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paid in a third country

Bellona Europa has long supported the efforts to establish a Carbon Border Adjustment
Mechanism (CBAM) as a way to strengthen the EU’s carbon price signal while protecting
European producers from the risk of carbon leakage caused by uneven climate ambition
worldwide. We therefore advocate fora CBAM that creates “incentives for the reduction of
emissions by operators in third countries” as stated in the first article of the CBAM Regulation.
To achieve this, the CBAM's methodology must be implemented in a way that drives
climate ambition beyond the EU and fosters cleaner industrial production globally.
This principle must be applied to both direct and indirect emissions, which should be covered
by the CBAM across all sectors.

Accordingly, Bellona Europa recommends the Commission to include the following proposals
in the Implementing Act on the methodology for the definitive regime:

e Actual values: Guarantee that importers can report actual emissions by clearly stating this
option.

o Default values: If defaults are set at the average emissions of each exporting country and
CBAM good, the average should be based on the most emission-intensive production
route. This would avoid underestimation of emissions and maintain strong decarbonisation
incentives.

e Mark-ups: Apply equal and proportional mark-ups that discourage high emitters from
maintaining business-as-usual practices, while avoiding excessively punitive measures.
Mark-ups should ensure that reducing emissions is always more advantageous than
emitting.

e Scrap metals: include scrap as a precursor in the CBAM methodology with clear
differentiation between pre-consumer and post-consumer scrap. Pre-consumer scrap
should carry the same footprint as primary metal plus remelting emissions, while post-
consumer scrap should only account for remelting. To safeguard environmental integrity.
MRV rules must trace scrap content transparently, ensuring EU producers are not
disadvantaged and circularity is incentivised fairly.

o Relevant precursors: expand the CBAM to cover all carbon-intensive precursors. In
particular, include coke and lime as steelmaking inputs, ensuring their emissions are priced
under CBAM and allowing the phase-out of their free allowances in the EU ETS.
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¢ Mass Balancing and Book and Claim sy
be eligible under the CBAM methodology re
and the MRV system in place.

¢ Include indirect emissions across all CB . Indirect emissions
should be accounted for in a way that protects rom the risk of carbon
leakage, while encouraging greater uptake of renewable electricity by producers outside of
the EU. In particular, default values should be based on the country-of-origin's grid
average, updated annually. Importers should be allowed to demonstrate lower indirect
emissions only through (1) renewable direct connections independent of the national grid,
or (2) renewable PPAs that meet strict criteria on temporal and geographical correlation
and additionality, as defined under the RFNBO Delegated Act. To ensure credibility, robust
third-party verification, certification, and transparency mechanisms must be integral to the
methodology.

o Keep the current timeline and rate of the phase-out of ETS allowances and phase-in of
CBAM. CBAM benchmarks should be product-based, but taking into account the different
emission intensity of different processes and production routes.

o Exclude carbon credits: Any carbon credit, whether CCP-labelled or Article 6-based,
must be excluded from the accounting of CBAM certificates deductions
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1. Calculating direct embedd
values

1.1 Default values vs. actual values

Originally, article 7 of the CBAM Regulation stipulated that the calculation of embedded
emissions in goods covered by the CBAM (CBAM goods) would primarily rely on actual
emission values, with default values used only where actual emissions could not be
adequately determined. This reflected the principle that actual emissions take precedence
over default values, as they enable producers in origin countries to demonstrate their real
performance and, ideally, improve it over time to enhance their competitiveness in the EU
market.

In this context, the CBAM Regulation (Annex IV, 4.1) provides that, when "actual values cannot
be adequately determined”, default values should be set according to the average
emission intensity of each exporting country together with a proportional mark-up.

However, the CBAM Omnibus, approved by the European Parliament and likely to be endorsed
by the Council, introduces a significant changes to this methodology. Accordingly, Embedded
emissions can be determined either by actual values or default values, effectively
placing them on an equal footing and removing the previous preference for actual emissions.

Bellona highlights two key risks arising from these reforms:

1) Removing the preference for actual emissions risks creating a scenario where default
values become the primary -and possibly only- method used by importers to report
embedded emissions. While this approach may shield European industries from carbon
leakage, it would reduce the CBAM to a purely protectionist measure. By denying
origin country producers the opportunity to demonstrate lower carbon
footprints, it undermines the CBAM's very purpose: to incentivise global
emissions reductions.

2) Default values set at the average emission intensity of each exporting country
and for each CBAM good can be problematic when there is no priority for actual
emissions over defaults. This is particularly true for those CBAM sectors where
production routes vary widely in carbon intensity: for example, in the steel sector, the
BF-BOF (Blast Furnace-Basic Oxygen Furnace) route emits around 2.3 tonnes CO, per
tonne of steel, while the scrap-based EAF (Electric Arc Furnace) route emits around 0.7
tCO,/t steel.! Without giving actual emissions preference, default values may
greatly under or overestimate emissions depending on which route is used,
thus reducing incentives for low-carbon production.

