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CO; Value Europe position: the 2026 ETS revision must advantage CCU
over fossil feedstocks

About CO; Value Europe

CO, Value Europe is the European association representing the Carbon Capture and Utilisation (CCU)
community in Europe and working for the recognition of CCU as an essential pathway to reach EU climate goals
in 2030, 2040 and 2050. CCU refers to established and innovative industrial processes that aim at capturing
carbon — either from industrial point sources or directly from the air — and transforming it into value-added
products such as renewable and recycled fuels, synthetic chemicals and building materials.

This paper lists the key elements put forward by the CCU community to feed the ongoing revision of the ETS rules
around the potential inclusion of waste incineration in the ETS, on the accounting of non-permanent CCU products,
and on the articulation between carbon removals and ETS.

High level principles

- Our recommendations in this position consider only non-permanent CCU applications using captured
ETS CO;: other sources of CO; are zero-rated under the ETS rules and fall out of the scope of the current
revision. Precedents created on the accounting of ETS emissions should however consider possible trickle-
down effects for other sources of CO;

- Differentiating and delineating fossil emissions and process emissions: ETS emissions encompasses two
different categories of CO, under EU precedents (e.g. EU rules on RFNBOs): emissions from fossil fuels
(e.g. from electricity production from fossil fuels); and unavoidable emissions which are consubstantial to
some economic activities (e.g. producing lime from limestone means extracting CO, from the latter ;
similarly, emissions from incineration of municipal solid waste that is not recyclable as per the EU
definitions in the Waste Framework Directive). An official definition and distinction between fossil
emissions and process emissions should be set at EU level, and rules adapted accordingly to provide
incentives for process emissions to be reused

- ETS rules must advantage captured carbon over virgin fossil carbon: the cornerstone of this revision
must be the correction of the current EU rules, where if a company uses fossil feedstocks to produce
chemicals, it does not pay for embedded carbon ; but if a company manufactures the same chemicals but
from captured ETS carbon, it does pay for embedded carbon. This situation is weighing down on
investments towards more sustainable solutions like CCU. Future ETS rules must encourage companies to
move away from fossil resources: this revision should not only to create a level playing field between fossil
products and CCU products, but to create a tangible advantage for CO,-based products

- CCU must be recognised as a form of recycling carbon from waste: to build a European circular economy,
EU legislations need to recognise that, in addition to other efforts, CCU is contributing to carbon recycling
rates, and to the circularity of materials

- Reusing ETS carbon must be incentivised: hard-to-abate sectors that cannot be electrified will need
different pathways to reduce emissions, including CCU: in particular, carbon-based products will need to
defossilise through captured carbon®. Under the current EU rules, reusing ETS CO> is not incentivised. It
leads to immediate difficulties for both hard-to-abate sectors and carbon-based sectors to invest into CCU
technologies. Provisions such as grandfathering clauses, e.g. to use captured ETS CO; to produce fossil-
free chemicals, should be put in place to encourage carbon circularity rather than continuing to extract
new virgin fossil resources to make carbon-based products

1 Recently, the Communication on Biotechnology and Biomanufacturing spelled out that: “it is estimated that the supply
of sustainable biomass falls 40-70% short compared with projected demand by 2050. This makes the use of additional
renewable carbon sources such as recycled waste or captured carbon necessary”
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Filling the legal void on CO; transport for CCS or CCU: under current EU rules (article 49 of MRR), there
is a clear legal void for how rules apply for CO, that is transported if it is then be directed towards
utilisation —as opposed to geological storage, which is covered. We urge the Commission to swiftly amend
the MRR to allow for the possibility of CO; to be directed towards utilisation

Closed loop carbon utilisation should become the golden standard of the ETS: the ETS rules on carbon
capture are built around permanent storage vs. non-permanent storage. It should also incentivise closed-
loop capture and utilisation. For example, if ETS CO; is captured, utilised in a non-permanent CCU product,
and the product is eventually incinerated, the system must incentivise Waste-to-Energy plants to capture
that CO,, and recycle it in the loop without having the CO; priced as long as it is not emitted — mirroring
the rules around recycling at EU level, and pricing any CO; losses that may occur in the process

The impact of the potential inclusion of Waste-to-Energy in the ETS for CCU

Waste-to-Energy (WtE) is a specific economic sector: Waste-to-Energy provides local energy while
treating non-recyclable municipal waste (as per Waste Framework Directive definitions), and thereby
producing unavoidable emissions. Any inclusion of the WtE sector in the EU ETS should take into
consideration the specificities of the sector, and consider carbon capture as a key lever to help the sector
decrease its emissions, including with CCU, as technologies that can be decentralised, adapted to different
sizes of installations, accessible to stranded assets, and building on local synergies and industries

