane generated in landfills is taxed
through the disposal fee for instance in
Austria, Belgium and Norway.

the charge for the emissions of HCl and
HF in waste incineration in Norway is
156 kroons and 43 836 kroons per 1
kilogram of emissions, respectively.

The rates of charges do not
take into account
opportunities for the
reduction of pollution

Best available technique (BAT) is an
existing method or technology for the
reduction of pollution which reduces
pollution as much as possible without
creating unreasonable costs for the
enterprise.

Volumes of investments have
not grown at the same pace
with pollution charges

16

there is evidence on their emissions; e.g. there are seven industrial
enterprises in the Distribution Plan of Greenhouse Gas Emissions from
Stationary Pollution Sources who are not energy producers but produce
cement, glass, lime, construction materials, paper, pulp and aspen pulp.®

28. Although the Estonian system of pollution charges covers most
pollutants, there are also substances which are not subject to a charge:

= For instance, chlorine and fluorine compounds (halogens) are not
subject to the charge. For instance, hydrogen chloride (HCI) is
generated in the production of energy and chemicals, fluorine
compounds are generated in a few industrial enterprises
(according to the information of the EEIC, approximately 900
tons of HCI and ca 3 tons of fluorine compounds were generated
in 2006).

= Persistent organic pollutants (POPs) are not subject to the charge
either. The POPs dioxins and furans are persistent in the
environment (incl. in organisms) and toxic and may also be
carcinogenic. They are generated in the incineration of fuels
which contain chlorine but also in the landfill and forest fires.
Determination of POP emissions is difficult, however (no
measurements are made in Estonia; only waste incineration
plants have the measurement obligation), therefore the EEIC has
no information on quantities generated in the recent years (8.7
tons were generated in 2003 according to the information of the
EEIC).

= With the amendment adopted by the Riigikogu in June 2008 to
the Environmental Charges, calculation of charges for methane
has stopped. The effect of methane on causing the greenhouse
effect is 23 times higher than that of CO,. Methane is generated
in landfills with the disposal of organic waste and in agriculture
(e.g. in liquid waste and manure storage facilities).

29. Pollution charges are also not always differentiated according to
whether and which solutions for the BAT exist for the reduction of the
generation or recycling of pollutants. BAT reference documents offer
concrete solutions for the reduction of air pollution arising from
incineration equipment, reservoirs, waste management, etc., but in most
enterprises these solutions have not been implemented. Differentiation of
the rates of pollution charges proceeding from BAT has already helped to
introduce more environment-friendly technology in some cases. For
instance in 2002 the rate of pollution charge for oil shale semi-coke was
brought into conformity with the method of disposal by establishing a
third of the pollution charge rate of disposal with water to the so-called
dry disposal method which is less hazardous to the environment. Such a
change led to a direct result in environmental protection — enterprises
stopped flushing semi-coke to the landfill with water. It is also possible
to use sufficiently high pollution charge rates for the encouragement of

® Regulation No. 14 of 27.01.2005 of the Government of the Republic
» Summated Limit Values offrob#dienasyi ons of
Pollution Sources and a corresponding Distribution Plan . ”
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waste recycling and it has also worked in the case of oil shale mining
wastes: after imposing a higher rate, production of crushed stone from
mining waste started.

30. One of the main objectives of pollution charges is to induce
companies to invest in the reduction of pollution. According to the
evaluation of the National Audit Office, pollution charges have not
always managed to achieve that objective. This is, for instance,
demonstrated by the fact found as a result of the analysis performed by
the National Audit Office that at least 105 enterprises of approximately
1900 which paid the pollution charge in 2002—2006 have preferred to pay
for years the pollution charges increased by dozens of times, instead of
reducing the pollution level to the permitted limit value or more. 7 of
these enterprises have paid the increased pollution charge in all these five
years. The highest amount of pollution charge paid for pollution over the
permitted limits was 2.6 million kroons.

31. According to Statistics Estonia, the annual amount of environmental
investments was up to 300 million kroons in 2003—2005 and increased
considerably in 2006 to 1 billion kroons. Investments in waste
management account for 23% and investments in ambient air protection
37% of the total amount of environmental investments, on an average.
When looking at investments made by energy companies it is evident
that the increase in the rates of charges for ambient air emissions has not
brought about an increase in environmental investments, unlike the
situation with wastes (see Figure 7).

Figure 7. Investments of companies engaged in the supply of electrical energy, gas, steam
and hot water, and their pollution charges paid in 200252006
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Source: National Audit Office on the basis of information from Statistics Estonia

32. Ignoring of the polluter pays principle was caused by the preference
. . of maintaining favourable economic conditions to the prevention of
Industrial enterprises are damage to the environment. The analysis of the socio-economic effect of
supported at the expense of  jncreasing the rates of pollution charges that was commissioned by the
the environment Ministry of the Environment in 2004, demonstrated that a certain
increase in the rates of charges would not have a negative effect on the
economy. Political choices were made under the influence of the
lobbying of entrepreneurs who stated that an increase of pollution
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Decrease in pollution has
not been stable with respect
to all pollutants

18

charges would cause important competition problems in comparison with
enterprises of other countries.

33.  With the adoption of the act it was also hoped that a lower rate of
charge would leave more funds to companies and more opportunities for
using them to make environmental investments. No conditions were set
to entrepreneurs on the use of the funds retained and therefore lower rates
of charges did not bring about a significant increase in environmental
investments.

34. According to the responses to the survey performed by the National
Audit Office among 40 companies with a major effect on the
environment, investments of entrepreneurs are more motivated by the
need to fulfil the environmental requirements arising from legislative acts
than from a wish to pay less pollution charges. Entrepreneurs do not see
pollution charges as an instrument for the application of the polluter pays
principle or as an economic instrument which would take into account
the hazardousness of pollutants. Many larger companies also mentioned
the unpredictability of increases in the rates of pollution charges in the
long term as a minus of the system of pollution charges since it makes it
complicated to plan long-term investments.

35. As a consequence of ignoring the polluter pays principle, pollution
charges have not been able to bring about a decrease in ambient air
pollution and waste generation with respect to all pollutants. For
instance, the quantities of semi-coke and oil shale ash disposal have
increased in the recent years (semi-coke quantities have been presented
in Figure 6). In ambient air pollution, emissions of particulate matter and
sulphur dioxide have decreased most (see Figure 8).

Figure 8. Dynamics of ambient air pollutant emissions in 200252006
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36. The decrease in ambient air pollution in Estonia, presented in Figure
8, was mainly brought about by the investments made by Narva Power
Plants to conform to the requirements of EU directives (2 energy blocks
Figure 9. SO, emitters in Estonia were renovated and filters were installed for the reduction of fine
in 2006 particulate emissions).

For instance, the decrease trends in sulphur dioxide emissions (see
proportions of their generation in Figure 9) in the pollution of Estonia as
a whole and that of the Narva Power Plants are similar but other
companies have reduced their emissions by 11% by 2006 from the level
of 2002 (see Figure 10). A similar trend is evident also with respect to
particulate matter and nitrogen compound emissions.

Figure 10. Dynamics of SO, emissions (tons) in 200262006
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37. Reduction of the pollution by just Narva Power Plants would not

ensure uniform quality of ambient air in whole Estonia. For instance, in

Kohtla-J &r ve, pol | ut i o nthdlevel of plluteonwitv e | y i
SO, is considerably higher than in Tallinn as several large industrial

enterprises are located next to each other there. The data from the

Kohtla-J & r v Blonifoiing Station’ do not show a decrease in the

pollutioninKohtla-J &r ve i n the recent years (s
average daily limit value of %polluti
was exceeded for 16 times in Kohtla-J &r ve in 2006. The [
established for H,S was exceeded for 230 times in 2006. As air pollution

from transports has a certain role in the monitoring data, the National

Audit Office analysed also the pollution emissions to the air by the larger

companies of Kohtla-J @ r ve . T h e snedthe mmitoringdata. c onf i r

” Ambient air surveillance reports of the Estonian Environmental Research
Centre (EERC) (2002—2006).
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Figure 11. Annual average pollutant concentrations in the Kohtla-Jarve Kalevi Monitoring
Station
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Source: National Audit Office on the basis of information from Estonian Environmental Research Centre

38. Ignoring the polluter pays principle leads to the situation where the
state supports the increase of profits in the business sectors at the expense
of the environment. Several industries with high pollution levels are very
profitable as the current rates of pollution charges do not take into
account the capacity of companies to compensate fully the damage they
are causing to the environment. Also the majority of electricity
production in Estonia ignores the polluter pays principle as politicians
prefer to require a low price of electricity instead of reduction of
pollution.

39. According to the evaluation of the National Audit Office, the
effective rates of pollution charges do not fully take into account the aims
set to pollution charges in the explanatory memorandum of the
Environmental Charges Act. Besides, no specific measurable results have
been set to pollution charges for the reduction of pollutants. As there are
also pollutants which are not subject to charges, not all polluters
compensate the damage they are causing to the environment and the state
fails to receive a part of the amounts for pollution. In such a situation the
effectiveness of pollution charges as an instrument for the reduction of
pollution can be considerably improved.

40. Recommendations of the National Audit Office to the Minister of the
Environment:

= To order research for making proposals for amendments to the
conception of pollution charges and to the Environmental
Charges Act, in order to identify optimal rates of pollution
charges that would induce companies to invest in the reduction
of pollution. Among other things, the analysis should cover:

o0 the hazardousness of pollutants, their risks and damage
to human health and nature (incl. the ability of pollutants
to serve as precursors to other pollutants, e.g. ozone);

0 opportunities for the reduction of pollution through the
application of BAT;
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0 priorities arising from international obligations and from
the Environmental Action Plan.

= To increase the rates of charges for pollutants which can be
reduced through the application of BAT. To differentiate
between the rates of charges of VOC and heavy metals within
the same group, considering the hazardousness of substances. To
consider also the separation of hydrogen sulphide and fine
particulate matter from the group of similar substances and
increasing the rates of their charges.

= To decide in the development of the conception of environmental
charges to which indicators the increasing of pollution charges
will be bound in the long term up to 2030. The entrepreneurs
should know the exact rates of pollution charges for at least 5
years in advance. This allows companies to plan long-term
investments.

= To bear in mind that exceptions can be made from effective rates
of pollution charges only if it is justified with national needs that
cannot be met without polluting the environment. When making
exceptions, concrete objectives for pollution reduction with
deadlines should be set to the companies which receive the
benefits.

= All important pollutants, incl. CO, (except for those who pay
excise tax for electricity), persistent organic pollutants and
halogens (HCI, fluorine compounds) should be subject to charges
for all emitters of the substances. Indirect taxation of the
methane generated by landfills should be considered within the
waste disposal fee.

Reply of the Minister of the Environment: The first recommendation
given in section 40 of the draft report: Rates of pollution charges which
would induce companies to invest in the reduction of pollution should
theoretically be in conformity with the expenses required for the
reduction of pollution. Calculation of environmental charges for Estonia
that would be optimal for the environment would require expensive in-
depth studies that would take years to determine the expenditure required
for the reduction of all pollutants and external costs of pollution,
considering the specific features of production activities and the
economic structure of Estonia and evaluating the opportunities for the
reduction of pollution.

The Ministry of the Environment has commissioned several studies for
the preparation of the conception of environmental charges. An expert
assessment will be commissioned for the evaluation of external costs
related to air pollutants and will be performed by applying the ExternE
methodology and EcoSenseWeb (ESW) software developed by the
Institute of Energy Economics of the University of Stuttgart. Within the
research in water management, also taking into account priorities arising
from international obligations in the development of rates for pollution
charges will be analysed. Research has been commissioned for the
establishment of the waste disposal charge and rates for natural resource
charges. Hazardousness of pollutants and their riskiness for human
health, also possibilities for the application of BAT are also taken into
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account in the development of environmental charges, both on the basis
of the results of the above-mentioned studies and foreign studies and
expert assessments. These studies provide answers to many but by far not
all questions.

The second recommendation given in section 40 of the draft report: It
would not be particularly reasonable to differentiate environmental
charges in the group of heavy metals as so little heavy metals of different
kinds are generated that it would make relatively little sense to impose
different rates of environmental charges on them. Their emissions are
restricted with administrative regulations. This is the combined effect of
administrative regulation and an economic instrument — if a pollutant is
extremely hazardous, its permitted limit value and also emissions are
very low. If the pollution exceeds the limits, the charge rate will be 100-
fold, however.

You have admitted yourself in section 28(2) on page 14 that it is difficult
to determine emissions of POPs. We find that separation of hydrogen
sulphide and fine particulate matter from the group of other similar
substances and establishment of a higher charge rate to them than to
other volatile organic compounds and particulate matter would be
justified. Such a suggestion has also been made in the Draft Conception
of Environmental Charges.

The third recommendation given in section 40 of the draft report:
Establishment of rates of pollution charges for long periods in advance is
positive for entrepreneurs as it enables them to plan better their business
development and investments. This principle has also been followed, if
possible, in establishing environmental charges. However, establishment
of environmental charges for long periods does not make it possible to
respond in a sufficiently operative manner to the needs for adjusting the
objectives of economic policy as a result of changes in the priorities of
environmental protection policies (at present mainly in connection with
EU positions based on new knowledge and additional information) and
economic cycles, as companies have legitimate expectations to certain
levels of pollution charges. Although life makes very much adjustments
in the course of 10 years, the rates of pollution charges planned and
announced for the long term can in practice only be reduced. The current
development of the conception of environmental charges demonstrates
that during a period of economic recession it is very complicated to plan
rates of pollution charges for a long period in advance as our cooperation
partners, entrepreneurs are very careful in planning their future. We
should also take into account the economic cycles and the fact that a
recession will probably be followed by an upturn, which means that
further raising of environmental charges is justified after all.

The 3rd recommendation of section 40 will be taken into account in
further work. We have actually subjected to charges the most important
substances which are most wide-spread in Estonia and most hazardous.
For the reduction of the administrative burden it will probably be
necessary to limit their number considering that also in the developed
countries only a few of the most important substances are subject to
charges.

