12/11/2025
ICC reform and expansion risks diverting ETS Revenues from real climate action

To the Executive Vice-President of the European Commission, Ms. Teresa Ribera,
To the Commissioner for Climate, Net Zero and Clean Growth, Mr. Wopke Hoekstra,
To the Director-General of DG CLIMA, Mr. Kurt Vandenberghe,

To the acting Director-General of DG Competition, Ms. Linsey McCallum,

In light of the European Commission’s ongoing considerations to amend the ETS State Aid Guidelines,
revising the rules for Indirect Cost Compensation (ICC), the undersigned organisations express serious
concern about the risk of ETS revenues being diverted away from climate action under the
proposed changes.

The European Commission is looking into two major changes:

1) More than doubling the number of eligible sectors, vastly expanding the scope of the
subsidy. Under the current Guidelines, only 14 energy-intensive sectors (such as aluminium,
copper, hydrogen, and basic iron and steel production) were deemed at risk of carbon leakage
due to their high exposure to the carbon cost embedded in electricity prices. The new proposal,
however, would add subsectors like maltings, wood-based panels, and the manufacture of oils
and fats, which have far lower electricity intensity and therefore far less need for State Aid.
Grouping these low-exposure industries with high-exposure ones undermines the very
purpose of ICC'. Adding exemptions runs counter to the Commission’s agenda to simplify EU
legislation.

2) Updating the CO. emission factors used to calculate compensation, continuing to base them
on the average CO, intensity of fossil-fuel power generation. This directly contradicts the
current Guidelines, which state that: “In 2025, the Commission will also assess whether additional
data is available allowing to improve the methodology used to calculate the CO:; emission factors
as described in Annex lll, that is to say to take into account the increasingly important price-
setting role of climate neutral technologies in Union electricity markets [...]" (point 67). The new
emission factors ignore the growing share of low-carbon electricity (wind, solar, nuclear, hydro)
that increasingly influences power prices. In some countries (e.g. France, Germany), the proposed
factors are even higher than before despite the increase of renewable energy generation in both
countries.?

According to the European Commission’s 2024 report on the EU carbon market, in 2023 nearly €4
billion was spent on ICC (over 16.4% of total ETS revenues collected that year), effectively diverting
these funds away from climate action, contrary to the requirements of Article 10.3 of the ETS Directive.
Indeed, the current ICC guidelines neither require all beneficiaries to reinvest part of the aid into
decarbonisation, just transition or energy efficiency measures, nor to draft a transition plan that would
reduce their dependence to fossil fuels.

The proposed expansion of sectors eligible for ICC, combined with the updated CO, emission
factors based on the intensity of fossil-fuel power generation, risks diverting even more ETS

! For comparison, primary aluminium production requires around 15.6 MWh of electricity per tonne, while malt production uses
roughly 118 MWh/t.

2 Between 2019 and 2024, Europe’s power mix underwent a major transformation: renewables rose from 34% to 47% of electricity
generation, while the share of fossil fuels fell to a historic low of 29% (European Electricity Review 2025 | Ember). Although this shift
may not yet be fully reflected in price-setting dynamics, it clearly shows how outdated it is to base CO, factors on the carbon
intensity of fossil-fuel power plants.



https://commission.europa.eu/persons/linsey-mccallum_en
https://international-aluminium.org/statistics/primary-aluminium-smelting-energy-intensity/?publication=primary-aluminium-smelting-energy-intensity&filter=%7B%22row%22%3A3%2C%22group%22%3Anull%2C%22multiGroup%22%3A%5B%5D%2C%22dateRange%22%3A%22annually%22%2C%22monthFrom%22%3Anull%2C%22monthTo%22%3Anull%2C%22quarterFrom%22%3A1%2C%22quarterTo%22%3A4%2C%22yearFrom%22%3A2024%2C%22yearTo%22%3A2024%2C%22multiRow%22%3A%5B3%2C4%5D%2C%22columns%22%3A%5B23%2C24%2C26%2C25%2C27%2C28%2C29%2C30%2C31%5D%2C%22activeChartIndex%22%3A0%2C%22activeChartType%22%3A%22map%22%7D
https://www.euromalt.be/malt-1?utm
https://ember-energy.org/latest-insights/european-electricity-review-2025/?utm_source=chatgpt.com

revenues into subsidies, actively taking funds away from climate solutions (like renewables, grid
upgrades, energy efficiency, and flexibility measures) that address the root of the problem.

Consequently, the undersigned call on the European Commission to:

o Refrain from the expansion of eligible sectors under the Guidelines, at least until the
current system of ICC has been adequately reformed.

o Update CO. emission factors to reflect the average annual marginal emission intensity of
the price-setting generation units in the bidding zone, based on real market data rather than
the average of all fossil power plants.

These steps are essential to prevent ETS revenues from being misdirected and to unlock their full
potential as a driver of decarbonisation, helping the EU achieve its climate goals.

Organisation’s signatures (in alphabetical order):
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