EU rules must advantage captured carbon vis-a-vis virgin fossil carbon: the current lack of advantage for
captured carbon over fossil feedstocks in materials is very detrimental to the business case of CCU
projects. One key explanation of that situation is that embedded virgin fossil carbon (e.g. coming from oil
or fossil gas) is not priced upstream (e.g. where virgin fossil carbon is transformed into products), nor
downstream (e.g. when incinerated), except in the case of CCU. If WtE is included in ETS, it would even
the playing field between virgin fossil carbon and captured carbon in chemicals, but further actions
would be required to advantage captured carbon over fossil feedstocks, and clear incentives should be
set for WtE to choose CCU as a way to defossilise: the key condition for including WtE in the ETS is for
the sector to find an interest to capture emissions and to utilise them. For example, if WtE is included in
the ETS, the sector will on the one hand be able to valorise the fossil fraction of its emissions in RENBOs
production but it could do so only until 2036. But, due to their unavoidable nature, fossil emissions from
incineration should not be equated to fossil emissions from electricity production. This why the 2036
sunset clause is not feasible. We invite the Commission to adapt the rules accordingly (e.g. grandfathering
clauses) to create real incentives for the WtE sector to invest into capture solutions

Avoid double counting from WtE: one particular challenge for including WtE in the ETS is to ensure that
there is no double counting (the fact that the ETS price is paid for twice) for non-permanent CCU products.
We believe the most efficient way to do so is creating a system where WtE can deduct from their total
emissions all captured carbon purposed for non-permanent CCU, to avoid double counting

The different options for non-permanent CCU accounting

Options for accounting: the EU consultation on the ETS 2026 revision details different options for avoiding
underpayment or double payment of ETS emissions when they are captured and reused in non-
permanent CCU technologies. For each option, the CCU community considers that specific criteria and
conditions must be considered. Among the options considered, 3 of them appear to be the primary ones
under discussion: upstream, downstream, and sharing of accounting

ETS costs are passed along the value chain no matter what: regardless of the option chosen, it is likely
that the costs of ETS will be passed along the value chain, with different consequences according to the
system chosen. As long as the ETS allowance is fully paid, it is a matter of the actors in a particular value
chain to agree on how to share the burden of the ETS cost. The main challenge then lies not on the cost
of the allowance but rather on the reporting obligation
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Option 1, upstream accounting: current accounting under ETS, the ETS emissions are accounted for
where they are produced, even if captured and valorised

Consequences & Challenges

Would maintain the current system & require little changes to existing legislation (e.g. Monitoring and
Reporting Regulation)

Maintains risk that the ETS price is put exclusively on non-permanent CCU products, while virgin fossil
embedded carbon is not accounted for under current rules

Runs the risk to disincentivise producers of ETS CO; to engage in non-permanent CCU. No climate reward
for the original producer of ETS CO; if it captures it and sends it for non-permanent CCU, as they remain
responsible for surrendering ETS allowances

Upstream actors cannot claim any emission reduction advantage within their own sectors: they will need
a provision to be able to claim emission reductions within their own sector or to acknowledge their
contribution to reducing emissions in a downstream sector that uses zero-rated carbon that they provided
System should be accompanied with grandfathering clauses or other measures to incentivise upstream
emitters to receive climate benefits from capture

Necessitates specific consideration for products made outside Europe, and conditions under which such
products can be sold in Europe (e.g. from other countries with effective carbon pricing)

Option 2, sharing the accounting: proposes to share the accounting between the producer of the CCU
product and the user of the product that leads to the final emission

Consequences & Challenges

Theoretically establishes a fairer split of ETS reporting obligations along different actors of the value chain
Requires an additional layer of complexity in tracking the responsibility for surrendering allowances in the
system, in order to be able to follow the product and where it is used, and that the sharing has been
properly implemented. A defined split (e.g. 50%/50%) could minimise additional administrative burden
Adds more obligated parties into the reporting chain and increases the administrative burden

Option 3, downstream accounting, with WtE included in the ETS: proposes to turn the system on its head
and account emissions downstream, where the ETS emissions, after they have been captured and used in
non-permanent CCU products, are finally emitted, including via WtE

Consequences & Challenges

Requires significant changes to existing EU rules (e.g. Monitoring and Reporting Regulation, delegated
acts from REDII, specific legislations around zero-rated fuels like ReFuelEU Aviation & FuelEU Maritime)
Adds additional reporting & ETS financial burden directly to downstream users of CCU products

Would cancel the incentives for downstream users to go for alternative to fossil fuels as the reporting
obligations and attached costs would be virtually identical for fossil and CCU from ETS CO; products. Only
the mandates and attached penalties would remain as obligations for uptake of CCU fuels

Requires specific rules to avoid possible losses and loopholes (e.g. exports outside of EU, products falling
off track, etc.)