The fourth recommendation given in section 40 of the draft report: We
probably need to discuss the concept
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who prepared the report. Only the rate of the pollution charge for oil
shale semi-coke can be deemed as an exception just now, although the
rate of charge of this too will become equal to that of oil shale ash
disposal from 2009. The currently effective lower rate of pollution
charge for oil shale semi-coke is based on the political decision of the
Riigikogu. Substitution of pollution charges is certainly an exception but
the report recommends its wider application (section 90(2)). Substitution
of the pollution charge can be regarded as state aid, the provision of
which is generally contrary to the EU principles. Different rates of
charges to different kinds of emissions and wastes are not exceptions or
state aid. This is the position of the European Commission. The
legislative proceeding of the Environmental Charges Act Amendment
Act is going on and among other things, it cancels the exceptional
favourable charge for CO, emitted in the incineration of peat and wastes.
The rate of charge for H,S will be considerably increased in the future.
The issue of taxation of CO, emissions has been treated in section 40(5).

The fifth recommendation given in section 40 of the draft report: The
effectiveness of the charge should be taken into account in the taxation of
pollutants, analysing also the additional costs incurred by the pollutant
charge payer and collector in addition to the charge amounts paid and
collected. In our opinion, all major air pollutants are subject to the
charge. Pollution charge for CO;is currently paid only by thermal energy
producers. The future of the pollution charge for CO, will depend on the
EU policy in allocating CO, quotas. Taxation of CO, emissions from
technological processes should be discussed. We will do it before the
amendment of the Environmental Charges Act next year. Other countries
have not established a charge to CO, emissions from technological
processes and according to the Energy Tax Directive they have also
exempted energy-intensive production activities from excise tax, as a
rule, to maintain the competitiveness of the production activities.

Opportunities for the taxation of persistent organic pollutants, fluorine
compounds and halogens are currently studied, with the aim of
identifying them before the end of 2008. Generation and environmental
impact of greenhouse gases are already taken into account as external
costs of waste disposal in the development of the rates of pollution
charges, as you are recommending. A considerable increase in the rates
of pollution charges for household waste disposal has been planned for
the conception of the development of environmental charges. The main
reason for the increase is to take into account the environmental impact
of methane.
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Conditions of the
environmental permits issued
do not limit pollution

Integrated environmental permit (hereinafter:
integrated permit) is a document which
combines the conditions of water, air and waste
permits. The requirements set in the integrated
permit have to ensure the protection of water,
air and soil and the management of the wastes
generated in a manner which prevents the
transfer of pollution from one element (water,
air, soil) of the environment to another.

24

Effect of the application of pollution charges on the
reduction of environmental pollution

Insufficient requirements of environmental permits reduce the effectiveness
of pollution charges

41. Enterprises can generate emissions of pollutants only on the basis of
an environmental permit and in the quantities permitted in it. Therefore
pollution charges are also several times higher when polluting exceeding
the permitted limits or without a permit. The requirements set in
environmental permits have to induce companies to reduce pollution
similar to pollution charges. For that purpose, application of best
available techniques (BAT) should be required from companies; EU has
developed the respective reference documents. Issuer of the permit has to
inspect the conformity of the company with the requirements of the BAT
and in the case of non-conformity to require an action plan for the
removal of shortcomings.

42. Analysis performed by the State Audit Office demonstrated that an
ambient air pollution permit allows companies to double or even
redouble their emissions of pollutants compared with their actual levels.
For instance, in the Tallinn and Maardu-Muuga area the allowed
emission was 7,973 t of nitrogen dioxide per year in 2005 but the actual
emission was 2,448 t per year. Also the allowed emission of sulphur
dioxide in Ida-Virumaa in 2006 was 146,500 t per year but the actual
emission to the air was 64,560 t per year.

43. Besides, following of the recommendations to apply BAT® is
required from only a few polluters. All companies which are obliged to
apply for an integrated environmental permit, all waste handlers and all
holders of ambient air pollution permits issued since 2006 should fulfil
the requirements of BAT just now’. There have been problems in issuing
integrated environmental permits. This is demonstrated by the fact that
there were 254 companies as at 28.11.2007 who were obliged to apply
for an integrated environmental permit, 63 permits have been issued and
134 applications had been submitted.'® According to the Ministry of the
Environment the situation has considerably improved by now: as at July
2008, 200 companies of those who are obliged to apply for the integrated
permit have submitted their application and the permit has been issued to
145 companies which means that 61% of those who are obliged to apply
for the permit currently have the integrated permit. The Ida-Virumaa
County Environmental Department has not, however, issued integrated
permits to such large industrial enterprises as VKG Oil and Narva Oil
Plant. The ambient air pollution permits issued do not show, however,
whether conformity with BAT has been assessed, as unlike in integrated

8 Recommendations on BAT are developed by the European IPPC Bureau. The
recommendations can be found through the web site
www.envir.ee/ippc/estonian/bat.htm of the Ministry of the Environment.

® Arising from the Ambient Air Protection Act, Integrated Pollution Prevention
and Control Act and the Waste Act.

Source:www.envi r . ee/ | PPC, presentation
air
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permits, no information is presented in ambient air permits on the
conformity of the technology used with BAT.

44. Companies to whom integrated permits have been issued do not
always have an appropriate comparison between the technology applied
in the enterprise with BAT in their permit. National Audit Office
analysed the comparative statements on BAT that were included in the 8
integrated permits™ issued from February to May 2008 to all large
incineration plants and found that 2 permits were properly formulated in
that respect. Three permits do not include a comparison of the
concentrations of emissions of all pollutants generated by the company,
and in three permits the emissions of the plant have been deemed as
conforming to BAT in the comparison but the permitted emissions are
much higher than recommended for BAT. In two permits audited where
non-conformities with BAT were identified, no measures or deadlines
had been set for their liquidation.

45. In addition, the National Audit Office is not sure that all pollution
sources within the territory of a company and all pollutant emissions
have been recorded in ambient air pollution permits. The research
organised by the Estonian Environmental Research Centre showed that
only one oil terminal in the Maardu-Muuga area is allowed to emit
hydrogen sulphide although there are more than 10 companies in the area
which handle oil products. As a result of the research, Harjumaa County
Environmental Department started to review the permits of oil terminals.

46. The emission quantities approved with pollution permits are high
because permitted emission quantities are applied proceeding from the
maximum capacity of the pollution source which serves as a basis for the
allowed emission per second (g/s) and working time. Emission quantities
of incineration plants with the capacity below 50 MW are limited by the
ambient air pollution limit value. These pollution values force companies
to reduce pollution only in the areas where many pollution sources are
close to each other. Determination of the pollution level may not always
be reliable as there is currently no uniform system — experts make
calculations for the assessment of the pollution level on the basis of
pollution permits of companies which are based around the pollution
source according to the Information System of Environmental Permits
(KLIS). All county environmental departments actually have the Airviro
simulation software which is, however, not used due to insufficient skills.
Limit values have been established to concentrations of pollutants in flue
gas emissions of large incineration plants (with the capacity of more than
50 MW)." Applications for waste permits proceed from the technologies
used and quantities of raw materials in the assessment of waste
generation but there are no limit values for the quantities disposed.

' All integrated permits issued to large incineration plants which are available
through the Information System of Environmental Permits and through the web
site on environmental permits www.envir.ee/ippc of the Ministry of the
Environment.

12 Regulation No. 112 of 2 September 2004 of the Minister of the Environment
, Emi ssion Limit Val uesVoloneEmitedflomt ants for
Large Incineration Plants .
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Little is known about the
requirements of BAT
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41. Lack of the wide-spread use of BAT and the low quality of
comparisons made in the permits may be caused also by insufficient
knowledge of BAT reference documents and also by the lack of clear
rules for their implementation. For instance, it was the opinion of the 40
enterprises with high environmental impact surveyed that requirements
of legislative acts are the same as BAT and they were not able to mention
any documents with recommendations on BAT. The problem with the
quality of permits may also be caused by specialists of integrated permits
who check the content of the comparison on BAT in the application for
the permit, without being familiar with the air or waste management
technologies of the enterprises of the region (this is for instance the
situation in the Harjumaa and Ida-Virumaa county environmental
departments). There are also no clear rules for the application of the
requirements of BAT to enterprises with several different pollution
sources: if an enterprise has several smaller boilers, it is not clear
whether and to which of them the requirements of BAT should be
applied.

48. Full application of the recommendations on BAT in enterprises is
also restricted by the contradiction in the EU legislation. Namely, the EU
BAT reference documents are not in conformity with limit values in the
EU regulation as the latter allow emissions which are several times
higher. The integrated permits issued in Estonia to incineration plants so
far have followed the limit values of the regulation with one exception.
This situation should change within the next few years as the European
Commission has made a proposal to adopt a new directive on production
emissions which will considerably expand the scope of application of the
principles of BAT.

49. As pollution permits do not force anyone to reduce emissions to
ambient air and the pollution charges are low, there is no effective tool
that would direct companies to reduce pollution below the limit value
established. As not all pollutants and pollution sources have been listed
in permits, the permitted pollution levels have been exceeded at some
places, for instance in the Maardu-Muuga area and in Kohtla-J & r v e .
Companies to whom reduction of pollution with the BAT is mandatory
were not required to do so as the integrated environmental permits issued
were not at sufficiently high quality. The European Commission has
already initiated infringement proceedings against Estonia in connection
with untimely issuing of integrated permits.

Pollution reports of companies are not sufficiently verified

50. According to the Environmental Charges Act, for checking the
calculations of pollution charges, the emitters of pollutants to the
environment or waste disposers have to present to the county
environmental departments information on the pollutants actually emitted
or waste quantities disposed each quarter, together with documents
supporting the quantities. The county environmental department issues
an invoice for the payment of the pollution charge after checking the
correctness of the pollution information submitted by companies.
Information on the pollutant emissions or waste disposals in Estonia is
submitted to EEIC on the basis of the same pollution reports mentioned
above. Thus it is particularly important to determine the actual pollution
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quantities as both the correct reception of pollution charges and the
information on actual pollutants generated in Estonia depend on it.

County environmental 51. According to the results of the analysis performed by the National
departments do not verify the Audit Office, county environmental departments mostly issue invoices
supporting documents on for pollution charges on the basis of a report approved with the signature
pollution quantities of the head of the company, supported in the case of larger companies

also by pollutant measurement results presented by the companies.
Calculations presented in the ambient air pollution report are mainly
based on the quantities of raw materials used, so it would be possible to
check the pollutant emissions by checking the quantities of raw
materials. None of the county environmental departments require
supporting documents on quantities, however. In the case of reports from
companies with measurement obligations, the conformity of the
calculations presented with measurement results is checked. However,
measurement results may not show actual pollution either —e.g., if the
measurements have been made during operation at lower capacity of the
equipment. It is not constantly inspected whether the waste types and
quantities stated by the disposer in the report conform to the types and
quantities delivered by the waste generator to the carrier. Consequently —
as the constant inspection mainly covers only the conformity of the
emission quantities in the report with the requirements of the permit,
there may arise no suspicions about the correctness of the calculations as
long as the company declares pollution within permitted limits.

52. Also the Ministry of the Environment has not been able to discover

all mistakes in the consolidated pollution charge reports presented by

county environmental departments. For instance, the National Audit

Office analysed the annual overviews of the reception of pollution
chargesfromKohtla-J &r ve companies and found th
companies were absent in some years in the information of the Ministry

of the Environment, although the county environmental departments had

these data. According to the overview there was also illogically much

variation in the data of some companies in different years.

Public information on the 53. Overviews of pollution in Estonia are prepared on the basis of

" pollution reports submitted by companies and these overviews are used
quantities of pollutant by both decision-makers and the general public. The database is kept by
the EEIC. Due to insufficient checking the information on pollution is
unreliable. This is demonstrated by the fact that there are large variations
at places in the overview of pollutant quantities generated in Estonia. For
instance in 2002, 15 tons of benzene was generated in Estonia but in
2004 only 0.242 tons and in 2006 again 13 tons, methane quantities
varied from 750 to 379 and 17 tons in the same years. In addition to the
variation of pollution quantities, inadequacy of reporting is also
demonstrated by the measurements performed by the EERC in the
Maardu—Muuga region which showed higher H,S emission levels than
declared in the information submitted to EEIC.

emissions is unreliable

54. Excessive confidence by county environmental departments in the
reports presented by companies does not allow us to be certain that
companies pay the pollution charge for the pollutant quantities actually
generated and that the public information available on the environmental
situation of Estonia will ensure the correctness of decisions on long-term
planning. According to the county environmental departments, the
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Environmental Inspectorate checks the expense receipts on raw materials
of companies, if necessary (e.g. evidence on fuel quantities used is
checked). According to the National Audit Office, such spot checks are
not enough to ensure the reliability of the reception of pollution charges.
For instance in the waste disposal records the mistakes in waste
classification may cause distortions in the reports as wastes may be
classified into a class with a lower charge rate either due to ignorance or
for the purpose of paying less pollution charge.

55. Variation in the pollution data may be caused by leaving out some
pollutant emissions from the reports submitted by companies or their
wrong classification —e.g. in the group of VOC it is not always clear to
which category a pollutant belongs, SO, and H,S are summarised
because the charge rate is the same.

There is no common 56. Besides, there is no clear methodology for the calculation and
methodology for the measurement of femi§sions to air by severa}l industri_al sectors — i.e. _
determination of pollution companies of dymg_mglustrles, electro_platlng, welo!mg, fish industries or

o even mining for emissions from quarries select their own methods for the
quantities calculation of emissions. Although the Ministry of the Environment has
to approve the methodology used, the results of calculation of emissions
from similar production processes may be different. In some cases the
calculation of emissions may give much higher results than the
measurement of emissions. Namely, directly measured emissions may be
2-10 times (i.e. in new gas boiler houses) less than the emission
quantities calculated according to the methodology™. But as installation
of measurement instruments is more expensive than payment of too
much pollution charge, the companies prefer to submit information based
on calculated emissions.

