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Why is the EU putting in place a Carbon Border Adjustment Mechanism?

The EU is at the forefront of international efforts to fight climate change. The European
Green Deal set out a clear path towards achieving the EU's ambitious target of a 55%
reduction in greenhouse gas emissions compared to 1990 levels by 2030, and to become
climate-neutral by 2050. In July 2021, the Commission made its Fit for 55 policy proposals
to turn this ambition into reality, further establishing the EU as a global climate leader.
Since then, those policies have taken shape through negotiations with co-legislators, the
European Parliament and the Council, and many have now been signed into EU law. This
includes the EU’s plan for a Carbon Border Adjustment Mechanism (CBAM).

As the EU raises its climate ambition and less stringent environmental and climate policies
prevail in some non-EU countries, there is a strong risk of so-called ‘carbon leakage' - i.e.
companies based in the EU could move carbon-intensive production abroad to take
advantage of lax standards, or EU products could be replaced by more carbon-intensive
imports. Such carbon leakage can shift emissions outside of Europe and therefore
seriously undermine EU as well as global climate efforts. The CBAM will assess the
emission released in producing goods and equalise the price of carbon between domestic
products and imports of a selected number of products. Hence it will ensure that the EU's
climate objectives are not undermined by production relocating to countries with less
ambitious policies. The CBAM is therefore a climate measure to prevent the risk of carbon
leakage and support the EU's increased ambition on climate mitigation, while ensuring
WTO compatibility. Over a period of eight years, CBAM will also gradually replace the free
allowances given under the EU Emission Trading System (ETS). In this way, CBAM will be
an important incentive for EU producers to reduce emissions.

The European Parliament and the Council of the European Union, as co-legislators, signed
the final CBAM Regulation on 10 May 2023. The provisions underpinning the CBAM, and its
operational features will now progressively enter into force and application.

How will the CBAM work?

In accordance with EU’s international policies and commitments, CBAM has been designed
to comply with EU’s international obligations including World Trade Organization (WTO)
rules. The CBAM system will mirror the EU ETS and will work as follows:

e CBAM will be applied on the actual declared carbon content embedded in the goods
imported in the EU, according to a formula that will reflect the effects of the EU ETS on the
production of similar goods in the EU.



e Asfrom the entry into force of the final regime of CBAM in 2026, EU importers will buy
CBAM certificates corresponding to the carbon price that would have been paid, had the
goods been produced under the EU's carbon pricing rules.

e Conversely, if a non-EU producer has already paid a carbon price in a third country on the
embedded emissions for the production of the imported goods, the corresponding cost can
be fully deducted from the CBAM obligation.

e The CBAM will therefore help reduce the risk of carbon leakage while encouraging producers
in non-EU countries to green their production processes and countries to introduce carbon
pricing measures.

To provide businesses and other countries with legal certainty and stability, the CBAM will
be phased in gradually and will initially apply only to a selected number of goods at high
risk of carbon leakage: iron/steel, cement, fertilisers, aluminium, hydrogen and electricity
generation. In a transitional period, a reporting system will apply as from 1 October 2023
for those goods with the objective of facilitating a smooth roll out and to facilitate dialogue
with third countries. Importers will start paying the CBAM financial adjustment in 2026.

How does CBAM interact with the Emissions Trading System (ETS)?

The EU's Emissions Trading System (ETS) is the world's first international emissions
trading scheme and the EU's flagship policy to combat climate change. It sets a cap on the
amount of greenhouse gas emissions that can be released from power production and
large industrial installations. Allowances must be bought on the ETS trading market,
though a certain number of free allowances is distributed to industry to prevent carbon
leakage. In order to step up the incentive to decarbonise, the CBAM will progressively
become an alternative to this. Under the EU’s ETS, the number of free allowances for all
sectors declines over time so that the ETS can have maximum impact in fulfilling the EU’s
ambitious climate goals. For the CBAM covered sectors, free allowances will be phased out
as from 2026, as the CBAM financial adjustment is phased in according to a gradual
schedule.

To complement the ETS, the CBAM will be based on a system of certificates to cover the
embedded emissions in products being imported into the EU. The CBAM departs from the
ETS in some limited areas where it was needed for a border adjustment instrument, as it
is not a ‘cap and trade' system. Nevertheless, the CBAM certificates mirror the ETS price.

