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Establishing the Temporary Decarbonisation Fund

2025/0418(COD) - 17/12/2025 - Legislative proposal

PURPOSE: to establish the temporary decarbonisation fund to temporarily support EU producers of carbon border adjustment mechanism (CBAM)
goods and mitigate carbon leakage risks.

PROPOSED ACT: Regulation of the European Parliament and of the Council.

ROLE OF THE EUROPEAN PARLIAMENT: the European Parliament decides in accordance with the ordinary legislative procedure and on an equal

footing with the Council.


https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/197782
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256847
https://www.europarl.europa.eu/committes/en/BUDG
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/257038
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/256985
https://www.europarl.europa.eu/committes/en/ENVI
https://www.europarl.europa.eu/meps/en/256882
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE
https://www.europarl.europa.eu/meps/en/125670
https://www.europarl.europa.eu/committes/en/ITRE

BACKGROUND: the European Green Deal commits the EU to achieving climate neutrality by 2050, with the European Commission proposing in 2025
a target of a 90% reduction in net greenhouse gas emissions by 2040 compared to 1990 levels. This target reflects current economic, security, and
geopolitical conditions and aligns with the EU Competitiveness Compass and the Clean Industrial Deal, aiming to provide predictability for clean-
energy investments and strengthen industrial competitiveness.

The EU Emissions Trading System (EU ETS) remains the EU’s primary tool for reducing industrial emissions through carbon pricing and a
progressively tightening emissions cap. This is complemented by the Carbon Border Adjustment Mechanism (CBAM), which addresses the risk of
carbon leakage by applying a carbon price to the embedded emissions of certain imported goods, ensuring equal treatment between EU and non-EU
producers.

CBAM currently covers key basic materials, including aluminium, cement, electricity, fertilisers, hydrogen, and iron and steel. However, as free
allocation under the EU ETS is gradually phased out between 2026 and 2034, residual carbon leakage risks may persist for specific sectors and
products. Such risks could undermine EU climate objectives if emission reductions within the EU are offset by increased emissions abroad.

The proposal complements the EU ETS and CBAM frameworks. It does not alter but complements the mechanisms established by those instruments
by providing a transitional, targeted financial measure addressing certain risks pending the long-term solution which will be found in the proposal for a
revision of the EU ETS in 2026.

CONTENT: therefore, this Commission proposal establishes the Temporary Decarbonisation Fund and lays down its governance, the financial rules for
its implementation, its resources, and the scope of its support. The Fund will provide financial support in the period 2028-2029 to address the remaining
risk of carbon leakage associated with carbon intensive goods produced by eligible operators of installations in the period 2026-2027.

Resources of the Fund

The Fund will be financed through Member State contributions equal to 25% of the revenues each Member State collects from the sale of CBAM
certificates for embedded emissions declared in 2026 and 2027.

Member States must notify the Commission of their exact annual contribution amounts by 31 December 2027 (for 2026 revenues) and 31 December
2028 (for 2027 revenues). The corresponding payments must be transferred to the Fund by 31 March 2028 and 31 March 2029, respectively.

The contributions will be allocated to the Fund as assigned revenue and, by derogation from the general rule, will be treated as external assigned
revenue.

Revenues remaining after the full disbursement of funding to final beneficiaries and payment of administrative costs of the Fund will not be
automatically carried over to be used by the Fund. The Commission will return the excess revenues to the Member States in proportion to their
financial contribution to the Fund.

It should be noted that the Fund merely reduces the existing unequal treatment in terms of carbon price paid for goods which have been identified of
being at remaining risk of carbon leakage.

Limited support

By limiting the initial support period to two years, the Fund should provide short-term support pending a comprehensive review of how best to address
the issue of the remaining risk of carbon leakage from 2028 onwards, in the context of the scheduled review of the EU ETS. The transitory character of
the Fund precludes any interpretation that it may constitute a precedent, a model or a reference point for the EU ETS review.

Eligibility and conditions

The proposal defines which goods are to benefit from support. It limits eligibility to the production of specific goods subject to heightened remaining risk
of carbon leakage. It also sets out conditions under which Member States can request the production of further goods to be eligible for support.
Furthermore, it outlines the types of decarbonisation activities that an eligible operator will need to carry out in order to receive support, such as
investments in low-carbon technologies.

Competent authorities

The proposal lays down that each Member State will designate the competent authority to carry out the functions and duties under the proposed
Regulation and inform the Commission thereof. The Commission will make a list of all competent authorities available to the public.

The competent authorities will assess and calculate the amount of financial support to be provided to eligible operators, for the production of each of
the goods listed in the Annex to the Regulation, based on the amount of free allocation phased out.