57. In such a situation, due to insufficient inspection, pollution which is
higher than allowed is discovered by county environmental departments
only if the company itself declares it in the report. Also the surveillance
by the Ministry of the Environment consists of just spot checks and does
not ensure the reliability of information submitted about pollution and the
reception of pollution charges. Mistakes in information are only
discovered by county environmental departments in the case of large
variations. In addition to the lower effectiveness of pollution charges, the
inadequacy of the inspection procedures leads to uncertainty about the
pollution quantities actually generated in Estonia.

In a large part of cases, companies are not required to pay pollution charge
at increased rates

58. Companies which pollute over the limit values or without a permit
have to pay pollution charges at from 5 to 1000 times higher rates
according to the Environmental Charges Act, depending on the pollutant
emitted to air or type of waste disposed. A fine may be added to it for
punishment. The aim of such a system is to make pollution without a
permit so expensive that application of the permit and staying within its

13 Regulation No. 99 of 2 August 2004 of the Minister of the Environment
., Procedure and Methods for the Deter mina
Ambient Air from Incineration Pl ants”
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requirements would be a priority both from economic and environmental
protection aspects. Increased rates of pollution charges are effective only
if as many offenders as possible could be identified and the pollution
charge collected for the whole illegally generated pollution. Invoices for
pollution charges at increased rates are issued by the county
environmental department or by the Environmental Inspectorate.

59. According to the evaluation of most county environmental
departments there are companies which have not applied for a pollution
permit for their activities and to whom the Environmental Inspectorate
has also not imposed fines up to now. It was, for instance, found as a
result of interviews that probably not all incineration plants of apartment
associations in Harjumaa and Tallinn have the required permit for the
pollution of ambient air, and there are several gas stations and wood-
processing plants operating without permits in Ida-Virumaa. Also users
of paints, lacquers and solvents may lack pollution permits. Analysis by
the National Audit Office showed that there were in total at least 10
companies in eight counties which had no pollution permit by May 2008,
although the Environmental Inspectorate discovered their pollution
without permits in 2006.

60. In addition to the failure to identify polluters who have no permits it
is reprehensible that also the companies who have been punished by the
Environmental Inspectorate for operation without a permit have mostly
not been required to pay an increased pollution charge for pollution. Such
companies have not paid the pollution charge even at ordinary rates. In
2002-2006 the Environmental Inspectorate has imposed punishments in
570 cases but only in very rare cases the company has had to pay also the
pollution charge as well as the fine. For instance in Ida-Virumaa, only 11
of the 69 companies punished in 2002—2006 for pollution over the limit
value or without a permit have paid the pollution charge at the increased
rae. I n PaA&rnumaa, only 3 of the
Environmental Inspectorate in 2005—-2006 have paid the pollution charge
at an increased rate. The problem is illustrated by the fact that while the
amount of the fine is mostly 1000-3000 kroons, the amounts of pollution
charges at increased rates may range from a few kroons to tens or even
hundreds of thousands; the highest pollution charge at an increased rate
for exceeding the limits of the pollution permit has been 2.6 million.

61. The problem described above is even more extensive due to the fact
that in none of the cases a company which has operated without a permit
has had to pay the pollution charge owed according to calculations from
the time it started its operations. However, in the cases when a company
has operated without pollution permits since the very beginning, neither
the county environmental department nor the Environmental Inspectorate
have identified the earlier pollution quantities. Several county
environmental departments admitted that if a company starts to apply for
a permit after getting a fine for operation without a permit, the
calculation of pollution charges starts only from the moment of obtaining
the permit and the county environmental department has approved such a
practice.

62. Analysis performed by the National Audit Office demonstrated that
pollution charges at increased rates have mostly been applied only to
those companies operating without a permit whose pollution permit has
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expired and who have not managed to submit a new application or whose
permit has not been issued yet. Only those companies with a pollution
permit pay pollution charges at increased rates who have exceeded the
permitted limit values for different reasons and who notify the county
environmental departments of the exceeding.

63. The primary reason for the failure to apply pollution charges at
increased rates is the confusion about who should calculate the pollution
charge and collect the payment if pollutants are emitted or waste is
disposed into the environment without the permit. The Pollution Charges
Act made the county environmental departments responsible for it. The
wording of the respective section of the Environmental Charges Act is
indefinite, however, mentioning the Environmental Inspectorate as the
calculator of the charge but leaving it unclear whether it applies to only
unpermitted pollution from vehicles and floating vessels or to any
unpermitted pollution. 15 of the 10 county environmental departments
replied to the National Audit Office that the county environmental
department is making or should make the calculation. The opinion of five
responders was, however, that the Environmental Inspectorate should
settle the issue of pollution charges in the case of any pollution without a
permit. Analysis by the National Audit Office showed that mostly neither
of them performs calculations of the increased charge.

64. Secondly, effective implementation of pollution charges at increased
rates is obstructed by insufficient communication between the
Environmental Inspectorate and the county environmental departments.
If the Environmental Inspectorate fails to keep the county environmental
department in touch of all cases of pollution without a permit in their
proceedings and does not identify the types and quantities of pollutants
during the proceedings, it is not possible for the county environmental
department to calculate the pollution charge. The Viljandimaa County
Environmental Department was the only one among the county
environmental departments surveyed who stated that the Environmental
Inspectorate informs them of each misdemeanour proceeding initiated
due to pollution without a permit or exceeding the permitted values. In
the remaining counties there is no mutual communication or only if the
Environmental Inspectorate regards the violation important enough.

65. The third reason for the problem is the lack of clear methodology for
the identification of pollutants and pollutant quantities in the cases when
a company does not submit an application for the permit or a pollution
report. For instance, for the calculation of the pollution charge, the
Environmental Inspectorate has to be able to identify the pollutants and
the quantities of their emissions to air in the incineration of wastes or use
of paints or lacquers or also in wood-processing without permits. But in
reality they are not even able to identify all polluters without permits.

66. Fourthly, county environmental departments see their role as a
partner and consultant for enterprises, therefore they are reluctant to
apply increased rates of pollution charges which would have the effect of
a punishment. In the opinion of several county environmental
departments it is more important than the money to have the company
come to apply for the permit after detection of the violation and pay the
pollution charges regularly in the future. Therefore the county
environmental departments do not apply pollution charges at increased
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rates for instance to companies which have already submitted the
application for the permit. This practice is not generic, however, as for
instance in lda-Virumaa also companies which have not received their
integrated permit in due time because of the county environmental
department, have to pay at the increased rate.

67. Although according to the law all companies polluting over the limit
values or without a permit should pay an increased charge regardless of
the severity of their violation or of the circumstances that caused it,
increased rates are applied selectively. Pollution charges at increased
rates could be an effective measure in limiting pollution of the
environment but due to the shortcomings described above, the
Environmental Inspectorate and the county environmental departments
fail to make use of this opportunity. Enterprises which pollute without a
permit do not pay for using the environment and are therefore in a more
favourable situation than law-abiding enterprises. Selective application of
pollution charge at increased rates does not conform to the objectives of
the Environmental Charges Act.

68. Failure to collect the pollution charge retroactively favours the
situation where a company can take the risk of not applying for the
pollution permit before the Environmental Inspectorate comes to inspect
it.

69. In addition to the reduced effectiveness of pollution charges, the state
budget does not get considerable amounts and therefore the funds that are
allocated back to environmental protection through Environmental
Investment Centre are considerably lower than they should be.

70. Recommendations of the National Audit Office to the Minister of the
Environment:

= To accelerate the issuing of appropriate integrated permits to all
entities who are obliged to have an integrated permit. Fast
issuing of permits is required also for stopping the infringement
proceeding of the European Commission.

= To oblige county environmental departments to use the Airviro
pollutant simulation software at their disposal in processing the
permits, in order to ensure the quality of environmental permits
(incl. integrated permits). To organise training on the use of the
software to all county environmental departments. Also to ensure
that the integrated permits issued would include comparisons of
the actual situation of the company with BAT, incl. an action
plan for the removal of shortcomings in the case of non-
conformity with BAT. Also to provide clear instructions about
how to make comparisons with BAT in situations where a
company has several small pollution sources in a small
production territory and their capacities separately taken do not
exceed the threshold for an integrated permit or if there are no
BAT reference documents for the activities of the particular
company.

= To provide training to specialists of different fields in county
environmental departments for the application of guidelines on
more wide-spread application of BAT. To assign the task of
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inspecting the fulfilment of BAT requirements in issuing
environmental permits, incl. integrated permits, to specialists of
different fields (e.g. wastes, air and water), not specialists of
integrated permits. Specialists of integrated permits should retain
the role of a coordinator which does not assume in-depth expert
knowledge in the field.

To ensure immediately the verification of supporting documents
on raw material quantities used in the course of approval of
pollution reports of companies and the resulting calculations of
pollution charges by county environmental departments. To
oblige county environmental departments to make on-site visits
to enterprises for inspection and to involve experts, if necessary.

To create a common database of the Ministry of the
Environment, county environmental departments, the
Environmental Inspectorate and the EEIC for more effective
control over the system of calculation of pollution charges. To
create a database on the basis of quarterly reports on pollution
charge calculations, prepared by county environmental
departments, and to link the database with the environmental
register. The database would make it possible to obtain an
overview of the pollutant emission quantities of different years
and of the amounts of pollution charges calculated, and would
make it possible to reduce overlapping of the activities of the
county environmental departments, the EEIC and the
Development Department of the Ministry of the Environment.

To ensure the application of common up-to-date methodologies
with respect to similar companies in the whole administrative
sphere of the Ministry of the Environment. For that purpose to
unify methodologies for the calculation of quantities of
pollutants proceeding from pollution sources located in Estonia
and the pollutants generated. To create a computer software for
the implementation of the methodologies for verification of
pollution reports.

To initiate amendment of the Environmental Charges Act to
establish unambiguously who will have to perform the
calculation of the pollution charge at an increased rate in the case
of pollution over limit values and without a permit.

To ensure immediately the application of pollution charges at
increased rates every time when pollution over limit values or
pollution without a permit has been identified. To require the
payment of an increased pollution charge for the whole period of
operation without a permit. In cases of pollution without a permit
to identify always the pollutants emitted and, if possible, also the
pollutant quantities (e.g. on the basis of supporting documents on
the use of technology and raw materials). For that purpose to
allow the Environmental Inspectorate to use expert assistance
(e.g. EERC). To develop a facilitated method for the Draft
Environmental Charges Act Amendment Act for the application
of the charge in the cases when it is possible to identify the
quantities of pollutants.
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=  For the implementation of pollution charges at increased rates to
improve immediately the effectiveness of communication
between the Environmental Inspectorate and the county
environmental departments. To create an additional module for
the common database of the Ministry of the Environment, county
environmental departments, the Environmental Inspectorate and
the EEIC for immediate notification of both parties of any
pollution over limit values or without a permit.

Reply of the Minister of the Environment: The first recommendation
given in section 70 of the draft report: The following measures have been
taken to accelerate the issue of integrated permits:

a) a constant electronic consultation procedure has been established
between issuers of the integrated permit in county environmental
departments and specialists of the Environmental Management
Department; the questions asked and the answers given are sent to all
persons concerned; the subjects related to BAT are discussed at all
information days and seminars organised by the Environmental
Management Department and this practice will be continued:;

b) IPPC web site administered as a part of the Ministry of the
Environment portal has been designed to publish all information on the
subject with virtually constant updates;

¢) County environmental departments will review proposals from
operators for making changes in applications after issuing an integrated
permit.

The result as at 01.08.2008 is as follows: According to Annex | of the
IPPC Directive, all 86 companies obliged to submit an application for an
integrated permit have submitted their applications, 73 integrated permits
have been issued and the rate of issuing permits is 85%. Completion of
the processing of 13 applications of integrated permits is planned for
October 2008.

The second recommendation given in section 70 of the draft report:
Airviro trainings are organised regularly. Also all specialists of county
environmental departments who are involved with the processing of
applications for integrated permits will be invited to participate in the
trainings. After making it obligatory on the basis of a legislative act to
use Airviro, all county environmental departments will be required to use
it.

The Integrated Poll uti on)pvidessventi on
that capacities of several small pollution sources and quantities of the

same type of pollutant emissions should be added together. No special

instructions are necessary for adding up.

If there is no EC reference document (BREF) for the BAT assessment of
the activities of a specific production sector (NB: not a single company),
also the respective guidelines of other countries or international
organisations can be used. If these are not available either, the use of the
general principles of pollution prevention and the best practice available
should be used for guidance (Integrated Pollution Prevention and Control
Act, 8 1 8-{12)) Such cases are generally rare and concern only oil
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shale industry i n Est lotegiated Polluianc or di ng
Prevention and Control Act, an application for an integrated permit has to

conform to the content and requirements of the integrated permit which

are providedin8 1 7 ( 1) Integrdted Roltutgon Prevention and Control

Act. An operator is obliged to present the materials on clauses 1-20, incl.

a comparative statement between the BAT selected by the operator and

the technique applied by the operator, and also an action plan for the

removal of differences withierof a reas
the permit is obliged to identify the differences and if these are

significant, to set the respective requirements in the integrated permit.

Issuer of the permit inspects the fulfilment of the requirements during the

annual review of the integrated permit and the Environmental

Inspectorate inspects it with the same frequency in the form of

surveillance. If an older integrated permit contains no comparative

statement, such a shortcoming can be removed during the review and

inspection of the enterprise.

The third recommendation given in section 70 of the draft report: see
section 70(1) b). Heads of county environmental departments have been
advised to work in groups in processing the applications for integrated
permits, involving the specialists of the respective field in the county
environmental department.