Once the full CBAM regime becomes operational in 2026, the system will adjust to reflect
the revised EU ETS, in particular when it comes to the reduction of available free
allowances in the sectors covered by the CBAM. This means that the CBAM will only begin
to apply to the products covered and in direct proportion to the reduction of free
allowances allocated under the ETS for those sectors. Put simply, until they are completely
phased out in 2034, the CBAM will apply only to the proportion of emissions that does not
benefit from free allowances under the EU ETS, thus ensuring that importers are treated in
an even-handed way compared to EU producers.

Which sectors will the new mechanism cover and why were they chosen?

The CBAM will initially apply to imports of the following goods:

e Cement
e |ron and Steel
e Aluminium



e Fertilisers
e Hydrogen
e Electricity

These sectors have been selected following specific criteria, in particular their high risk of
carbon leakage and high emission intensity which will eventually - once fully phased in -
represent more than 50% of the emissions of the industry sectors covered by the ETS.

The CBAM will apply to direct emissions of greenhouse gases emitted during the
production process of the products covered, as well as to indirect emissions for a subset of
those products (i.e. cement and fertilisers). The CBAM Regulation provides that an
analysis will need to be carried out before including indirect emissions in further products
in the future. A review of the CBAM’s overall functioning during its transitional period will
also be concluded before the entry into force of the definitive system.

At the same time, the product scope will be reviewed by the end of the transitional period
to assess the feasibility of including other goods already covered by the EU ETS and
susceptible to carbon leakage, such as certain downstream products and those identified
as suitable candidates during negotiations (i.e. chemicals and polymers). The report will
include a timetable setting out their inclusion by 2030.

Will the CBAM apply to EEA countries?

The CBAM has EEA relevance and is designed to take full account of the carbon price paid
in third countries, whether through market-based instruments like the ETS, or through
carbon taxation. Goods originating in countries that fully apply the EU ETS - such as EEA
countries — or that have concluded an agreement fully linking their ETS with the EU ETS -
such as Switzerland - are entirely excluded from the mechanism.

By ensuring importers pay the same carbon price as domestic producers under the EU
ETS, CBAM will ensure equal treatment for products made in the EU and imports from
elsewhere and avoid carbon leakage.

How is the CBAM compatible with other ETS systems outside the EU?

The CBAM will ensure that imported products will get “no less favourable treatment” than
EU products, thanks in particular to 3 CBAM design features:

- the CBAM takes into consideration “actual values” of embedded emissions, meaning that
decarbonising efforts of companies exporting to the EU will lead to a lower CBAM payment,

- the price of the CBAM certificates to be purchased for the importation of the CBAM goods
will be the same as for EU producers under the EU emissions trading system (EU ETS), and

- the effective carbon prices paid outside the EU will be deducted from the adjustment to
avoid a double price.

This carbon price paid in a third country could for example be due to an established
Emissions Trading System. The Commission will develop secondary legislation before the
end of the transitional period to design the rules and processes to take in to account the
effective carbon price paid abroad. During the transitional period, the reports will need to
include the carbon price due in a country of origin for the embedded emissions in the
imported goods, taking into account any rebate or other form of compensation available,
for information purposes.



Transitional Period

What will happen in the transitional period?

During the transitional period starting on 1 October 2023 and finishing at the end of 2025,
importers will have to report at the end of each quarter emissions embedded in their
goods subject to CBAM without paying a financial adjustment, giving time for the final
system to be put in place.

This transitional period, combined with the gradual phasing-in of CBAM between 2026 and
2034, will allow for a careful, predictable and proportionate transition for EU and non-EU
businesses as well as authorities.

What specific information needs to be reported by each CBAM covered sector?

The following table provides an overview of the specific emissions and greenhouse gases
covered and how direct and indirect emissions will be determined for each sector under
the CBAM scope. Each sector’s particularities have been taken into account when
designing the methods for reporting and calculating embedded emissions in these goods
while mirroring the EU Emissions Trading System:

Issue CBAM good
Cement Fertilisers Iron/Steel Aluminium Hydrogen Electricity
Reporting
metrics (per) Tonne of good (per) MWh
CO2 (plus CO2 (plus
nitrous perfluorocar
Greenhouse oxide for bons (PFCs)
gases covered Only CO2 some Only CO2 for some Only CO2 Only CO2
fertiliser aluminium
goods) goods)
Emission
coverage during Direct and indirect Only direct
transitional
period
Emission
coverage during Direct and indirect Only direct, subject to review Only direct
definitive period
Based on
default
Determination of values,
. Based on actual emissions, unless they cannot be adequately unless
direct embedded )
. . determined several
emissions !
cumulative
conditions
are met
Determination of
indirect Based on default values, unless conditions are met (i.e. direct Not
embedded technical connection or power purchase agreement) applicable
emissions




CBAM reporting obligation

Who is responsible for the reporting?