1lron and steel
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Bellona's proposal

Bellona giving preference to actual emission

embedded emissions in CBAM goods. In light of t a recommends:

e Actual values: Guarantee that importers can re ssions by embedding this
option in the Implementing Act on the methodology for the definitive regime.

o Default values: If defaults are set at the average emissions of each exporting country
and CBAM good, the average should be based on the most emission-intensive
production route.. This would avoid underestimation of emissions and maintain strong
decarbonisation incentives.

e Mark-ups: Apply equal and proportional mark-ups that discourage high emitters from
maintaining business-as-usual practices, while avoiding excessively punitive measures.
Mark-ups should ensure that reducing emissions is always more advantageous than
emitting.

This approach preserves CBAM's dual objectives: protecting EU producers from carbon
leakage while fostering cleaner production abroad. It safeguards competitiveness, prevents
underestimation of emissions, and strengthens the incentive for global decarbonisation.
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1.2 Methodology for calculating d

Bellona identifies different issues on the calculati
from the production of the CBAM good which ne
starting on the 1% of January 2026:

efinite regime

Scrap metals

In the Implementing regulation 2023/1773 it is reported that "Off- spec products, by-products,
waste, and scrap produced in a production process, irrespective of whether they are
returned to production processes, delivered to other installations, or disposed of,
shall not be included in the determination of the activity level. They shall therefore be
assigned zero embedded emissions when entering another production process” (Annex I, F.2).
This has important implications for the carbon accounting of aluminium and iron and steel
because the use of scrap is integrated in the process of manufacturing of the products of both
sectors.

There are, in general, two distinct kinds of scrap:

e Pre-consumer or process scrap such as cut-offs and leftovers from production, retains
the same properties, market value and carbon content as primary aluminium, having
never been a finished product.

e Post-consumer scrap comes from items that have completed their lifecycle. These
include consumer products that have finished their useful life and have been disposed
and collected for end-of-life processing.

Under the current CBAM methodology, remelted scrap in imported metal products is treated
as having zero emissions, creating a major loophole. This risks circumvention in two ways:
by mislabelling primary metals as scrap to avoid the CBAM fee, or by artificially increasing
pre-consumer scrap content in products without proven climate benefits. The loophole
disadvantages EU producers, who must account for scrap-related emissions underthe EU ETS,
while importers face reduced costs for scrap-heavy products. As free allowances are phased
out, this imbalance will worsen, putting EU producers at risk of carbon leakage. It also enables
resource shuffling (e.g. foreign producers directing scrap-based goods to the EU while selling
primary products elsewhere) undermining CBAM's climate integrity. Finally, it could incentivise
overreporting or even creating scrap solely to lower CBAM fees, with no genuine emission
reductions.

Bellona's proposal

To ensure that the CBAM accounts for all the emission equally to the EU ETS, scrap
needs to be included in the methodology to calculate embedded emissions as a
precursor. Differentiation between pre-consumer and post-consumer scrap is also important.
Pre-consumer scrap should be treated as primary metal, with the emissions from the remelting
accounted in addition. Post-consumer scrap only needs to account for the emissions coming
from the process of cleaning and remelting, before it is included as an input in the
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manufacturing process. In this way, post-cons
counting of the emissions from the productio
reporting and verification rules must ensure that
the metal products imported into the EU. Chain of
that scrap is adequately traced.

y allocated in
s can help ensure

To ensure efficient implementation of such differentiation, coherence with the revised Waste
Shipments Regulation and the upcoming Circular Economy Act must be ensured. Scrap
definitions should be clear and transparent to avoid breaching trade law, such as through
references to recognised standards for pre and post-consumer scrap.

Relevant precursors

In the current CBAM scope, GHG emissions from coke production in coke ovens are excluded,
togetherwith limestone and dolomite, which are not considered as precursors for steel making,
even though accounted for as per the consumption of carbonates derived from these two
materials in the process. The exclusion of coke and lime as precursors in the CBAM
presents significant challenges due to the substantial emissions associated with their
production and use in steelmaking. These materials are integral to the steel production
process, yet their emissions are not accounted for under the CBAM. This creates a dual
problem: first, it leads to an incomplete representation of the actual carbon footprint of
imported steel products, undermining the mechanism'’s goal of accurately pricing carbon
emissions. Second, because coke and lime continue to receive free allowances under
the EU Emissions Trading System (EU ETS), it disadvantages EU producers who invest
in low-carbon production methods that avoid or reduce reliance on these high-
emission materials. This discrepancy not only creates an uneven playing field but also risks
undermining the EU's decarbonisation objectives by failing to incentivise cleaner production
practices across the board.