Establishing the Temporary Decarbonisation Fund

2025/0418(COD) - 15/09/2026 - Text adopted by Parliament, partial vote at 1st reading/single reading

The European Parliament adopted, by 433 votes to 97, with 146 abstentions, amendments to the proposal for a regulation of the European Parliament
and of the Council establishing the Temporary Decarbonisation Fund.

The matter was referred back to the committee responsible for interinstitutional negotiations.



As a reminder, the proposal aims to establish the temporary decarbonisation fund to temporarily support European producers of goods subject to the
carbon border adjustment mechanism (CBAM) and to mitigate the risks of carbon leakage.

The main amendments adopted in plenary session concern the following points:
Financial support from the Fund

Members are requesting that the Fund provide financial support during the period 2027-2029 (instead of the period 2028-2029) to address the
remaining risk of carbon leakage associated with carbon intensive goods produced and exported by eligible operators of installations and eligible
downstream operators in the period 2026-2027.

A ‘downstream operator’ means any legal or natural person established in a Member State that uses goods listed in Annex | to Regulation (EU) 2023
/956 as primary material inputs in its production processes to produce eligible goods.

The risk exposure of some goods using products, including agri-food products, in particular fertilisers, should also be included in the Fund insofar as
some of those products could, in the short term, experience a significant cost increase, as a result of higher prices of imports of intrants and precursors.

Members wish to open the fund to fertiliser producers and downstream users facing higher carbon-related input costs, with products such as urea,
ammonium nitrate and ammonium sulphate added to the list of eligible goods.

The Fund should aim to ensure that support is directed towards genuine decarbonisation transformation. Direct support under the Fund should be
subject to clear conditionality with appropriate decarbonisation such as through climate-neutrality plans that prioritise genuine transformation and social
criteria.

Funds

Each Member State should communicate to the Commission the exact annual amounts to contribute to the Fund for the year 2026 by 31 July 2027 and
for the year 2027 by 31 July 2028, respectively. Member States should transfer to the Fund a monetary amount that corresponds to the amount
referred to in the regulation by 30 September 2027 for the revenues of the year 2026 and by 30 September 2028 for the revenues of the year 2027.

According to Members, leftover revenue could be redirected to the EU's international climate finance commitments under Article 9 of the Paris
Agreement. The Commission, for its part, proposes that excess revenues be returned to Member States in proportion to their financial contributions to
the Fund.

Third countries

To support low- and middle-income third countries for the reduction of their greenhouse gas emissions, the Commission should continue to engage
with lower-middle income third countries to support their compliance with CBAM. The Commission should periodically assess, report on, and, where
appropriate, propose new measures.

Interim report

By 31 March 2028, the Commission should carry out a comprehensive assessment and submit to the European Parliament and to the Council an
interim report on the performance and effectiveness of the Fund in: (i) preventing carbon leakage; (ii) supporting the level playing field of Union
producers in third markets; (iii) achieving verifiable emission reductions.

The interim report should evaluate in particular: (i) the adequacy of the financial resources allocated to the Fund in light of its objectives; (ii) consistency
of the Fund with Union climate objectives, State aid rules, and the Union’s international obligations; (iii) the appropriateness of introducing a targeted
transaction fee on the secondary EU ETS market, its effect on price stability and expected revenues for the Fund; (iv) an assessment of the
effectiveness and added value of using the remaining funds of the Fund.

The Commission may, where appropriate, and at the latest by 31 December 2028, submit, together with the corresponding report, a legislative
proposal accompanied by an impact assessment to, inter alia: (i) extend the existence of the Fund after 31 December 2029, taking into account the
provisions of the Directive 2003/87/EC for the period 2031-2040; (ii) adapt the scope of the Fund in terms of eligible goods or sectors; (iii) adapt the
financial envelope of the Fund in order to ensure adequate support to eligible operators; (iv) introduce a transaction fee on the EU ETS secondary
market.

By 31 December 2030, the Commission should present a report to the European Parliament and to the Council on the performance and the
expenditure financed by the Fund.

Eligibility and conditions

An operator and a downstream operator that produces eligible goods will not be eligible to receive financial support when: (i) it in breach of relevant
working and employment conditions and employer obligations resulting from Union or national labour laws, (ii) the operator and downstream operator
concerned, or the parent company, are not established in jurisdictions listed in the Union list of non-cooperative jurisdictions for tax purposes.

A downstream operator will receive financial support from the Fund provided that the downstream operator demonstrates to the satisfaction of the
Commission that it has undertaken actions leading to a verifiable and significant reduction in the use of the goods concerned, or investments that lead
to a lower-carbon method in their relevant production processes to use those goods or investments in their relevant supply chains leading to the use by
that operator of lower-carbon versions of those goods.
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