Customs authorities will inform customs declarants of their obligation to report information
during the transitional period. The customs declarant will either be the importer or the
indirect customs representative depending on who lodges the customs declaration.

The person responsible for the reporting obligation can be one of the following:

1. the importer when (i) the importer lodges a customs declaration for release for free
circulation of goods in its own name and on its own behalf; and when (ii) is also the declarant
holding an 5ertificate5n to lodge a customs and declares the importation of goods;

2. the indirect customs representative, where the customs declaration is lodged by the indirect
customs representative appointed in accordance with Article 18 of Regulation (EU) No
952/2013, when the importer is established outside of the Union; or when an indirect
customs representative has agreed to the reporting obligations in accordance with Article 32
of Regulation 2023/956.

What are the reporting obligations?

During the transitional period of the CBAM, from 1 October 2023 until 31 December 2025,
the importer shall submit a CBAM report on a quarterly basis. This report will include the
information on the goods imported during that quarter of year and should not be
submitted later than one month after the end of that quarter. More concretely, the report
shall include the information referred in Article 35 of the Regulation:

e the total quantity of each type of goods;

e the actual total embedded emissions;

e the total indirect emissions;

e the carbon price due in a country of origin for the embedded emissions in the imported
goods, taking into account any rebate or other form of compensation available.

How is a CBAM report submitted during the transitional period?

A CBAM report is submitted using the CBAM Transitional Registry which will be deployed
for the use of Economic Operators in the EU as from the 15t of October 2023 together with
a set of webinars and trainings which will facilitate the use of the registry and the
submission of data during the transitional period.

Do importers of CBAM goods need to be authorised to import CBAM products
during the transitional period?

Importers of CBAM goods will not need to be authorised during the transitional period in
order to import these goods into the EU. Customs will inform importers of CBAM goods of
their reporting obligations at the moment of import.

Are there verification obligations during the transitional period?

No, verification by an external independent body will only be mandatory from 2026



Role of the European Commission
What is the role of the European Commission during the transitional period?

The Commission will have the following tasks during the transitional period:

e Manage the CBAM Transitional Registry.
Analyse the impact of CBAM on: Exports, downstream products, trade flows and LDCs.

e Prepare secondary legislation in the form of implementing acts:

o In Q3 2023 on the transitional period (art.35), reporting obligations and reporting
infrastructure.

o In Q3 2024 on authorisation of declarants (art.5 and 17), the CBAM registry (art.14)
and accreditation of verifiers (art.18).

o In Q2 2025 implementing acts on indirect emissions (annex V), verification (art.8),
carbon price paid (art.9), information for customs (art.25), continental shell (art.2),
average ETS price (art.21), CBAM declaration (art.6), methodology (art.7) and free
allocations (art.31).

e Prepare secondary legislation in the form of delegated acts during Q3 2024 for the
accreditation of verifiers (art.18) and selling and repurchasing of certificates (art.20). If
necessary, the Commission will also prepare delegated acts on exempted countries, rules on
electricity and anti-circumvention.

e Prepare the methods for calculating and reporting embedded emissions during the definitive
period.

e Set up the Common Central Platform where the sale, repurchase of certificates will take
place in the definitive period.

Competent Authorities
What is a competent authority?

Each Member State has designated a competent authority, which will carry out the
functions and duties as defined in Regulation (EU) 2023/956. The list of authorities will
soon be published by the Commission.

What is the role of the competent authorities during the transitional period?

The tasks attributed to the competent authority will increase over time, where initially,
during the transitional period, they will have to provide guidance to the importers and
customs representatives, they will assist the Commission in the control of the CBAM
reports during the transitional period.

CBAM Transitional Registry
What is the CBAM Transitional Registry?

In order to ensure an efficient implementation of reporting obligations, the Commission
has developed an electronic database, which will collect the information reported during
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the transitional period. The CBAM Transitional Registry is a standardised and secured
electronic database containing common data elements for reporting in the transitional
period, and to provide for access, case handling and confidentiality. The CBAM Transitional
Registry is the basis for the development and establishment of the CBAM Registry
pursuant to Article 14 of Regulation (EU) 2023/956.