The fourth recommendation given in section 70 of the draft report: The
recommendation mainly concerns the pollution charge for wastes and
emissions to the air and is really appropriate. Optimization of the
administrative procedures in the system of the Ministry of the
Environment is going on (see section 70(9)). Functions of different
government agencies and the duties of different employees are specified
in the course of this optimization and their responsibility for their
fulfilment is increased. A letter will be immediately sent to county
environmental departments, pointing out to them the shortcomings in the
fulfil ment of 833(4)(1) of the Envir
them to require supporting documents on raw material and fuel quantities
in checking the calculations of the pollution charge. The possibilities for
the implementation of the recommendation of the Environmental
Inspectorate to oblige all entrepreneurs to audit their environmental
reports will be analysed in the course of the research commissioned.

We have to note, however, that large production enterprises subject to

regulation by the Integrated Pollution Prevention and Control Act are

operating under constant surveillance by both environment departments

and the Environmental Inspectorate. The frequency for both on-site

inspection of the integrated permits and inspection of the fulfilment of

the requirements of the permit has been established in the above-
mention?2(ll1gy @% ,at | east once a ye
always enough. Involvement of expert assistance is not excluded but

depends on the availability of financial resources.

The fifth recommendation given in section 70 of the draft report:
Proceeding from Measure 3.2 of the Development Plan of the Ministry of
the Environment, the respective database (information system on
environmental permits) is being developed in order to achieve more
effective control over the system of calculation of pollution charges. The
database is linked to the environmental register and will help to
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considerably improve the availability of information related to the use of
the environment in the administrative sphere of the Ministry of the
Environment. The module of calculation of environmental charges in the
database will facilitate calculations of environmental charges by payers
of environmental charges, preparation of payment notices for
environmental charges by environmental officials and involve additional
surveillance data besides those submitted by the user of the environment.
The database also includes a reporting module for the preparation of
annual reports on environmental charges on the basis of quarterly reports
to reduce the workload of officials. The module of environmental
charges of the above-mentioned database should be completed by

1 December 2008 according to the plan.

The sixth recommendation given in section 70 of the draft report: By
now, the methodologies for the calculation of quantities of emissions to
ambient air have been prepared and are being prepared for the main
fields of activities. It is also always possible to have a company measure
actual emission quantities. Methodologies for calculation have proceeded
from the following principles:

The calculation methodologies should cover the main and most important
fields of activities which require an ambient air permit or an integrated
permit.

Calculation methodologies for the most part overestimate the emission
quantities generated to ensure conformity with limit values at any case
and to motivate companies to perform actual measurements which

provide a more accurate and better picture of the pollutants generated.

For activities which are represented by a few enterprises or are
insignificant from the aspects of ambient air pollution, no separate
methodologies have been established with a Ministry of Environment
regulation and it is also not considered necessary. In such a case it is
allowed to use either direct measurements or an internationally
recognised methodology (e.g. EMEP/Corinair, US EPA AP42).
Application of the methodology has to be approved by the Ministry of
the Environment.

Inspection of the pollution reports submitted follows the methodologies
on the basis of which the pollution permit has been issued. There is an
Excel-based software for the calculation of quantities of emissions from
fuel combustion and its use in the county environmental departments is
voluntary.

The seventh recommendation given in section 70 of the draft report: We
agree to the suggestion and will specify the procedure for the calculation
of pollution charges at increased rates in the Environmental Charges Act.

The eighth recommendation given in section 70 of the draft report: The
recommendation will be taken into account in the amendment of the
Environmental Charges Act, both in the development of a simplified
methodology and in the definition of persons whose obligation is to
collect environmental charges at increased rates. The issues of
improvement of work procedures and conscientious performance of
duties will be solved in the course of optimization of the administrative
procedures of the Ministry, see section 70(9).
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The ninth recommendation given in section 70 of the draft report:
Working groups have been set up at the Ministry of the Environment
with the task of analysing the functions and organisational structure of
both the subunits of the Ministry and the different agencies in its
administrative sphere. The aim is to use the results of the analysis for
raising the efficiency of the strategic tasks of the state in the area of
environment, improvement of the use of the existing resources, provision
of high-quality public services and ensuring a capacity for long-term
successful adjustment to changes in the external environment. One of the
aims is to improve communication within the administrative sphere of
the Ministry of the Environment. Different specialists and experts have
been involved in the preparations. Proposals of the Steering Group are
ready. These are currently discussed, amended and specified. In parallel
with the above-mentioned process, the development of the information
system of environmental permits is going on with the aim of raising the
efficiency of electronic communication in the surveillance of fulfilment
of the requirements of environmental permits and in the calculation of
environmental charges. The suggestion for the development of an
additional module for notification of cases of pollution over limit values
or without a permit will be forwarded to the developers of the
information systems to take it into consideration.

The recommendation made in the audit report will be forwarded to the
EEIC and Environmental Inspectorate for taking it into account in
development activities, and a circular on the improvement of
communication will be sent to county environmental departments and the
Environmental Inspectorate.
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Use of the pollution charge collected for supporting the
reduction of environmental pollution

Measures to support the reduction of pollution are ineffective

11. The effectiveness of both the substitution of the pollution charge and
the support schemes administered by the EIC assumes their clear
orientation to the solution of specific environmental problems and
methods for their solution. In order to ensure the effect of a support
scheme, the entire scheme and not just a single project supported should
have a clear and measurable objective. The support scheme should be
applicable to all companies whose pollution generated creates an
environmental problem, the solution of which is supported. Solution
methods have to be financially feasible and actually available. Different
support schemes have to complement each other.

72. In the case of substitution of a pollution charge, the company is
exempt from the payment of the pollution charge for the period of up to
three years on the condition that it will invest in environmental
protection. According to the Environmental Charges Act, the obligation
of payment of pollution charges can be replaced with an obligation of
financing of environmental protection measures on the following
conditions:

= the polluter applies measures in the course of three years which
result in an at least 15% decrease in the quantity of pollutants;

= the disposer of wastes applies measures in the course of three
years which result in the classification of hazardous wastes as
non-hazardous wastes or as a result of which the waste which,
due to its characteristics, is unsuitable for placing in a landfill
can be qualified as waste suitable for disposal in a landfill;

= waste disposer will build in the course of three years a landfill
for hazardous wastes according to the requirements of the Waste
Act for the wastes held by the company.

73. It is possible to obtain support through the Waste Management and
Environmental Management Programme of EIC if the project is:

= appropriate;

= feasible;

= with a positive effect on human health and the environment;
= sustainable;

= supporting the commitments of the state (required only in the
case of the Environmental Management Programme).

74. While the requirement for the pollution charge substitution measure
according to the law is the achievement of a measurable result for each
project supported, the measure has no general objective related to
environmental indicators. As the European Commission has approved
substitution of the pollution charge as a regional state aid programme, it
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has t he r es p ealuictionokthe develppmenttgapofe s :
disadvantaged regions by supporting the expansion and diversification of
economic activities in disadvantaged regions through encouragement of
effective environmental investments and thereby raising the efficiency of
pr oduct i o.Waske manageméntand engirdonmental
management programmes of the EIC (one of the sub-programmes of
which is ambient air protection) have no measurable objectives either and
unlike in the evaluation of the pollution charge substitution measures,
determination of the reduction of pollution is not required in the
evaluation of the projects. The formulated objectives of support measures
financed from environmental charges are also not related to performance
indicators set in national development plans and strategies (e.g. the
quantities of pollutants generated in energy production, reduction of
waste generation and the absolute pollution load in large industries,
application of best available techniques).

75. Substitution of pollution charges has been used by 7 companies in
the field of ambient air or wastes during the period audited. On the basis
of substitution contracts expired, pollution charges of 15.3 million kroons
were substituted, and on the basis of two effective contracts up to 23
million kroons can be substituted.

76. The survey among companies with a high impact on the environment
showed that 34 of 40 companies were aware of the existence of the
opportunity and 18 of them had considered the use of the measure.
According to the evaluation of many companies it is not possible for their
company to fulfil the criteria for the substitution of the pollution charge
(see Figure 12).

Figure 12. Possibilities of companies for the fulfilment of the criteria of substitution of
pollution charges
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Source: National Audit Office

71.  Substitution of the pollution charge is unpopular because of the low
flexibility of the measure. It may not be possible for smaller polluters to
reduce pollution by 15%, or the required investments are too expensive
in comparison with the benefit achieved. For instance, for the companies
which had been using the substitution option, the investment support had
been motivating as their pollution quantities and consequently also the
pollution charges paid were relatively high. Reduction of waste
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generation through substitution of pollution charges is not widely used,
however, because only end-disposers pay the pollution charge for wastes.

78. In addition to the substitution of the pollution charge, the state has
supported projects in 2002—2007 through subprogrammes of ambient air
protection and technology of the EIC for activities directly related to the
reduction of pollution or for respective research to the extent of ca 58
million kroons, which constitutes 32% of the total amount allocated
through the same sub-programmes and 2% of the total volume of the
Environmental Programme. In the subprogramme of ambient air
protection the main receivers of support have been local governments or
their thermal energy enterprises. The waste programme has been
considerably more effective in reducing the environmental load; most of
the funds of its non-hazardous waste subprogramme have been allocated
for the construction of waste stations or reduction of waste generation
through recycling in some other manner. However, 72% of the total
volume of 39.6 million kroons of the hazardous waste subprogramme has
mainly been used for the elimination of abandoned hazardous wastes or
management of hazardous hospital wastes.

19. According to the evaluation of the National Audit Office, the
pollution charge substitution measure lacks a common objective because
the measure has been gradually developed with respect to air and waste
charges, considering the needs of some large company to bring its
polluting activities into conformity with EU standards. For instance, the
criteria related to waste generation have been developed proceeding from
the wishes of companies generating oil shale ash and oil shale semi-coke.
The criteria for the substitution of waste charges could not be related to
best available techniques either in the case of oil shale processing as
there are no official BAT recommendations for that sector. 4 of the 7
companies which used the substitution of pollution charges are oil shale
processing companies. The principles and procedure of substitution of
pollution charges have been improved in the course of years but as it is
considered by the EU to be regional aid, the scheme is not linked to the
objectives of new environmental development plans or strategies. The
EIC support scheme has no definite and measurable objectives according
to the evaluation of the National Audit Office, because no one in the
Ministry of the Environment is responsible for the subject, for the general
direction and coordination of the support measure and linking up
different subjects.

80. The low number of ambient air projects which have received support
from the EIC is probably due to the different orientation of priorities and
the complicated application procedure. For instance, the funds allocated
to the water protection, nature conservation and waste management
projects are 8, 2 and 4 times higher, respectively, than the amounts
allocated to ambient air protection. As to the proportions of financing
decisions, an earlier audit by the National Audit Office demonstrated that
41% of the total volume of support from the EIC in 2006 was allocated
back to the Ministry of the Environment or its agencies or lower levels to
cover the expenses related to obligations of the state, including their main
activities, not for the improvement of environmental behaviour of
enterprises. According to the evaluation of the EIC, companies may not
be interested in applying for support as due to the application of the EU
requirements to state aid the application for larger amounts is time-
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Did you know that

processing of projects supported from
environmental charges received by the EIC
was assessed with the audit H F i n a n
environmental projects through Environmental
I nv e st noktheNationaCAedih t r
Office that was published on 12 June 2008.

The completed projects on the
substitution of pollution charges
have mostly achieved their
objective
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consuming and complicated. These are mostly large-volume investments
and it is easier to borrow a large amount than to spend time on getting
relatively small amounts of support.

81. Due to the lack of common and measurable objectives it is not
possible to allocate support effectively to those with the biggest or urgent
pollution problems. Substitution of the pollution charge could be an
effective and well-controlled support measure for the reduction of
pollution but it has been used only by a few companies and their aim has
always been to bring their activities into conformity with requirements,
not to exceed the requirements. Therefore substitution of pollution
charges has had a relatively insignificant effect on the reduction of the
total pollution quantities and it has motivated only those companies
whose pollution quantities are high or exceed the permitted levels. Some
companies have received support also for investments which have been
made by others from their own resources.

82. Also EIC funds have not been effectively used for the reduction of
air pollution generated by production processes. The pollution charges
collected have not been sufficiently reallocated to the development of
environment-friendly technology and use of raw materials. In conclusion,
unevenly allocated support does not contribute to the achievement of the
objective set to the pollution charge: to encourage polluters to implement
environmental protection measures.

Shortcomings were detected in the conclusion and inspection of contracts
on the substitution of pollution charges

83. Success of the contracts on substitution of pollution charges assumes
that the feasibility of the project to bring about the intended decrease in
pollution and the need to allocate state aid for that purpose has been
assessed before the conclusion of the contract. A contract on substitution
should set clear and measurable objectives to a company and include a
list of all activities and investments for the reduction of pollution. In
order to avoid a situation where it turns out only at the final stage of the
project that its objectives cannot be attained after all, it is necessary to
perform supervision over the fulfilment of the substitution contract
during the entire period of implementation of the project of
environmental protection measures (i.e. depending on the project, up to 3
years) whether the costs are justified and how the project is progressing.
It is also necessary to check after the end of the project whether the result
achieved with the substitution is maintained. Substitution of the pollution
charge has achieved its objective only when environmental pollution has
decreased for 5 years as a minimum in the company which used the
substitution measure.