Bellona's proposal

All carbon-intensive precursors integral to steel must be included in the CBAM
framework. To address this, it is essential to include coke and lime as precursors for
steel making in the CBAM. Emissions coming from the production of these materials need
to be accounted in the CBAM calculations to ensure fairness and bolster the transition to
greener steelmaking technologies. Consistently, EU ETS allowances given for free under
the EU ETS for the production of the two products need to be phased out consistently
with the timeline for iron and steel outlined in article 10a.1a of Directive 2003/87/EC.

Interoperability (Following the Commission’s analysis of standards and MRVs)

The Commission is currently reviewing a range of Monitorning Reporting and Verification
(MRV) and product-footprinting methodologies for possible alignment or mutual recognition
with the aim of improving CBAM's practicability while safeguarding its environmental integrity.
Bellona supports greater interoperability of different standard and MRVs
methodologies as global coordination on carbon accounting is essential not only for
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CBAM's effective functioning but also for foste
knowledge sharing more broadly. At the same ti
politically difficult. Existing methodologies diffe
system boundaries (installation, product, lifecyc ing, treatment of
indirect emissions and scrap, and data quality require rability should only be
pursued where it does not compromise CBAM's environmental integrity.

. certification),

CBAM should recognise other methodologies only where they can demonstrate equivalence
on core elements: reporting boundaries (scope of emissions, relevant precursors), MRV
stringency, and data quality. Any mutual recognition must be partial and conditional. For
example, allowing methodologies to support data collection but not replacing CBAM
compliance rules outright.

Selected methodologies for steel: The Commission has identified ISO 14404 and
ResponsibleSteel for assessment of their potential interoperability with CBAM. Bellona
welcomes the fact that these methods are widely applied in the steel sector. However,
interoperability should be limited to their MRV functions and not extended to performance
labelling or certification claims.

Selected methodologies for cement. The Commission has identified the following
methodologies for assessment with regard to their potential interoperability with CBAM: the
GCCA Energy & CO, Guidance and EN 15804 - the EPD Standard for Construction Products.
Bellona welcomes the inclusion of the EPD standard, but raises concerns about the
GCCA Energy & CO, Guidance. Specifically, the methodology explicitly excludes gross direct
CO, emissions from on-site electricity production, without clarifying whether this electricity is
consumed by the cement plant itself or sold externally. If the electricity is used on-site, these
emissions should be included in gross direct CO, emissions, particularly given that indirect
(scope 2) emissions are already covered under CBAM for cement.

Mass Balancing and Book and Claim systems

Chain of custody models, such as book and claim and mass balancing, represent an easy way
for producers to do resource shuffling, basically undermining the climate credibility of the
CBAM. For this reason, Bellona argues such models must not be allowed in any form for
products destined to the EU, regardless of the robustness of the methodology and
the MRV system in place.
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2. Determining embedded in

Bellona strongly supports the inclusion of in
sectors and will soon publish a policy paper e ect emissions in
the CBAM which is happy to discuss further. | . here are Bellona's main
recommendations on the methodology to determine indir

Indirect emissions should be accounted for in a way that protects EU producers from the risk
of carbon leakage, while encouraging greater uptake of renewable electricity by producers
outside of the EU. For this to happen, Bellona Europa recommends the European
Commission to modify the CBAM methodology to calculate indirect emissions by:

- Country of origin’s grid average

Using default values based on the emission factor of the country of origin's electricity grid as
the primary method for European importers to declare indirect emissions of the imported
CBAM good(s). Updating the values on a yearly basis.

- Actual values based on direct connection and PPAs with strict conditions
Allowing importers to prove that the imported CBAM good has lower indirect emissions
compared to the default values. This should be made possible through two methods:

1) Providing evidence of a physical, grid-independent connection between the
electricity production site and the producer of the CBAM good, together with
proof that the electricity supplied through this link is renewable

2) Providing evidence of a PPA between a renewable electricity production site and the
producer of the CBAM good. The PPA must comply with the following criteria and
conditions as regulated by the RFNBOs DA:

e Temporal Correlation
o Geographical Correlation
o Additionality

- Verification and transparency
Ensuring that the solidity of the CBAM methodology through verification systems and
transparency mechanism as already foreseen by the CBAM Regulation. In particular:

e Third-party verification and certification

e Transparency and accountability mechanisms

Determining embedded emissions for electricity

In line with what written in relation to the methodology to determine indirect emissions, Bellona
recommends for PPAs and direct connections to follow strict RFNBO-style criteria: hourly
matching, deliverability within the same grid, and additionality to prove new clean capacity.
Physical network congestion rules should be tightened to prevent imports from claiming low-
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carbon electricity that cannot physically be tran
allow deviation from conservative default values
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