What will the CBAM Transitional Registry be used for?

The CBAM Transitional Registry shall enable communication between the Commission, the
competent authorities, customs authorities of the Member States and reporting declarants.

The CBAM Transitional Registry will not be used for enforcement, as the information
collected will solely serve to feed onto the data analysis and collection during the
transitional period.

Customs
What obligations will customs representatives have?

During the transitional period, as indicated in article 32 Regulation (EU) 2023/956, the
reporting obligation applies:

e if the importer is not established in a Member State: the indirect customs
representative;

e if the importer is established in a Member State: the importer, or, subject to
agreement, the indirect customs representative.

Definitive period
How will the CBAM work in practice during the definitive period?

The CBAM will mirror the ETS in the sense that the system is based on the purchase of
certificates by importers. The price of the certificates will be calculated depending on the
weekly average auction price of EU ETS allowances expressed in € / tonne of CO:
equivalents emitted. Importers of the goods will have to, either individually or through a
representative, register to take part in the CBAM and buy CBAM certificates.

The7ertificatees surrendered by the CBAM declarant shall correspond to the amount of
embedded emissions of the relevant goods expressed in tonnes of CO2. In any case, the
authorised CBAM declarant shall ensure that the number of CBAM certificates on its
account in the CBAM registry at the end of each quarter corresponds to at least 80 % of
the embedded emissions. In addition, there is a possibility to purchase certificates along
the year.

CBAM certificates will be sold by Member States through a common central platform to
authorised CBAM declarants established in that Member State. Only authorised CBAM
declarants are allowed to purchase certificates. These certificates shall be surrendered via
the CBAM registry by 31 May each year being 2027 the first time, for the year 2026.

What will be the role of the European Commission during the definitive period?
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The CBAM Regulation stipulates that the new mechanism should be run by the European
Commission in coordination with relevant Member States’ competent authorities.
Therefore, the Commission will be in charge of reviewing and verifying declarations as well
as managing a central platform for the selling of CBAM certificates to importers. From
2026, importers of CBAM goods into the EU will have to declare by 31 May each year the
quantity of goods and the embedded emissions in those goods imported into the EU in the
preceding year. At the same time, they must surrender the CBAM certificates they have
purchased in advance from the Commission.

How is a CBAM declarant authorised and what is the timeline for its
authorisation during the definitive period?

The competent authority in the Member State in which the applicant is established shall
grant the status of authorised CBAM declarant, when the applicant meets the following
criteria:

- has not been involved in a serious infringement or in repeated infringements of customs
legislation, taxation rules, market abuse rules or the CBAM Regulation;

- demonstrates its financial and operational capacity;

- is established in the Member State where the application has been submitted;

- has been assigned an EORI number.

A consultation procedure is required before granting the authorisation, and it should not
exceed 15 working days.

How can EU importers ensure that they get the information they need from their
non-EU exporters to be able to use the new system correctly?

Non-EU producers should provide the information on embedded emissions for goods
subject to CBAM to the EU-registered importers of their goods. In cases where this
information is not available at the time when the goods are being imported, EU importers
will be able to use default values (even once the definitive system has kicked in) on CO2
emissions for each product to determine the number of certificates they need to purchase.

In addition, production sites outside the EU will have the possibility to register in the EU
central database to communicate their emissions reports. This should facilitate compliance
for any importer of CBAM goods produced in these sites.

Imports of goods from which countries will fall under the scope of the CBAM?

In principle, imports of goods from all non-EU countries will be covered by the CBAM. That
said, certain third countries who participate in the ETS or have an emission trading system
linked to the Union’s will be excluded from the mechanism. This is the case for members
of the European Economic Area and Switzerland.

CBAM will be applied to electricity generated in and imported from third countries including
those that wish to integrate their electricity markets with the EU. If those electricity
markets are fully integrated and provided that certain strict obligations and commitments
are implemented, these countries could be exempted from the mechanism. If that is the
case, the EU will review any exemptions in 2030, at which point those partners should
have put in place the decarbonisation measures they have committed to, and an
emissions trading system equivalent to the EU’s.



How is the reliability of the reported information ensured (e.g. on embedded
CO2 emissions)?