84. According to the analysis performed by the National Audit Office, in
four of the five projects completed the company was able to achieve with
the investments the decrease in pollution to the extent of the percentage
required in the law (and in the contract). In one case the objectives were
not achieved and the pollution charge substituted was reclaimed from the
company; the fulfilment of two contracts has not been completed yet.
Table 3 gives an overview of the results of the substitution contracts.
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Table 3. Objectives set in the contracts on the substitution of pollution charges for the reduction of ambient air
pollution and waste generation that were effective in 200262007, and their fulfilment

Field of activities of Pollutant Reduction of Proportion of  Amount of
the company emissionto  pollution achieved  the decrease pollution
concluding the be reduced  asaresultofthe  from the total charge

substitution contract project pollution substituted
generated in

Construction materials Particulate 99% (decreased from 0,15
matter 1 150 tly to 14 tly) 0 L
Processing of rare earth Solid wastes the result is not
80% (decreased from
metals 5 500 tly to 1 099 tly) clearly 10 231 262
comparable
Shale oil production Semi-coke The project failed i i
Energy production Particulate 87% (decreased from o
matter (fly ash) 22 676 t to 3006 t) S8 HAD S
Energy production Oil shale 30% i
bottom ash
Particulate 29% (decreased from 0.4%
matter 375 tto 266 t)
Carbon dioxide | 28% (decreased from 0.3%
182 812 tto 132 139 1) <527 LY
Carbon oxide 27% (decreased from 0.2%
177 tto 129 1)
Sulphur 30% (from 1 176 t to 0.4%
dioxide 819t)
Production of shale oil Total organic 33% (planned) (from the result is not 10 321 000
and chemicals matter in semi- | 12% to 8% by 2009) clearly (maximum
coke comparable pollution
charge
substituted)
Pulp and paper Hydrogen 24% (planned) (from 49%"° 13 012 200
production sulphide gOSO;m 2006 to 6.5 t by (maximum
) pollution
Methy! 32.5% (planned) 31% e g
TS PEN (from2.5tt0 1.7 t)

Source: National Audit Office

Problems with the conclusion of 8- Although the intended reduction of pollution was achieved with most
contracts contracts analysed, the National Audit Office found the following
shortcomings in the processing of contracts:

' The information has been compared with pollution information from the year
of conclusion of the substitution contract, the reduced quantities have been taken
from the final reports of substitution contracts.

' The information was compared to information of 2002 as earlier information
was not available.

18 Information on 2007 had not been prepared by the time of audit procedures,

therefore the pollution reduction data of AS Horizon were compared with the
data of 2006.
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Problems with the inspection
of the fulfilment of contracts
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In only one of seven substitution contracts the evaluation of
applications and the arguments which had an effect on the content of
the contract were clearly documented. For instance, the Pollution
Charge Substitution Commission has given its consent to the
conclusion of the contract in only three of seven cases. Even the
process of the most recent application lacked the opinions of the
Environmental Inspectorate, the county environmental department
and the ambient air specialists of the Ministry of the Environment.

In the case of several applications for substitution, important
circumstances had not been evaluated — for instance, in only one case
the ability of the company to make the required investments from
own resources had been evaluated. In another case it was found only
after the submission of the final report on the fulfilment of the
contract that the project implemented was not justified from
environmental aspects as the company did not recycle the waste
guantities planned in the project.

Besides, the list of the works required for the achievement of the
objective in the substitution contract has a too general wording.
Therefore it is clear in only two contracts concluded which expenses
will be compensated at the expense of pollution charges and which of
them will not be.

86. There are important shortcomings in the inspection of the fulfilment
of contracts:

= The National Audit Office is not sure that county environmental
departments always check the justification of expenses made by
companies on the basis of expense receipts and their relation to
the achievement of the objectives of the project. For instance, in
inspecting the fulfilment of one contract, the county
environmental department had checked whether the company
spent as much money each quarter as provided in the substitution
contract but had not evaluated whether the expenses were
justified. Thus, expenses on a business trip abroad, a TV
programme, vacation pay of employees, drinking water, renting a
garage for a Mercedes and renting of rooms had been regarded as
justified for the purpose of reduction of pollution.

= Also no inspection visits are made to companies to compare the
information provided in the documents with the actual situation
and no evaluations of the feasibility of achievement of the final
result of the project are performed. For instance, in inspecting the
fulfilment of one contract, the county environmental department
had approved expenditures on machines that the company
actually used for other production activities, and issued invoices
for pollution charges without determination of actual waste
quantities. As a result, invoices for semi-coke quantities were
issued which did not prove to be confirmed or recycled as a
result of a subsequent inspection by the Environmental
Inspectorate.

87. Shortcomings in the processing of applications were partly caused by
the fact that the procedure of pollution charge substitution was not
exactly regulated before coming into effect of the Environmental
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Charges Act in 2006. Also the internal work procedures of the Ministry
of the Environment have been specified in the course of years. The need
for state support has not been evaluated as bringing the activities of large
polluters into conformity with the EU environmental requirements has
been regarded as a national priority — if the requirements are not met, the
state will be first to be accountable to the European Commission, and
only then the company. Therefore an additional contribution by the state
besides the investments made by the company has been regarded as
justified.

88. Appropriate control over the fulfilment of contracts is certainly made
more difficult by the general wording of the contracts. The contracts do
not provide whether the project costs include only the acquisition costs or
also labour costs for installation of the technology implemented for
environmental protection. The expenses required for the achievement of
project objectives have not been presented in sufficient detail; in only
two contracts the performance of the works has been related to the
achievement of a measurable interim result. Therefore the officials of
environmental services have to adopt decisions on whether the expenses
are justified but they lack the required competence and clear instructions
for the inspection of projects.

89. Superficial evaluation of applications leads to the risk of signing
substitution contracts for the implementation of unfeasible projects,
delays in the implementation of the projects or allocating state support to
polluters who should and are able to make investments by themselves.
The effective terms of several contracts had to be extended, in one case
the project activities had to be cut down and in one case the project had
to be deemed as failed. Failed projects emphasise the need to perform
more effective control over the implementation of projects. That would
help to avoid unjustified expenses both by the state and the company. If
expense receipts are not thoroughly verified, one cannot be certain that
the substitution of pollution charges has not been used for the support of
just daily operations of the company.

90. Recommendations of the National Audit Office to the Minister of the
Environment:

= To develop general measurable goals for the pollution charge
substitution measure and for the EIC support system that would
take into account the priorities of national action plans and
strategies. These goals will have to evaluate the effect of the
measure on the reduction of pollution after a certain period (e.g.
3 years), in order to adjust the system, if necessary. Companies
should receive support only if the objective of the investment is
to achieve conformity with BAT requirements.

= To develop more flexible criteria for the substitution of the
pollution charge to enable as many companies as possible to
apply for substitution. The specific criteria have to be developed
proceeding from the technological status of the production
process, opportunities for the reduction of pollutants, and the
existence and applicability of BAT, taking into account also the
general economic capacity of companies.
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= To consider the adjustment of the EIC Environmental
Programme for the provision of support to companies according
to the EU requirements to environmental state aid and to apply
for group exemption from the European Commission. Group
exemption facilitates application for support for companies as it
would no longer be necessary to apply for the approval of the
European Commission for each project (the European
Commission is developing a draft act to facilitate the processing
of group exemptions).

= To change the processing of pollution charge substitution
contracts in such a way that EIC would process applications for
contracts and inspect the fulfilment of contracts similar to
projects of the Environmental Programme. Evaluation of the
content of projects, incl. their justification from the
environmental protection aspects should still remain in the
competence of the Ministry of the Environment similar to the
Environmental Programme. To set up a working group for the
evaluation of project applications with members from the
departments of the Ministry of the Environment from different
fields, county environmental departments, the Environmental
Inspectorate and the Development Department, in order to ensure
control over the content of contract application documents and
fulfilment of contracts. If a project is related to implementation
of complicated technology, also experts should be involved in
the evaluation of the project application and subsequent
inspection.

= To ensure setting verifiable interim objectives also in pollution
charge substitution contracts similar to the targeted financing
contracts with EIC, that would be related to an as exact list of the
required activities as possible and the amounts of investments.
This would make it possible to perform better surveillance over
the progress of fulfilment of the contract and the relation of the
expenses made with the achievement of the objective of the
project.

= To ensure clear documentation of the decision-making process
with respect to pollution charge substitution contracts and to
bring out the arguments which had an effect on the development
of the conditions of substitution contracts. This also helps to
have better control over the effectiveness of the contracts on the
part of the Substitution Contracts Committee. All contract
documents related to applications (incl. declined applications) for
the substitution of pollution charges and conclusion and
fulfilment of contracts should be archived at one place.

Reply of the Minister of the Environment: The first recommendation

given in section 90 of the draft report: The suggestion will be taken into

account as much as possible, considering that measurable objectives have

already been set in all environmental protection fields with legislative

acts and devel opment pl ans. The obj e
Environmental Charges Act for the replacement of pollution charges are

also measurable — 15% of the initial level of emission quantities.

Development of measurable objectives will be considered and these

44 Report of the State Audit Office to the Riigikogu, Tallinn, 6 October 2008



Effect of pollution charges on the reduction of environmental pollution

objectives will be set in the conception of development of environmental
charges, if possible. Pollution charges will be replaced, if possible, only

in the case of projects which have the objective of achieving conformity
with the requirements of BAT.

The objective of substitution of the pollution charge will be added to the
conception of environment al charges
environmental objective of substitution of the pollution charge is to
motivate payers of environmental charges to implement measures which
would avoid or reduce environmental damage and the resulting damage
related to the use of natural resources, pollutant emissions to the
environment and waste di sopofteeal " . Thi
pollution charge is in conformity with the general objectives of the
Environmental Strategy. Fulfilment of the objective can be measured
with the same impact indicators which are used for the evaluation of the
implementation of the Environmental Strategy —e.g. generation of
hazardous waste, pollutant emissions, pollution load of waste water, etc.
It is possible to demonstrate with these indicators the effect of
substitution of pollution charges on the reduction of the environmental
impact. We do not see any need for setting a measurable objective for the
pollution charge substitution measure. We have to bear in mind that
implementation of the pollution charge substitution measure is only one
alternative for reducing the environmental impact. Besides, practical
implementation of the measure does not depend on only the Ministry of
the Environment but above all on payers of environmental charges (the
planned volume and cost of the investment, the willingness to apply for
substitution, etc.).

The second recommendation given in section 90 of the draft report: In
the opinion of the Ministry of the Environment the objective should not
be to substitute pollution charges for as many companies as possible.
Environmental charges would not make it possible to dramatically
improve the current technological and economic level of production and
services in Estonia to the best available level by force. BAT reference
documents (BREF) of the European Commission contain specific criteria
proceeding from BAT but these have been developed for production
sectors. Development of criteria for each company and each production
process would be extremely labour-intensive and would give little
practical benefit. BREF criteria can be applied. The long-term goal of
pollution charges is to motivate technological innovation. A
technological leap cannot be ensured if we motivate reduction of
pollution by 5 or 10% at our current level of technology. In such a case
there is a risk that small measures are taken which will bring the situation
into conformity with the current norms, but eventually any further
technological innovation is inhibited. Considering this fact, facilitation of
the substitution of the pollution charge will be left out of the conception
of development of pollution charges.

The third recommendation given in section 90 of the draft report:
Support from the EIC Environmental Programme can never be allocated
without taking into account the EU state aid rules. Approval for state aid
should be obtained for the provision of state aid in the form specified in
the rules. Group exemptions are applied whenever possible. Most cases
until now have been classified under regional aid. Opportunities for state
aid in the field of environment are acceptable for entrepreneurs only in a
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few cases. Internal consultations are going on at the European
Commission in the issue of making group exemptions to the best
solutions of eco-innovative technology. The Ministry of the Environment
monitors communication with the European Commission, keeps other
ministries constantly in touch with all changes in the area of state aid and
organises training, e.g. a training on the general regulation on group
exemption takes place on 8 October this year.

The fourth recommendation given in section 90 of the draft report: This
recommendation will be taken into account in the optimisation of the
administrative system of the Ministry of the Environment.

We have to note, however, that a committee of evaluation and processing
of project applications for pollution charge substitution, which consists of
competent experts and officials, called as Pollution Charge Substitution
Contract Committee, is operating already now with the involvement of
government agencies mentioned in the recommendation, incl.
representatives of the departments of different fields and the
Development Department of the Ministry of the Environment and the
Environmental Inspectorate. As substitution of the pollution charge may
be related to very different production processes, setting up a separate
working group for substitution projects would make the working group
ineffective. If the Pollution Charge Substitution Contract Committee
consists of heads of different subunits, it is possible to make processing
of projects more flexible according to the work procedures within
departments. Also now, experts are involved in the work, if necessary,
and the content of contract materials and documents is verified.

The fifth recommendation given in section 90 of the draft report: The
forms of annexes to pollution charge substitution contracts will be
amended to ensure setting verifiable interim objectives.

The sixth recommendation given
Procedure for the Substitution of the Pollution Charge Payment
Obligation with the Obligation of Financing of Environmental Protection
Measures® has been established
Directive No. 204 of 21 February 2007 to regulate the processing of
substitution contracts. This procedure will be critically reviewed,
amended and specified and following the procedure will be checked.

/Signed with digital signature/

Tarmo Olgo
Chief Auditor of the IV Audit Department
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Recommendations of the National Audit Office and replies of the Minister of the
Environment and Director General of the Environmental Inspectorate

The National Audit Office made several recommendations to the Ministry of the Environment on the
basis of the audit. The Minister of the Environment sent its replies to the recommendations of the
National Audit Office on 23.09.2008 and the Director General of the Environmental Inspectorate on
15.08.2008.

General comments on the Audit Report

Minister of the Environment: First we will present a few explanations in principle concerning the more important and recurring
issues raised in the report and will then present our positions concerning the recommendations given in the report.

The reportstates: ATh e sy st eomchardes woold be cohsiderably more effective if the actual environmental damage
(external costs) caused by polluting. production activities

We agree with the opinion of the National Audit Office. Theoretically, the rates of pollution charges can be based either on the
amount of expenses required for the reduction of pollution (encourages to reduce pollution emissions) or the amount of damage
caused by pollution (compensates the financial damage caused to the environment). The Minister of the Environment has
information on both alternatives, mostly from the experience of foreign countries, and these indicators could also be adjusted to
Estonia with some changes. Evaluation of external costs of ambient air pollution specifically for Estonia has been commissioned
from SEI Tallinn and will be completed by mid-September. Estimated external costs and also costs of pollution prevention are
generally hundreds of times higher than the rates of pollution charges currently applied in Estonia.

