


Last October, as required under the General Law on Climate Change (Ley General de Cambio Climático) 
(the “Law”), Mexico’s Ministry of Environment published the preliminary rules for a pilot cap-and-trade 
program (the “Rules”), in order to commence with an emissions trading system1 (“Cap-and-Trade 
Program”), that initially, will not have a cost for its participants.

The Cap-and-Trade Program will have two phases: the initial stage, which will enable the parties 
involved to know the way an emissions trading system works through a pilot stage of the Cap-and-Trade 
Program, with a validity of 36 months (from January 1, 2020, to December 31, 2022), and the operative 
stage, in which the Cap-and-Trade Program will be fully implemented at the end of its pilot stage.

The Rules provide that the Cap-and-Trade Program is directed to the energy and industrial sectors 
(“Participant Industries”), resulting from the identification in the National Registry of Emissions that such 
sectors report direct annual emissions of at least 100,000 tons or of CO2 , which translates into 90% of the 
reported emissions, thus acting as the main source of direct emissions of greenhouse gases (“GHGs”). 

The Rules will be applicable to Participant Industries, in the following cases: 

1. If their stationary sources emitted direct CO2 in at least 100,000 tons in 2016, 2017, 2018 or 2019, 
their facilities must participate from the beginning of the pilot Cap-and-Trade Program; or if their 
stationary sources exceed such threshold from 2020 and onwards, they must enter the program as 
new participants; and

2. When they fall within any of the following categories established in the Regulations of the Law 
regarding the National Registry of Emission (Reglamento de la Ley General de Cambio Climático en 
materia del Registro Nacional de Emisiones): (a) Energy Sector, for the subsectors of: (i) production, 
transportation and distribution of hydrocarbons, and (ii) generation, transmission and distribution 
of electricity, and (b) Industrial Sector, for the subsectors of: (i) automotive, (ii) cement and limekiln, 
(iii) chemicals, (iv) food and beverages, (v) glass, (vi) steel, (vii) metal, (viii) mining, (ix) petrochemicals, 
(x) cellulose and paper, and (xi) others that generate direct emissions from stationary sources. 

The Participant Industries required under items 1 and 2 above, must participate in the Cap-and-Trade 
Program, regardless of whether their annual emissions are below 100,000 tons of CO2 at any point during 
the pilot phase of the Cap-and-Trade Program. In relation to the emissions generated in 2020, such 
industries will have reporting and verification obligations, and will have to deliver emission rights. 

The Ministry of Environment will set a Cap – maximum amount of emission rights applicable for each 
year – in accordance with emissions reduction goals and Mexico’s international commitments in climate 
change mitigation. Each emission right allows emitting one ton of CO2 during a given compliance period. 

1. The emissions trading is aimed at promoting and reducing emissions in a cost-efficient manner, in a measurable, reportable 
and verifiable way, without undermining the competitiveness of the Participant Industries in international markets.
2. The pilot Cap-and-Trade Program considers only the CO2 emissions, derived from the identification of this gas GG as 
the most emitted nationally, because it constitutes an indicator for the preparation of the system´s operation stage. 
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Furthermore, the Ministry of Environment will annually establish reserves in a Monitoring System, 
consisting of a quantity of emissions rights in addition to the Cap, equivalent to 10% for the new participants 
and/or participants that have an expansion in their production, 5% for regular auctions3 and 5% for 
adjustment allocations4. 

Facing the beginning of the Cap-and-Trade Program, the Ministry of Environment has determined that 
for 2020, the Cap of Emission Rights, considering the reserves, will be of 271.3 million, and for 2021, of 273.1 
million; the limit applicable for each sector is the following: 

The emission rights for the pilot Cap-and-Trade Program will be awarded free of charge and have been 
determined taking into consideration the emissions in the year in which the participants have achieved or 
surpassed 100,000 tons, taking into account as well, historic information reported by the participants to the 
National Registry of Emissions, the Mexico’s Intended Nationally Determined Contribution, and each industry’s 
goal established in the second transitory article of the Law (please refer to our Client Alert from July 13, 
2018). The emission rights will be deposited in the participants’ accounts no later than October 24 of the 
year in which such emissions are reported and verified, in addition to the rights corresponding to any new 
participant for the following compliance period. 

3. From the second year of the initial stage of the pilot Cap-and-Trade Program, free auctions of emission rights deposited 
in the reserve will be implemented; in such auctions the Ministry of Environment may establish maximum purchase amounts. 
4. An adjustment allocation will be carried out for each participant when the amount of emission rights allocated to such 
participant is lower than the emissions that it registered and verified in the corresponding compliance period. 
 

Sector

 Electricity generation

 Cement 

 Chemical Industry 

 Glass 

 Iron and steel 

 Lime 

 Mining

 Oil and gas 

 Oil refinery 

 Petrochemicals 

 Paper 

 Food and beverages 

 Others

Emission Rights (millions)

 138.1

 30.2

 7

 2.7

 14.7

 0.6

 2.1

 35.3

 17.8

 5.7

 2.3

 7.7

 7 (2020), 8.8 (2021)
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The Participant Industries of the Cap-and-Trade Program must submit before the Ministry of 
Environment, no later than November 1st of each year, an amount of emission rights equal to the reported 
and verified emissions of the previous year. Such participants may use the surplus emission rights in their 
account in order to carry out transactions5 or to comply with their obligations in subsequent compliance 
periods, during the pilot Cap-and-Trade Program. If a participant fails to comply with its obligations by 
November 15, such participant will be prevented from carrying out transactions regarding its surplus 
rights and, in addition, in the first allocation of the operative stage of the Cap-and-Trade Program, twice 
the amount of outstanding emission rights will be discounted from such participant’s account. 

When a facility is finally shut down, the participant must comply with its obligations and return to the 
Ministry of Environment any outstanding emission rights. 

The Cap-and-Trade Program establishes the following flexible compliance mechanisms: (a) compensation 
credits6 through eligible mitigation projects or activities, and (b) recognition of early mitigation actions that 
receive certified emissions reduction credits prior to the implementation of the Cap-and-Trade Program. The 
Ministry of Environment will issue compensation credits for their use in the pilot Cap-and-Trade Program to 
eligible mitigation projects or activities, which are aimed at reducing or preventing emissions or act as carbon 
sinks. The participants will only be allowed to offset up to 10% of their emission rights obligations during the 
pilot Cap-and-Trade Program.

In order to maintain the environmental integrity of the Cap-and-Trade Program and effectively evaluate 
the efficiency and outcomes of the Cap-and-Trade Program, during the pilot phase, Clean Energy 
Certificates, market instruments used in the electric industry, may not be converted into emission rights 
or used as compensation credits. 

In the face of the increasing requirements imposed in the productive sector to mitigate climate change, 
it is important to keep up to date in exercises such as the pilot Cap-and-Trade program and know in detail 
the obligations imposed to each industry.

We remain at your service for any questions or comments regarding the information contained herein.

Gabriel Calvillo | Of Counsel | gcalvillo@macf.com.mx 
Paula Pérez | Associate | pxperez@macf.com.mx 

Aisha Calderón | Associate | acalderon@macf.com.mx

+52 (55) 5201 7400

5. Transactions consist of transfers of emission rights between the participants, carried out through the Monitoring System. 
6. Compliance instrument issued by the Ministry of Environment, that represents the diminishment and absorption of 
one ton of carbon bioxide equivalent, or avoided emissions in the same amount, resulting from eligible mitigation of 
emissions projects or activities that are not covered by the Testing Program. 
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