Unclear what happens to CCU products that derive from smaller players that are non-ETS entities
Imposes additional financial burden to downstream obligated parties that are currently already under
pressure to withstand higher costs between sustainable alternatives (e.g. RFNBOs) and conventional fossil
products. Mechanisms to support the price differential should be made permanent until the costs are
competitive
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Our recommendations on the accounting options: they all come with challenges and constraints, and
should be accompanied by far-reaching conditions and criteria to correct their consequences. Key
principles must be followed whatever the option retained:
o Non-permanent CCU products must be more incentivised compared to fossil products.
Maintaining a system where CCU is priced but virgin fossil carbon is not, is a non-starter
o The system should ensure a single pricing of CO;
o Each option can only function if it is accompanied by specific measures to alleviate the burden of
those becoming the obligated parties
o The system should avoid creating unbearable additional costs for measuring and tracking benefits
from capturing carbon, in particular considering that there is no price on virgin fossil carbon today

ETS revenues to be recirculated to support sectoral transition

Future ETS rules must recirculate ETS collected revenues to support the transition of hard-to-abate
sectors away from virgin fossil carbon: upscaling alternative carbon feedstocks comes with constraints
and costs. The broader accounting system needs to help to bridge price gaps that exist between fossil-
based products and their alternatives, such as CO,-based products

Building on precedent from ETS Aviation to cover the price differential between fossil products and
CCU-based alternatives: ETS support mechanism for aviation, with collected ETS allowances from aviation
being earmarked for bridging the price gap between fossil kerosene and more sustainable alternatives
like e-kerosene should be replicated for other sectors, e.g. shipping, chemicals, Waste-to-Energy

Carbon Contracts for Differences (CCfDs): redirecting revenues from ETS in one sector back via CCfDs to
the same sector and its companies implementing transition measures can also help fast-track investments

Articulation between ETS and carbon removals

Some CCU pathways lead to carbon removals (CDR): CO, mineralisation (Permanent CCU) technologies
can be considered permanent removals when capturing biogenic CO, or CO; from Direct Air Capture
Building on existing precedents on carbon removals: CDR is defined international documents (IPCC) and
EU legislations (CRCF). Only CDR certificates as defined under the CRCF should be articulated in the future
with ETS. Currently, the list of products eligible under Permanent CCU is narrow: that list should be
regularly updated to reflect innovation and be inclusive of different pathways enabling for permanent
storage of CO; in products
Incentivising carbon removals without deterring emission reductions: carbon removals should not
replace emission reductions but are a must to reach net zero objectives. This is why any future articulation
should ensure technological CDR could be used to counterbalance residual emissions for ETS plants on
the road to net-zero by 2050, based on a system where CDR certificates are being traded separately to
the ETS allowances, a RTS (Removals Trading System)
Key principles should be followed for articulating ETS and RTS:
o ETS installations should compensate part of their emissions with carbon removals under certain
conditions (e.g. a max % of their total emissions)
o Only technological-based removals and not nature-based removals would be connected to the
ETS, which itself is built on industrial processes
o Establishing a like-to-like system where 1t CO, under ETS is physically equivalent to 1t CO; as
carbon removals, even if they are not monetarily
o By purchasing a CDR certificate, a company then does not have to surrender an ETS allowance
for the equivalent amount of CO,
o A certain number of allowances can be channelled to the Innovation Fund to support innovation
in technological CDR and help reduce the certificate cost to levels comparable to ETS costs
o Ata later stage (e.g. after 2040), both trading systems can be merged under the same cap insofar
as the price of the emission allowance and the price of the removal certificate are similar
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In conclusion, our recommendations for the Commission can be summarised as follows:

The ETS revision must advantage captured carbon over fossil feedstocks. Using virgin fossil carbon
cannot be more rewarded by the legislation compared to using captured ETS carbon

If Waste-to-Energy is included in the ETS, it should include clear incentives for the sector to invest in
CCU. It is paramount that CCU is incentivised for that sector that will have limited levers to decrease its
emissions

CO; accounting options all come with constraints & challenges. Any option retained should ensure it is
accompanied by specific measures to alleviate the burden of those becoming the obligated parties
ETS allowances collected must be earmarked for supporting the transition of hard-to-abate sectors.
What was done for aviation must be replicated for other sectors

Carbon removals must be incentivised in a separate system to the ETS before an eventual future merge,
with an articulation where 1t CDR leads to 1t ETS allowance exempted from being surrendered. CDR
are central to reach net zero targets and must come on top of emission reductions, not replace them
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