It is not possible to sharply increase the rates of charges 10- or 100-fold in the current economic conditions of Estonia. This has
also been demonstrated by negotiations with different stakeholders in the working groups which are preparing the conception of
environmental charges. Aso A2 of the Environment al Charges Act provides
environmental charges shall be based on the needs of environmental protection and the economic and social situation in the
country. We can shift the rates of pollution charges towards actual external costs by gradually moderately raising the rates of
charges every year. This is also being done. It is important for payers to know the plans of raising the rates of charges as early
as possible. The conception of environmental charges will present the trends in charges for the next ten years.

Considering the peculiarities of the Estonian legislative procedure, also the procedure of establishment of environmental charges
undergoes a long approval process which requires a lot of clarification and argumentation. The legislative act cannot even be
presented to the government before consensus is reached with the other parties. Also the current development of new rates of
charges and the conception of environmental charges is undergoing a broad circle of discussions and involvement which meets
EU requirements, and its results are not always in conformity with the recommendations of the National Audit Office. A lot of
opinions have been received on the initial version of the conception and these are all available in the Participation Web
(www.osale.ee). The development of environmental charges has generally covered a long and constantly changing way but it
has always taken into account the development of the national economy and the paying capacity of the population, following the
principle of the sustainable development conception about the need to preserve the balance between the social, economic and
environmental sphere.

The second comment campanipsrthave invesged ie envirsnemntalgptoteciion above all if not only the pollution
charges but also the legislation have began to require the introduction of new technologyd . Thi s i s a c atweec
have to point out that environmental charges are already generally used together with administrative regulations on

environmental protection to support their application and increase their effectiveness. When applied separately, the rates of
charges should be very high (similar to sulphur and nitrogen charges in Sweden) and the national taxation system should have a
different structure (e.g. according to the principle of bonuses, i.e. refunds).

We also have to note that 3.4 billion kroons have been gathered to the state budget and 1.2 billion kroons to local budgets with
environmental charges during the period when they have been in effect for the financing of state measures of sustainable use of
natural resources, environmental protection and preservation of biodiversity. Environmental protection has been relatively self-
sufficient in Estonia during the almost whole period of independence and environmental charges have made an important
contribution to its functioning. Constant need for additional funds has also had a certain effect on making the only exceptions i
substitution of the pollution charge and broader application of the measure.

You have sipolutioeahargehihave nohalways been established according to the polluter pays principled ( p. 2)
referred to the fact that lower rates of charges have been imposed on certain pollutants and a part of pollutants are not subject to
charges. We should note here that théAsbasement p ApmbuojeacTie e
the report is that large polluters (shale oil producers, Eesti Energia AS) pay less pollution charge and lower rates of charges have
been imposed on the wastes (ash, semi-coke) they are generating in comparison to other polluters.

In the recent years, rates of pollution charges for waste disposal have been considerably increased. This has followed high-
priority objectives. Until now the primary objective has been to achieve disposal according to the requirements. In the future, the
recycling of wastes will be a priority. The rates of charges have been increased considering the possibilities for the organisation
of waste management. It is possible to reduce the amount of wastes in household waste management, to sort and compost,
incinerate and recycle them, etc. Therefore non-hazardous and household wastes have higher rates of charges. Oil shale ash is
generated in very large quantities, it is located at a logistically very inconvenient place and its broader use has not been possible.
We also have to note that industrial waste management policies in developed countries are never the same as those for
household wastes. Countries try to ensure the competitiveness of their production sector. Rates of pollution charges for
hazardous wastes are relatively low in Estonia, considering the potential risk for the environment. The reason lies in the intention
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to prevent illegal disposal of hazardous wastes i the main objective is to have them brought to the hazardous waste disposal
facility.

According to the report, 5.5% of companies have preferred to pay the pollution charge at dozens of times higher rates for years
instead of taking environmental protection measures. These are mostly small boiler houses with emissions to air predominantly
less than one ton, reaching e.g. in 2006 no more than 7 tons of particulate matter (EKSEKO). Even if their rates of pollution
charges had been 10 times higher, these would not have directly motivated them to invest in a measure as air protection
measures are very expensive. If we continue the general moderate increasing of the rates of charges (20% of the rate of the
previous year annually), they will be 5.2 times higher by 2015 in comparison with 2006. We admit that even then the rates of
charges will not be high enough to motivate investments. The European Commission is completing the development of
amendments to the directive 2001/81/EC on national emission ceilings for certain atmospheric pollutants. All current air emission
permits will be reviewed and made more stringent, if necessary, with its implementation. The amendment of this directive will
also take into account the changes in positions in the recent years concerning the relative hazardousness of pollutants. Asto At h
highest amount of pollution charge paid for pollution over the permitted limitsi 2. 6 mi | | imention&drincsectios 30, the
comment concerned the mercaptan emissions of AS Horizon. Mercaptans belong to the group of volatile organic compounds.
They do not have a more harmful effect than other volatile organic compounds. Due to the unpleasant intensive smell of
mercaptans, their pollution charge is 357 times higher than that of other volatile organic compounds according to the
Environmental Charges Act. This is, however, less than 1/80 of the expenses of pollution reduction (387 000 kr/t vs 32 000 kr/t).
AS Horizon which has struggled with economic difficulties and environmental problems for years, started the construction of an
emission treatment facility in 2007 (due to BAT requirements and deadlines) which is in conformity with BAT and costs 32 million
kroons. A contract on the substitution of pollution charges was signed with AS Horizon but according to the information available
to the media, AS Horizon is on the verge of bankruptcy.

It was stated (on p. 2) that environmental permits do not force companies to reduce pollution as pollution charges allow
companies to emit more than they actually do. Determination of ambient air pollution emissions proceeds from the principles that
the allowed emission levels should not exceed the ambient air pollution limit values on the boundaries of the production territory
also in the case of the most unfavourable conditions (e.g. inversion, operating of pollution sources at maximum capacity). These
are conditions which do not occur every day and therefore also the actual emissions are mostly considerably higher. The main
condition of ensuring the ambient air pollution limit value on the boundary of the production territory has been ensured, however.

The priority of implementation of BAT is a recurring subject in the report but its benefit has also been overestimated to some
extent. We have to take into account the dynamics of BAT in time (the duration of the modernization cycle is 3i 5 years) and
space. The technological techniques preferred at the moment are presented in them, making possible further improvements and
adjustments at the same time. Proceeding strictly from the pollution emission level attainable by implementation of a specific BAT
in the planning of the functioning of charge rates and other factors for ten years in advance would inhibit creativity and may even
mean that the use of technologies would be required that have not yet been described in BAT documents and are at the testing
stage yet. We have proceeded from the current pollution level, trying to induce its reduction as much as practically possible with
increasing rates of charges. The companies may decide at their discretion which technological techniques and equipment they
are using for that purpose. The measurable limit values for emissions and pollution are established with norms in legislative acts,
similar to the implementation principles and rates for pollution charges.

The second statement in section 28 of the draft report that EEIC has no information on quantities of POPs generated in the
recent years. Information on POP (14 substances) emissions has been available, e.g. in the Information System on Estonian Air
Pollution Sources, since 2004 (https://osis.keskkonnainfo.ee, registration required). In addition, EEIC presents annual reports on
POP emissions both to the European Environment Agency and to the Secretariat of the Convention on Long-Range
Transboundary Air Pollution in Geneva.

Director General of the Environmental Inspectorate:| mp| ement ati on of the suggestions
Pol l ution Charges on the Reduction of Environmental Pol leut
current situation, apply better the polluter pays principle and motivate companies more to invest in environment-friendly
technologies. We are adding a few amendments and suggestions on our part to the recommendations given in the audit report.

The wording of the last paragraph on page 25 should be changed, in our opinion, a specialist on integrated permits should have
expert knowledge of the field.

We do not regard it necessary to have the Environmental Inspectorate as the performer of surveillance represented in the
working group of evaluation of project applications for pollution charge substitution contracts.

According to the results of the analysis performed by the National Audit Office, county environmental departments mostly issue
invoices for pollution charges on the basis of a report approved with the signature of the head of the company, and no county
environmental department requires supporting documents on quantities. According to the practical experience of the
Environmental Inspectorate, the verification of supporting documents is a very time-consuming activity which requires additional
knowledge. Amendment of the Environmental Charges Act by establishing an auditing obligation to companies which have
pollution permits would be a better solution. It would be easier to use audited reports for the calculation of pollution charges and
to inspect the conformity of the activities of a company with environmental requirements. The respective proposal with arguments
has already been submitted to the Ministry of the Environment.
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Rates of pollution charges

40. Recommendations to the Minister of the
Environment:

" To order research for making proposals for
amendments to the conception of pollution
charges and to the Environmental Charges
Act, in order to identify optimal rates of
pollution charges that would induce
companies to invest in the reduction of
pollution. Among other things, the analysis
should cover:

®  the hazardousness of pollutants, their
risks and damage to human health and
nature (incl. the ability of pollutants to
serve as precursors to other pollutants,
e.g. ozone);

" opportunities for the reduction of
pollution through the application of BAT;

®  priorities arising from international
obligations and from the Environmental
Action Plan.

" To increase the rates of charges for
pollutants which can be reduced through the
application of BAT. To differentiate between
the rates of charges of VOC and heavy
metals within the same group, considering
the hazardousness of substances. To
consider also the separation of hydrogen
sulphide and fine particulate matter from the
group of similar substances and increasing
the rates of their charges.

" To decide in the development of the
conception of environmental charges to
which indicators the increasing of pollution
charges will be bound in the long term up to
2030. The entrepreneurs should know the
exact rates of pollution charges for at least 5
years in advance. This allows companies to
plan long-term investments.

® To bear in mind that exceptions can be made
from effective rates of pollution charges only
if it is justified with national needs that cannot
be met without polluting the environment.
When making exceptions, concrete
objectives for pollution reduction with
deadlines should be set to the companies
which receive the benefits.

= All important pollutants, incl. C (except for
those who pay excise tax for electricity),
persistent organic pollutants and halogens
(HCI, fluorine compounds) should be subject
to charges for all emitters of the substances.
Indirect taxation of the methane generated
by landfills should be considered within the
waste disposal fee.

(sections 25339)

Reply of the Minister of the Environment:

The first recommendation given in section 40 of the draft report: Rates of
pollution charges which would induce companies to invest in the reduction of
pollution should theoretically be in conformity with the expenses required for
the reduction of pollution. Calculation of environmental charges for Estonia
that would be optimal for the environment would require expensive in-depth
studies that would take years to determine the expenditure required for the
reduction of all pollutants and external costs of pollution, considering the
specific features of production activities and the economic structure of
Estonia and evaluating the opportunities for the reduction of pollution.

The Ministry of the Environment has commissioned several studies for the
preparation of the conception of environmental charges. An expert
assessment will be commissioned for the evaluation of external costs related
to air pollutants and will be performed by applying the ExternE methodology
and EcoSenseWeb (ESW) software developed by the Institute of Energy
Economics of the University of Stuttgart. Within the research in water
management, also taking into account priorities arising from international
obligations in the development of rates for pollution charges will be analysed.
Research has been commissioned for the establishment of the waste
disposal charge and rates for natural resource charges. Hazardousness of
pollutants and their riskiness for human health, also possibilities for the
application of best available technology are also taken into account in the
development of environmental charges, both on the basis of the results of the
above-mentioned studies and foreign studies and expert assessments.
These studies provide answers to many but by far not all questions.

The second recommendation given in section 40 of the draft report: It would
not be particularly reasonable to differentiate environmental charges in the
group of heavy metals as so little heavy metals of different kinds are
generated that it would make relatively little sense to impose different rates of
environmental charges on them. Their emissions are restricted with
administrative regulations. This is the combined effect of administrative
regulation and an economic instrument i if a pollutant is extremely
hazardous, its permitted limit value and also emissions are very low. If the
pollution exceeds the limits, the charge rate will be 100-fold, however.

You have admitted yourself in section 28(2) on page 14 that it is difficult to
determine emissions of POPs. We find that separation of hydrogen sulphide
and fine particulate matter from the group of other similar substances and
establishment of a higher charge rate to them than to other volatile organic
compounds and particulate matter would be justified. Such a suggestion has
also been made in the draft conception of environmental charges.

The third recommendation given in section 40 of the draft report:
Establishment of rates of pollution charges for long periods in advance is
positive for entrepreneurs as it enables them to plan better their business
development and investments. This principle has also been followed, if
possible, in establishing environmental charges. However, establishment of
environmental charges for long periods does not make it possible to respond
in a sufficiently operative manner to the needs for adjusting the objectives of
economic policy as a result of changes in the priorities of environmental
protection policies (at present mainly in connection with EU positions based
on new knowledge and additional information) and economic cycles, as
companies have legitimate expectations to certain levels of pollution charges.
Although life makes very much adjustments in the course of 10 years, the
rates of pollution charges planned and announced for the long term can in
practice only be reduced. The current development of the conception of
environmental charges demonstrates that during a period of economic
recession it is very complicated to plan rates of pollution charges for a long
period in advance as our cooperation partners, entrepreneurs are very
careful in planning their future. We should also take into account the
economic cycles and the fact that a recession will probably be followed by an
upturn, which means that further raising of environmental charges is justified
after all.

The 3rd recommendation of section 40 will be taken into account in further
work. We have actually subjected to charges the most important substances
which are most wide-spread in Estonia and most hazardous. For the

Report of the State Audit Office to the Riigikogu, Tallinn, 6 October 2008

49




Effect of pollution charges on the reduction of environmental pollution

Recommendations of the National Audit

Office

Replies of the Minister of the Environment

reduction of the administrative burden it will probably be necessary to limit
their number considering that also in the developed countries only a few of
the most important substances are subject to charges.