The Commission, in collaboration with Member States authorities, will continuously
monitor reported emissions and corresponding trade, to identify practices of circumvention
and non-compliance with the CBAM Regulation and its implementing acts. In addition,
verifications will be carried out during the definitive period, and the report derived from
them shall include information on the quantification of direct emissions and how these
emissions are attributed to the different types of goods.

Declared embedded emissions should be verified by a verifier, accredited in accordance
with Implementing Regulation (EU) 2018/2067, who will prepare a verification report. In
line with this, CBAM declarations will be accompanied by copies of emissions verification
reports.

Penalties shall be imposed when a CBAM declarant introduces goods into the customs
territory of the Union without complying with the obligations established in the Regulation.

Is there any criteria to measure if the carbon price system applied in a third country is
genuine, in order to be considered in a CBAM application?

Verifications will be carried out in order to ensure that CBAM declarants fulfil the
obligations set up in the Regulation (EU) 2023/956 and its implementing act during the
transitional period. From the definitive period onwards, as laid out in Article 9 of the CBAM
Regulation, the information on a paid carbon price shall be certified by a person
independent from the CBAM declarant and the authorities of the country of origin.

What is a carbon price?

As indicated in Regulation (EU) 2023/956, a carbon price is the monetary amount paid in a
third country, under a carbon emissions reduction scheme, which can adopt various forms
i.e. tax, levy, fee or in the form of emission allowances under a greenhouse gas emissions
trading system, calculated on greenhouse gases covered by such a measure, and released
during the production of goods.

Under the EU ETS, the cap determines the supply of emission allowances and provides
certainty about maximum emissions of greenhouse gases. The carbon price is determined
by the balance of that supply against the market demand. In contrast, CBAM Regulation
(EU) 2023/956 does not impose a cap on the number of CBAM certificates available to
importers.

How do importers report a carbon price or rebate?

CBAM declarants may claim a reduction in the number of certificates to be surrendered
when a carbon price has been effectively paid in the country of origin. To proceed with any
rebate or other form of compensation, the carbon price has to have been effectively paid,
and records of documentation shall be required to demonstrate such payment. The

Commission shall lay out the rules for the deduction of a carbon price paid abroad in a
future implementing act in accordance with Article 9 of the Regulation.

CBAM Registry

How will I get access to the CBAM Registry in the definitive period?
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Once an importer’s application has been authorised by the competent authority, it will be
considered an authorised CBAM declarant. Each CBAM declarant will be assigned a CBAM
account number by the Commission, which allows access to the CBAM registry.

How can the CBAM report be submitted?

The CBAM report shall be submitted through the CBAM registry by the authorised CBAM
declarant.

When a customs declaration has been lodged, the competent authority of the Member
State shall register the person in the CBAM registry. The competent authority shall also
review the CBAM declaration, and therefore, check that the information from the applicant
is complete and in line with Regulation (EU) 2023/956 to grant the authorisation.

Competent authorities are encouraged to exchange information, between themselves and
with the European Commission, essential or relevant to the exercise of their duties. In
addition, they shall be assisted by the Commission in carrying out their functions under
the Regulation (EU) 2023/956.

Customs representatives
What obligations will customs representatives have?

During the definitive period, the CBAM obligations apply to the authorised CBAM declarant
(Article 5):

e if the importer is not established in a Member State: the indirect customs
representative;

e if the importer is established in a Member State: the importer, or, subject to
agreement, the indirect customs representative.

Only authorised CBAM declarants may import goods into the Union (Article 4). It follows
that if the importer is not established in a Member State and the indirect customs
representative does not have the status of authorised CBAM declarant, the concerned
CBAM goods cannot be imported in the Union.

The application to become an authorised CBAM declarant needs to contain information on
the names and contact information of the persons on behalf of whom the applicant is
acting, if applicable (Article 5(5)(h). This information will be stored in the CBAM Registry.

Next steps

The CBAM will enter into application in its transitional period on 1 October 2023, with the
first reporting period for traders ending 31 January 2024. The set of rules and
requirements for the reporting of emissions under CBAM will be further specified in an
implementing act to be adopted by the Commission after consulting the CBAM Committee,
made up of representatives from EU Member States. The Commission will continue setting
up the transitional CBAM registry as well as preparing further secondary legislation and
carrying out the planned analysis.

The European Commission is preparing detailed guidance for the application of CBAM

during the transitional period and is developing training through webinars and e-learning
etc. These will include training courses for reporting declarants, third-country operators
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and EU national authorities. A dedicated website with all information supporting
implementation will soon be launched.
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