The fourth recommendation given in section 40 of the draft report: We
probably need to discuss the concep
prepared the report. Only the rate of the pollution charge for oil shale semi-
coke can be deemed as an exception just now, although the rate of charge of
this too will become equal to that of oil shale ash disposal from 2009. The
currently effective lower rate of pollution charge for oil shale semi-coke is
based on the political decision of the Riigikogu. Substitution of pollution
charges is certainly an exception but the report recommends its wider
application (section 90(2)). Substitution of the pollution charge can be
regarded as state aid, the provision of which is generally contrary to the EU
principles. Different rates of charges to different kinds of emissions and
wastes are not exceptions or state aid. This is the position of the European
Commission. The legislative proceeding of the Environmental Charges Act
Amendment Act is going on and among other things, it cancels the
exceptional favourable charge for CO, emitted in the incineration of peat and
wastes. The rate of charge for H,S will be considerably increased in the
future. The issue of taxation of CO, emissions has been treated in section
40(5).

The fifth recommendation given in section 40 of the draft report: The
effectiveness of the charge should be taken into account in the taxation of
pollutants, analysing also the additional costs incurred by the pollutant
charge payer and collector in addition to the charge amounts paid and
collected. In our opinion, all major air pollutants are subject to the charge.
Pollution charge for CO, is currently paid only by thermal energy producers.
The future of the pollution charge for CO, will depend on the EU policy in
allocating CO, quotas. Taxation of CO, emissions from technological
processes should be considered. We will do it before the amendment of the
Environmental Charges Act next year. Other countries have not established a
charge to CO, emissions from technological processes and according to the
Energy Tax Directive they have also exempted energy-intensive production
activities from excise tax, as a rule, to maintain the competitiveness of the
production activities.

Opportunities for the taxation of persistent organic pollutants, fluorine
compounds and halogens are currently studied, with the aim of identifying
them before the end of 2008. Generation and environmental impact of
greenhouse gases are already taken into account as external costs of waste
disposal in the development of the rates of pollution charges, as you are
recommending. A considerable increase in the rates of pollution charges for
household waste disposal has been planned for the conception of the
development of environmental charges. The main reason for the increase is
to take into account the environmental impact of methane.

Application of the pollution charge and
environmental permits

70. Recommendations to the Minister of the
Environment:

To accelerate the issuing of appropriate
integrated permits to all entities who are
obliged to have an integrated permit. Fast
issuing of permits is required also for
stopping the infringement proceeding of the
European Commission.

To oblige county environmental departments
to use the Airviro pollutant simulation
software at their disposal in processing the
permits, in order to ensure the quality of
environmental permits (incl. integrated
permits). To organise training on the use of
the software to all county environmental
departments. Also to ensure that the
integrated permits issued would include
comparisons of the actual situation of the
company with BAT, incl. an action plan for

Reply of the Minister of the Environment:

The first recommendation given in section 70 of the draft report: The
following measures have been taken to accelerate the issue of integrated
permits:

a) a constant electronic consultation procedure has been established
between issuers of the integrated permit in county environmental
departments and specialists of the Environmental Management Department;
the questions asked and the answers given are sent to all persons
concerned; the subjects related to BAT are discussed at all information days
and seminars organised by the Environmental Management Department and
this practice will be continued;

b) IPPC web site administered as a part of the Ministry of the Environment
portal has been designed to publish all information on the subject with
virtually constant updates;

c) county environmental departments will review proposals from operators for
making changes in applications after issuing an integrated permit.

The result as at 01.08.2008 is as follows: According to Annex | of the IPPC
Directive, all 86 companies obliged to submit an application for an integrated
permit have submitted their applications, 73 integrated permits have been
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the removal of shortcomings in the case of
non-conformity with BAT. Also to provide
clear instructions about how to make
comparisons with BAT in situations where a
company has several small pollution sources
in a small production territory and their
capacities separately taken do not exceed
the threshold for an integrated permit or if
there are no guidelines on BAT for the
activities of the particular company.

" To train specialists of different fields in
county environmental departments for the
application of guidelines on more wide-
spread application of BAT. To assign the
task of checking the fulfiiment of BAT
requirements in issuing environmental
permits, incl. integrated permits, to
specialists of different fields (e.g. wastes, air
and water), not specialists of integrated
permits. Specialists of integrated permits
should retain the role of a coordinator which
does not assume deep expert knowledge in
the field.

" To ensure immediately the verification of
supporting documents on raw material
quantities used in the course of approval of
pollution reports of companies and the
resulting calculations of pollution charges by
county environmental departments. To oblige
county environmental departments to make
on-site visits to enterprises for checking and
to involve experts, if necessary.

" To create a common database of the
Ministry of the Environment, county
environmental departments, the
Environmental Inspectorate and the EEIC for
more effective control over the system of
calculation of pollution charges. To create a
database on the basis of quarterly reports on
pollution charge calculations, prepared by
county environmental departments, and to
link the database with the environmental
register. The database would make it
possible to obtain an overview of the
pollutant emission quantities of different
years and of the amounts of pollution
charges calculated, and would make it
possible to reduce overlapping of the
activities of the county environmental
departments, the EEIC and the Development
Department of the Ministry of the
Environment.

" To ensure the application of common up-to-
date methodologies with respect to similar
companies in the whole administrative
sphere of the Ministry of the Environment.
For that purpose to unify methodologies for
the calculation of quantities of pollutants
proceeding from pollution sources located in
Estonia and the pollutants generated. To
create computer software for the
implementation of the methodologies for
checking pollution reports.

" To initiate amendment of the Environmental
Charges Act to establish unambiguously who
will have to perform the calculation of the

Effect of pollution charges on the reduction of environmental pollution

Replies of the Minister of the Environment

issued and the rate of issuing permits is 85%. Completion of the processing
of 13 applications of integrated permits is forecast for October 2008.

The second recommendation given in section 70 of the draft report: Airviro
trainings are organised regularly. Also all specialists of county environmental
departments who are involved with the processing of applications for
integrated permits will be invited to participate in the trainings. After making it
obligatory on the basis of a legislative act to use Airviro, all county
environmental departments will be required to use it.

The Integrated Pollution Prevention
capacities of several small pollution sources and quantities of the same type
of pollutant emissions should be added together. No special instructions are
necessary for adding up.

If there is no EC reference document (BREF) for the BAT assessment of the
activities of a specific production sector (NB: not a single company), also the
respective guidelines of other countries or international organisations can be
used. If these are not available either, the use of the general principles of
pollution prevention and the BAT should be used for guidance (Integrated
Pol l ution Prevent i oni(l2))n3uchCasesare geherallyc
rareandconcern only oil shale industry
Integrated Pollution Prevention and Control Act, an application for an
integrated permit has to conform to the content and requirement of the
integrated per mit whidthe IrdegratedPolldtioni d e
Prevention and Control Act. An operator is obliged to present the materials

on clauses 11 20, incl. a comparison table between the BAT selected by the
operator and the technique applied by the operator, and also an action plan
for the removal of differences withi
of the permit is obliged to identify the differences and if these are significant,
to set the respective requirements in the integrated permit. Issuer of the
permit checks the fulfilment of the requirements during the annual review of
the integrated permit and the Environmental Inspectorate inspects it with the
same frequency in the form of surveillance. If an older integrated permit
contains no comparative statement, such a shortcoming can be removed
during the review and inspection of the enterprise.

The third recommendation given in section 70 of the draft report: see section
70(1) b). Heads of county environmental departments have been advised to

work in groups in processing the applications for integrated permits, involving
the specialists of the respective field in the county environmental department.

The fourth recommendation given in section 70 of the draft report: The
recommendation mainly concerns the pollution charge for wastes and
emissions to the air and is really appropriate. Optimization of the
administrative procedures in the system of the Ministry of the Environment is
going on (see section 70(9)). Functions of different government agencies and
the duties of different employees are specified in the course of this
optimization and their responsibility for their fulfilment is increased. A letter
will be immediately sent to county environmental departments, pointing out to
them the shortcomi ngs )(l)ofthe Bndronmentalf i |
Charges Act and obliging them to require supporting documents on raw
materials and fuel quantities in checking the calculations of the pollution
charge. The possibilities for the implementation of the recommendation of the
Environmental Inspectorate to oblige all entrepreneurs to audit their
environmental reports will be analysed in the course of the research
commissioned.

We have to note, however, that large production enterprises subject to
regulation by the Integrated Pollution Prevention and Control Act are
operating under constant surveillance by both environment departments and
the Environmental Inspectorate. The frequency for both on-site inspection of
the integrated permits and inspection of the fulfilment of the requirements of
the permit has been established in the above-me nt i one@2 ( &Aw) (
|l east once a yearfi, which is probab
expert assistance is not excluded but depends on the availability of financial
resources.

The fifth recommendation given in section 70 of the draft report: Proceeding
from Measure 3.2 of the Development Plan of the Ministry of the
Environment, the respective database (information system on environmental
permits) is being developed in order to achieve more effective control over
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pollution charge at an increased rate in the
case of pollution over limit values and
without a permit.

" To ensure immediately the application of
pollution charges at increased rates every
time when pollution over limit values or

To require the payment of an increased
pollution charge for the whole period of
operation without a permit. In cases of
pollution without a permit to identify always
the pollutants emitted and, if possible, also
the pollutant quantities (e.g. on the basis of
supporting documents on the use of
technology and raw materials). For that
purpose to allow the Environmental
Inspectorate to use expert assistance (e.g.
EERC). To develop a facilitated method for
the Draft Environmental Charges Act
Amendment Act for the application of the
charge in the cases when it is possible to
identify the quantities of pollutants.

® For the implementation of pollution charges
at increased rates to improve immediately
the effectiveness of communication between
the Environmental Inspectorate and the
county environmental departments. To
create an additional module for the common
database of the Ministry of the Environment,
county environmental departments, the
Environmental Inspectorate and the EEIC for
immediate notification of both parties of
pollution over limit values or without a permit.

(sections 41569)

pollution without a permit has been identified.

Replies of the Minister of the Environment

the system of calculation of pollution charges. The database is linked to the
environmental register and will help to considerably improve the availability of
information related to the use of natural resources in the administrative
sphere of the Ministry of the Environment. The module of calculation of
environmental charges in the database will facilitate calculations of
environmental charges by payers of environmental charges, preparation of
payment notices by environmental officials and involve additional surveillance
data besides those submitted by the user of the environment. The database
also includes a reporting module for the preparation of annual reports on
environmental charges on the basis of quarterly reports to reduce the
workload of officials. The module of environmental charges of the above-
mentioned database should be completed by 1 December 2008 according to
the plan.

The sixth recommendation given in section 70 of the draft report: By now, the
methodology for the calculation of quantities of emissions to ambient air have
been prepared and are being prepared for the main fields of activities. It is
also always possible to have a company measure actual emission quantities.
Methodologies for calculation have proceeded from the following principles:

The calculation methodologies should cover the main and most important
fields of activities which require an ambient air permit or an integrated permit.

Calculation methodologies for the most part overestimate the emission
quantities generated to ensure conformity with limit values at any case and to
motivate companies to perform actual measurements which provide a more
accurate and better picture of the pollutants generated.

For activities which are represented by a few enterprises or are insignificant
from the aspects of ambient air pollution, no separate methodologies have
been established with a Ministry of Environment regulation and it is also not
considered necessary. In such a case it is allowed to use either direct
measurements or an internationally recognised methodology (e.g.
EMEP/Corinair, US EPA AP42). Application of the methodology has to be
approved by the Ministry of the Environment.

Inspection of the pollution reports submitted follows the methodologies on the
basis of which the pollution permit has been issued. There is an Excel-based
software for the calculation of quantities of emissions from fuel combustion
and its use in the county environmental departments is voluntary.

The seventh recommendation given in section 70 of the draft report: We
agree to the suggestion and will specify the procedure for the calculation of
pollution charges at increased rates in the Environmental Charges Act.

The eighth recommendation given in section 70 of the draft report: The
recommendation will be taken into account in the amendment of the
Environmental Charges Act, both in the development of a simplified
methodology and in the definition of persons whose obligation is to collect
environmental charges at increased rates. The issues of improvement of
work procedures and conscientious performance of duties will be solved in
the course of optimization of the administrative procedures of the Ministry,
see section 70(9).

The ninth recommendation given in section 70 of the draft report: Working
groups have been set up at the Ministry of the Environment with the task of
analysing the functions and organisational structure of both the subunits of
the Ministry and the different agencies in its administrative sphere. The aim is
to use the results of the analysis for raising the efficiency of the strategic
tasks of the state in the area of environment, improvement of the use of the
existing resources, provision of high-quality public services and ensuring a
capacity for long-term successful adjustment to changes in the external
environment. One of the aims is to improve communication within the
administrative sphere of the Ministry of the Environment. Different specialists
and experts have been involved in the preparations. Proposals of the
Steering Group are ready. These are currently discussed, amended and
specified. In parallel with the above-mentioned process, the development of
the information system of environmental permits is going on with the aim of
raising the efficiency of electronic communication in the surveillance of
fulfilment of the requirements of environmental permits and in the calculation
of environmental charges. A proposal for the development of an additional
module for notification of cases of pollution over limit values or without a
permit will be forwarded to the developers of the information systems to take
it into consideration.
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The recommendation made in the audit report will be forwarded to the EEIC
and Environmental Inspectorate for taking it into account in development
activities, and a circular on the improvement of communication will be sent to
county environmental departments and the Environmental Inspectorate.

Support measures and control over their
implementation

90. Recommendations to the Minister of the
Environment:

To develop general measurable goals for the
pollution charge substitution measure and for
the EIC support system that would take into
account the priorities of national action plans
and strategies. These goals will have to
evaluate the effect of the measure on the
reduction of pollution after a certain period
(e.g. 3 years), in order to adjust the system,
if necessary. Companies should receive
support only if the objective of the investment
is to achieve conformity with BAT
requirements.

To develop more flexible criteria for the
substitution of the pollution charge to enable
as many companies as possible to apply for
substitution. The specific criteria have to be
developed proceeding from the technological
status of the production process,
opportunities for the reduction of pollutants,
and the existence and applicability of BAT,
taking into account also the general
economic capacity of companies.

To consider the adjustment of the EIC
Environmental Programme for the provision
of support to companies according to the EU
requirements to environmental state aid and
to apply for group exemption from the
European Commission. Group exemption
facilitates application for support for
companies as it would no longer be
necessary to apply for the approval of the
European Commission for each project (the
European Commission is developing a draft
act to facilitate the processing of group
exemptions).

To change the processing of pollution charge
substitution contracts in such a way that EIC
would process applications for contracts and
check the fulfilment of contracts similar to
projects of the Environmental Programme.
Evaluation of the content of projects, incl.
their justification from the environmental
protection aspects should still remain in the
competence of the Ministry of the
Environment similar to the Environmental
Programme. To set up a working group for
the evaluation of project applications with
members from the departments of the
Ministry of the Environment from different
fields, county environmental departments,
the Environmental Inspectorate and the
Development Department, in order to ensure
control over the content of contract
application documents and fulfilment of
contracts. If a project is related to
implementation of complicated technology,
also experts should be involved in the

Reply of the Minister of the Environment:

The first recommendation given in section 90 of the draft report: The
suggestion will be taken into account as much as possible, considering that
measurable objectives have already been set in all environmental fields with
legislative acts and developmentp| ans. The objective
the Environmental Charges Act for the replacement of pollution charges are
also measurable i 15% of the initial level of emission quantities.
Development of measurable objectives will be considered and these
objectives will be set in the conception of development of environmental
charges, if possible. Pollution charges will be replaced, if possible, only in the
case of projects which have the objective of achieving conformity with the
requirements of BAT.

The objective of substitution of the pollution charge will be added to the
conception of environmental charges
environmental objective of substitution of the pollution charge is to motivate
payers of environmental charges to implement measures which would avoid
or reduce environmental damage and the resulting damage related to the use
of natural resources, pollutant emissions to the environment and waste

di sposal o. This objective of sconfosmity
with the general objectives of the Environmental Strategy. Fulfilment of the
objective can be measured with the same impact indicators which are used
for the evaluation of the implementation of the Environmental Strategy i e.g.
generation of hazardous waste, pollutant emissions, pollution load of waste
water, etc. It is possible to demonstrate with these indicators the effect of
substitution of pollution charges on the reduction of the environmental

impact. We cannot see any need for setting a measurable objective for the
pollution charge substitution measure. We have to bear in mind that
implementation of the pollution charge substitution measure is only one
alternative for reducing the environmental impact. Besides, practical
implementation of the measure does not depend on only the Ministry of the
Environment but above all on payers of environmental charges (the planned
volume and cost of the investment, the willingness to apply for substitution,
etc.).

The second recommendation given in section 90 of the draft report: In the
opinion of the Ministry of the Environment the objective should not be to
substitute pollution charges for as many companies as possible.
Environmental charges would not make it possible to dramatically improve
the current technological and economic level of production and services in
Estonia to the best available level by force. BAT reference documents
(BREF) of the European Commission contain specific criteria proceeding
from BAT but these have been developed for production sectors.
Development of criteria for each company and each production process
would be extremely labour-intensive and would give little practical benefit.
BREF criteria can be applied. The long-term goal of pollution charges is to
motivate technological innovation. A technological leap cannot be ensured if
we motivate reduction of pollution by 5 or 10% at our current level of
technology. In such a case there is a risk that small measures are taken
which will bring the situation into conformity with the current norms, but
eventually any further technological innovation is inhibited. Considering this
fact, facilitation of the substitution of the pollution charge will be left out of the
conception of development of pollution charges.

The third recommendation given in section 90 of the draft report: Support
from the EIC Environmental Programme can never be allocated without
taking into account the EU state aid rules. Approval for state aid should be
obtained for the provision of state aid in the form specified in the rules. Group
exemptions are applied whenever possible. Most cases until now have been
classified under regional aid. Opportunities for state aid in the field of
environment are acceptable for entrepreneurs only in a few cases. Internal
consultations are going on at the European Commission in the issue of
making group exemptions to the best solutions of eco-innovative technology.
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evaluation of the project application and
subsequent inspection.

" To ensure that verifiable interim objectives

are set also in pollution charge substitution
contracts similar to the targeted financing
contracts with EIC, that would be related to
the as exact list of the required activities as
possible and the amounts of investments. It
would make it possible to perform better
surveillance over the progress of fulfilment of
the contract and the relation of the expenses
made with the achievement of the objective
of the project.

® To ensure clear documentation of the

decision-making process with respect to
pollution charge substitution contracts and to
bring out the arguments which had an effect
on the development of the conditions of
substitution contracts. This also helps to
have better control over the effectiveness of
the contracts on the part of the Substitution
Contracts Committee. All contract
documents related to applications (also
declined applications) for the substitution of
pollution charges and conclusion and
fulfilment of contracts should be archived at
one place.

Replies of the Minister of the Environment

The Ministry of the Environment monitors communication with the European
Commission, keeps other ministries constantly in touch with all changes in
the area of state aid and organises training, e.g. a training on the general
regulation on group exemption takes place on 8 October this year.

The fourth recommendation given in section 90 of the draft report: This
recommendation will be taken into account in the optimisation of the
administrative system of the Ministry of the Environment.

We have to note, however, that a committee of evaluation and processing of
project applications for pollution charge substitution, which consists of
competent experts and officials, called as Pollution Charge Substitution
Contract Committee, is operating already now with the involvement of
government agencies mentioned in the recommendation, incl.
representatives of the departments of different fields and the Development
Department of the Ministry of the Environment and the Environmental
Inspectorate. As substitution of the pollution charge may be related to very
different production processes, setting up a separate working group for
substitution projects would make the working group ineffective. If the
Pollution Charge Substitution Contract Committee consists of heads of
different subunits, it is possible to make processing of projects more flexible
according to the work procedures within departments. Also now, experts are
involved in the work, if necessary, and the contents of contract materials and
documents is verified.

The fifth recommendation given in section 90 of the draft report: The forms of
annexes to pollution charge substitution contracts will be amended to ensure
setting verifiable interim objectives.

The sixth recommendation given in s

Procedure for the Substitution of the Pollution Charge Payment Obligation

(sections 71389) with the Obligation of Financing of Environme nt a | Protectio
been established with the Minister of the Environment Directive No. 204 of 21
February 2007 to regulate the processing of substitution contracts. This
procedure will be critically reviewed, amended and specified and following
the procedure will be inspected.
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Objective of the audit

The objective of the audit was to evaluate whether pollution charges influence entrepreneurs to reduce
environmental pollution through investment in environment-friendly technologies.

Criteria for giving the evaluation
The National Audit Office gave the evaluation proceeding from the following criteria:

1. Rates of pollution charges are based on analyses and take into account the hazardousness of
the pollutant to the environment and to human health, sensitivity of the site to pollution and
application of best available techniques. Imposing a lower rate to the pollution charge of a
pollutant arises from national needs and has been justified to the general public.

2. All pollution sources have been identified and all significant pollutants have been subjected
to charges. The obligation of payment of the pollution charge has been specified in the
environmental permit.

3. Rates of pollution charges have been established for long periods.

4. No companies are polluting without a permit or exceeding the limit values. Pollution by
companies and submission of reports on pollution are systematically and regularly inspected.
Pollution charges at higher rates are applied to pollution which exceeds the quantities
provided in the permit or for pollution without a permit.

5. Pollution has decreased and the environmental situation has improved in the fields subjected
to pollution charges (wastes, air). Polluters follow the recommendations of best available
techniques. Companies have made investments for the reduction of pollution.

6. The objective and result of implementation of the pollution charge substitution measure is
clear and measurable. The substitution measure is available to all payers of the pollution
charge. Criteria for substitution proceed from the actual possibilities of companies for the
reduction of pollution.

7. The results achieved with the substitution of the pollution charge conform to the objectives of
the pollution charge substitution measure. The companies which have used the substitution
measure have decreased their pollution of the environment. State surveillance is performed
during and after the implementation of the substitution measure over the company which used
the measure.

8. The pollution charges collected are reallocated to the development of environment-friendly
technology and use of raw materials.

Scope and method of the audit

The activities of the Ministry of the Environment in the formation of the system of pollution charges, and
the activities of the same ministry and its agencies in the collection of pollution charges and issuing of
environmental permits were analysed in the course of the audit. Also the allocation by the Ministry of the
Environment and the Environmental Investment Centre of the funds received as pollution charges to
projects of reduction of environmental pollution was evaluated.

The audit was focused on three main issues:
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1. Do the rates of pollution charges imposed with the Environmental Charges Act induce companies
to invest in the reduction of pollution?

2. Are pollution charges applied in a manner that ensures their as large effect as possible on the
reduction of environmental pollution?

3. Do the financial instruments offered by the state motivate companies to reduce pollution?

The time scope of the audit is the period 2002—2007. The audit covered ambient air and waste charges.
Water pollution charges were not evaluated as in addition to extensive support from the EIC, also large
amounts of EU support funds have been allocated to this area and water pollution has decreased mostly as
a result of construction of sewage networks managed by local governments, rather than at the expense of
pollution by industrial enterprises. In the case of ambient air, effect on transport emissions was not
evaluated as these are not subject to pollution charges.

The following activities were performed to obtain replies to the main issues of the audit:

56

Legislative acts, policy documents, reference documents on best available techniques and the practice
of other countries in the application of pollution charges were analysed.

Interviews and explanations were requested from the following persons:

(0]

(0]

Silja Lupsi k, Head of the Dev elndrgumeatn

Eva Kraav, Adviser on Environmental Economics of the Development Department of the
Ministry of the Environment;

Viktor Grigorjev, Head of the Ambient Air and Radiation Safety Bureau of the Ministry
of the Environment;

Alla Romanova, Chief Specialist of the Ambient Air and Radiation Safety Bureau of the
Ministry of the Environment;

Peeter Eek, Head of the Waste Department of the Ministry of the Environment;

Juar i Truus a, Advi ser of the Environment al

Management and Technology Department of the Ministry of the Environment;

Olga Zaitseva, Chief Air Specialist of the Harjumaa County environmental department;

t

Depar

\

Ahti Tou0rn, Air Sp €oontyanviionsngntal departmeit;e Har j umaa

Hei kko Ant s méae, Wa s t e Cofnty encironanéntal separtneerit;
Gor el Graudi ng, Wast eCouBtpeavirannaeetal departments
Agu Var i mae, -Viienadcoudyfenvitolmentalldepatment;

Ak sana Be dialis of theAlda-MiruiBap @ognty environmental department;
Tatjana Antonova, Air Specialist of the Ida-Virumaa County environmental department;

Tamara Ivanova, Chief Waste Specialist of the Ida-Virumaa County environmental
department;

Alina Nevent, Waste Specialist of the Ida-Virumaa County environmental department;
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Effect of pollution charges on the reduction of environmental pollution

0 Marina Sevastjanova, Waste Specialist of the Ida-Virumaa County environmental
department;

o Silva Prihodko, Acting Head of the Environmental Protection Department of the
Environmental Inspectorate;

o Hei ko Pdédersal u, Head of the Environment al
the Environmental Investment Centre;

0 Erik Teinemaa, Head of the Air Quality Management Department of the Estonian
Environmental Research Centre;

0 Kaia Oras, Head of the Environment and Sustainable Development Statistics Service of
Statistics Estonia;

o Eda Grianer, Leading Statistician of the Eny
Statistics Service of Statistics Estonia;

o Kersti Salu, Senior Statistician of the Environment and Sustainable Development
Statistics Service of Statistics Estonia;

o Anu Kol aviir, Leading Statistician of the (
Statistics Department of Statistics Estonia;

0 Elo Mandel, Chief Specialist of the Air Bureau of the Estonian Environment Information
Centre;

o Tea NOmMmann, Director of the Estonian |l nsti
o0 Harri Moora, Programme Manager of the Estonian Institute for Sustainable Development;

0 Ljuba Gornaja, Lecturer of Environmental Economics of the Tallinn University of
Technology;

0 Lauri Lelumees, Chief Specialist of the Indirect Taxes Division of the Tax Policy
Department of the Ministry of Finance.

= 40 companies were surveyed who are the biggest polluters (the biggest air polluters included also the
biggest waste generators). To compile the sample, companies with the biggest emissions of SO,,
particulate matter, VOC, NO, in 2001-2006 were ranked, adding also the biggest polluters of 2003
and 2006, judging by emission quantities and amounts of pollution charges.

= All county environmental departments were surveyed.

= Quarterly pollution reports (air and wastes) submitted by companies were examined at the Ida-
Virumaa county environmental department.

=  The following information was analysed:
o0 information on pollution charge calculations from the Ministry of the Environment;

o information from the Estonian Environment Information Centre on ambient air pollution
(aboutKohtla-J ar ve, Tallinn and r urMuldgaareayni ci pal i ti
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o surveillance reports prepared by the Estonian Environmental Research Centre (2002—
2006) concerning Kohtla=J & r v e a n dMatrduerea;Mu u g a

o information received from the Environmental Inspectorate and county environmental
departments on cases of pollution exceeding the limit values or without a permit (fines
and payment of an increased pollution charge);

0 integrated environmental permits issued to existing large incineration plants;

0 contracts on pollution charge substitution and materials related to their conclusion and
surveillance;

o list of projects financed by the EIC.

Time of conclusion of the audit:
The audit activities were performed from February to May 2008.

The audit team:

The audit team consisted of the Audit Manager Tuuli Rasso and the auditors Airi Andresson and Kaire
Kuldpere.

Contact information

Additional information on the audit is available from the Communication Service of the National Audit
Office, tel +372 640 0704 or +372 640 0777, e-mail: riigikontroll@riigikontroll.ee

An electronic copy of the Audit Report (pdf) is available on the web site www.riigikontroll.ee.

A summary of the Audit Report is also available in English.

The Audit Report has been registered in the documentation system of the National Audit Office under No.
OSIV-2-1.4/08/74.

Postal address of the National Audit Office is:

Narva mnt 11a

15013 Tallinn

Tel +372 640 0700

Fax +372 661 6012
riigikontroll@riigikontroll.ee
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